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'I In* lloiriilo Sir Hash. I*. Blackett, KAMI., calk'd ami examined. 


I. (t Imii .li'in.) K.»r l In* sake of »mr records, Sir 
Basil, your prcM-hl po.-ulnm is lliat of 
Member of tin* Viceroy's Council? — Yes, since 
January, PJ2H. 

If. Ami, la; fore tlial, you were Coni roller ol I*’i n;s n«-.« 
. 1 1 1 lie British Treasury? -Y* 1 ^, si nro l!»l!j. 

3. Anil during IhaL period you were engaged o:« 
many special Missions in connection with Llio inler- 
national aspects of British Una lire?- -Yes. 

I. Wo have had llic great advantage of a series 
ol very full memoranda from you and from tile 
officials of your .Department which will sa\e a great 
deal of Lime in developing llio mailers into wliiih 
we desire to iiii|iiire. I would ash you in the fir-t 
place line i|iiestioii upon the very full nieiiioramliiiii 
mi I lie reeeni history of Jndian eiirivncy siipplii'd 
lo us. We are perhaps interested in this only in 
so far ms it easts light upon Llio future. I observe 
that you refer iYi the beginning of your own ineiuoraii- 
diiui oil thu Indian eiirreney system lo Llio Govcrn- 
menl’s policy in regard to < on troll ing tlie available, 
supply of currency. This is dealt with in the his- 
torical memorandum, hilt would you lie so good as 
to tell us in hroad outline what has been the general 
policy as to controlling the available supply of 
currency since the abandon merit of the effort lo fi v 

the rupee at 2S. ? May I preface my remarks before 

answering that rjuestion by a statement of the 
rapacity in which f am giving evidence? 1 wish it 
lo be clearly understood that 1 do not appear to 
speak for tho Clover nincnt of India. I. appear Ui 
speak simply as Sir Basil Blackett. Tho Govern- 
ment of. India have not made themselves responsible 
for any of these memoranda. Naturally as a member 
of the Government I am in a position to say some- 
thing about tlie views which tho Government have 
hold, but I am noL in a position to say LhuL any 
particular views that may bo expressed by inn are or 
are not at tho present time the viows of the Govern- 
ment of India. 


”». I think tlial will he quite clear to I lie Colli- 
mi-.-inn? -Turning to I lie question that was asked, 
lire position ol course is specially known to me since 
January, 1923. The question I think relates to the 
action lliat has heeii taken h,v tin 1 Government ol 
India since tlie time when it, became evident that thu 
clfori to lix the rupee a I Lis. in accordance with the 
recommendations of the Babington-Sinith Committee 
li.ul broken down. During Lhe first period, after that 
was recognised, the chief anxiety of tins Government 
was to recover control of (lie situation and prevent 
the necessity for eoiil iniie<l additions lo tho currency 
ami the rc-ull ing intla-tinn of tlie kind that has been 
prominent in tlie history of tlie currency of somw 
of the Kuropeaii countries since 11)111. The Govern- 
ment were faced with tin* diflieulty that they had 
a Budget with a very considerable deficit balance 
ami a very largo amount of early maturing debt or 
floating debt to In* continually renewed. Their first 
effort was to raise money liulli in Kuglaiid and in 
India with which to pa,\ their way ami to reduce 
tlie amount, of their tloating debt, fortunately, the 
seasons were good, and h\ April, 11)2*1, they had 
succeeded in balancing their Budget., and by April, 
1924, they had got rid of their floating debt, tlial 
is. Treasury Bills and ways and means advances. 
Meanwhile, owing to tin* general fall in prices 
throughout tho world, there had been a oousidorahlc 
redundancy of currency in India, and it had been 
possible by various means to reduce this outstanding 
amount of circulating medium in India. But flic 
exchange value of the rupee had fallen during that 
period as low as Is. 2|gd. sterling, tho lowest that 
it over fell to in Lurnis of sterling, though at ouo 
stage actually below Is. gold. Tho figures are given 
in Appendix VI F of tho historical memorandum. It 
will he seen that in llio middle of tho year 1921 at 
a time when sterling was very considerably depre- 
ciated in terms of gold the value of the rupee, for 
example, in July, 1921, was 11 9/32d. in terms of gold. 
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As sterling improved, the rupee tended to improve 
with it. and as good monsoons or fair monsoons 
continued, hy January, 1923, the rate of Is. 4d. 
sterling was reached, and except, I think, on one 
day in August of that year, it never fell again 
below Is. 4d. sterling, hiit.it was not until October, 
192-1. that it. reached the figure of Is. 4d. gold. The 
steps taken hy the Government of Tudia during that 
period to assist the recovery of the* value of the 
currency, which of course* was immensely assisted 
hy the world conditions and hy good monsoons in 
India, were* first of all to bring a limit a considerable 
contraction in the* currency by paying off some of 
the Treasury Bills held in the Paper Currency Reserve 
and cancelling currency and by cancelling currency 
against sterling securities. Tlio Government. itself 
was able rather fortunately to finance a large part 
of its sterling liabilities during that period by means 
of repayments from the War Office in respect of war 
transactions of various kinds, so that an unusually 
large amount of sterling was available in London 
without, remittance. Tn addition, big loans wore 
raised in London in 1921, 1922 and in 1923. The last 
sterling loan was raised in May. 1923. for £20 million. 
Since that date, not only lias no additional sterling 
lmrrowing taken place, but there has been some 
actual reduction in the sterling debt owing to tlio 
operation of sinking funds. After August. 1923, no 
further eon traction of the currency lias been found 
possible or desirable. The money market wns very 
light all through the busy season of 1923-24, and 
during that period additions were made to the 
currency against sterling to the tune of well, the 
net amount during that year was about (> crores, hut 
the amount actually added during the winter was 
about 12 crores, because there bad been a cancellation 
of some five or six crores in the previous summer. 
Tu addition, the system of allowing the Imperial 
Bank to borrow from the Currency Reserve against 
Hundis was brought into effective operation, and 
the whole of the 12 ernros. to which figure the maxi- 
mum had been raised from five crores hy an Act of 
the Legislature in the summer of 1923. was borrowed. 
The result was satisfactory from the point of view 
of the busy season of 1921-25. when money was 
generally very much easier, but. during that winter 
again some six crores were, added to the currency 
by additions to the sterling securities. The action 
of the Government- may, therefore, he said during 
that period to have been to eontrol the expansion 
of currency hy keeping a very strict hold over Llie 
amount of additions to the currency. 

6. May T summarise it in this wnv hy saying that 
natural causes good monsoons, and so on — wen* 
tending to raise the value of the rupee during the 
whole of this period? -Yes. 

7. And. so far ns the Government was able to do 
it through thn currency machine, the policy at first 
was to encourage the rise by putting on the currency 
brake until August, 1923? — Yes, the policy up till 
August, 1923, was to encourngo the natural tendency 
t-o a rise by effecting some actual contraction of tho 
currency which bad been very considerably redundant 
after the war. After August, 1923, it was to check 
the tendency to further rise by making some additions 
to the currency. 

8. One more supplementary question : is that 
process still continuing at the present time? In 
otliti* words, do you feel that natural forces are still 
nt work tending to a rise in the ru)>oc exchange? — 
There is no means in tho Indian currency system at 
present, so long as the sovereign is valued at 2s., 
for nn automatic expansion of the currency. Its 
expansion depends on the action of the Government; 
and nt the present moment, exchange being strong, 
there would ho a natural inflow of gold under an 
automatic system, and the Government are effecting 
some additions to the currency. 

9. I do not think I made myself quite clear. The 
last statement is wliAt I intended to get nt. I think 
you answered my question when you said that the 
exchange is still strong?- -Yes. 


10. And the Government are adding to the cur- 
rency? — We have added three erorcs, I think, since 
the end of Septomlier against sterling, the object 
of Ihnt being to assist the situation in tho market 
so far as necessary and to prevent exchange for tho 
lime being rising above what would be the gold par 
value at Is. fid. Tlio difficulty of course always in 
dealing with this sort of question in India is that 
you do not roally know, in the nhsenco of an auto- 
matic currency system, what amount of additional 
currency it is safe to add during the winter until you 
are aware of the nature of the monsoon the following 
year. 

11. (Chairman.) That is the last question I wanted 
to ask you on the historical aspect. Before putting 
the next question as regards policy which I was going 
to ask, I do not know if any member of the Com- 
mission has any supplementary question upon that 
historical aspect, with which we are dealing. 

12. (Sir TFvnry St rakasch.) As regards the contrac- 
tion of the currency up to August, 1923, wns it 
merely due' to doing away with tho inflationnl por- 
tion of the currency? — It is not easy, X think, to 
.measure the extent to which the additions that were 
made to the currency during and immediately after 
the war bad an inflationary effect and to whnt extent 
they were natural, but T should say that up to 
August, 1923, nothing more was being done than 
taking away what was redundant currency. The 
fact that, exchange wns continually below Is. 4d. gold 
during that, period indicates that currency was 
redundant. 

13. (('hnirmtin.) T now pass on to the next heading 
— the question as to what should be the policy as 
regards tin* stabilisation of the rupee, in regard to 
which we have also bad tlie advantage of a memoran- 
dum from Mr. M (‘Watters. Naturally, the first 
question we have to ask ourselves is whether the 
time has come to stabilise. Will von be so good 
in answering that question to consider in particular 
wlint possible influences have to be dealt with such 
as might make Ihemsclves felt in the foreseeable 
future as affecting general gold prices throughout tho 
world. I have in mind in particular the influences 
which might be exerted hy a change of the monetary 
policy in the Tinted States, resulting in an alteration 
of Ihe supply of gold available?— The effect of 
stabilisation in terms of gold must, necessarily mean 
that, subject to the necessary qualifications, Indian 
prices will tend to follow the movements of world 
■prices; and if the United States were to go in for 
a policy of a considerable expansion of credit, which 
they easily could do if they desired to on the basis 
of the gold that, they have got, the result would 
naturally be a very considerable rise in w r or1d prices 
and consequently in Indian prices; and until other 
countries were on n gold basis, it seemed to tlio 
Government of Tndia to be rather risky to tie India 
to the chariot wheel of the Federnl Heservo Board, 
tbo phrase I used on one occasion, to tie India down 
to follow blindly the upward or downward movements 
in gold; but now that tho United Kingdom, the 
British Dominions other than India and sovornl of 
thn countries on the Continent of Europo, including 
Germany, are on a gold basis, it docs not seem pro- 
tmblo to me nt any rate that the United States would 
go in for a policy that would have tho effect of a 
very considerable rise in prices; and there would be 
a check on any such rise owing to the outflow of 
gold to the other gold standard countries if they 
took steps to try and prevent a corresponding rise in 
their own prices, so that gold would be better dis- 
tributed throughout the world and tho effect of the 
action of one country would be less violent. It is, 
of course, a danger at any timo, if you are on a gold 
basis, that tho policy of some predominant partner 
may seriously affect your own position, but to answor 
your original question, it does seem to mo that thn 
time has come when it is safe to accept the risks of 
being tied to gold for the sake of tho great advantages 
of stability of exchange. 

14. Various awaited events have now occurred 
which made it desirable to wait, such as the return 
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of starling to parity with gold; is any other event, 
of the sort foreseeable for which it might In* said 
that it would still he desirable to wait?- -It would, 
of course, make everyone in the world a little happier 
about the fill lire of priees if all the inter-Allied 
debts were sc tided, and Franco laid solely arrived 
at Budget equilibrium and stability of exchange, 
but 1 think the big events that have recently hap- 
pened, such as the return of Germany to gold, the 
return of thu- (Tnita<f Kingdom to gold and the 
temporary settlement of the reparation problems are 
of very groaL importance, and there is no single 
event t/O look forward to lliat would bo of an 
importance comparable with the return of England 
to a gold basis, 

15. I gather thou it is your view that, as 
far as it is possible to foresee, the present time js 
ns favourable a time as we an* likely to have S'-- -No 
one is at any time abb 1 to prophesy what the future 
of prices would be, but tlien* is very much more 
prospect to my mind of a relative stability than there 
lias neeii until recently. 

10. {Sir Itniimilil. Maui.) I have only one point to 
put: it is possibly an argument for stabilisation at 
present that if you do not stabilise, the into of 
exeliatigo will practically depend oil the action of tlio 
Government ? So long as the monsoons are good in 
India, the rata must necessarily depend on Hie action 
of the (ioverninent in increasing the currency or not 
in accordiiuce with the demands. If you hail, on the 
oLhcr hand, a series of bad monsoons, there would 
bo a considerable risk of exchange falling unless 
tlio (joveruiueiil took reasonable steps to contract 
the currency. The needs are subject to I lie opera- 
tion of natural causes, but the Government has 
become the main factor on the question of the rela- 
tion of the demand for currency to iL* supply, and 
until this Commission takes some action in any 
direction, that responsibility rests mainly with the 
Finance Department of the Government of India 
and the India OHicc. 

17. You praelieally have to put some arbitrary 
upper limit?- -Yes. \Ve have, really been in that 
position for the last year and more. When in 
October 11)21, the rupee reached the parity of Is. Id. 
gold it was ulniniis that unless there was some 
definite action by the (ioverninent at that .stage 1 it 
might go up eonsiderahly further and this was 
leading to immense anticipatory demands for rupees 
which would have driven it in October, 11)24. very 
quickly up to Is. 7d. or Is. Hd. starling, though it 
probably might not have stayed, there. The Gnvcr-n- 
meiit therefore thought they had to come to some 
temporary decision in the general interests of India, 
and the decision tiny came to was for the time being, 
that is last winter, to take such action as was neces- 
sary to prevent exchange going further above Is. fid. 
sterling. It was not announced as a policy, hut it 
was actually followed and it has had the effect of 
preventing what would have been a considerable 
rise in the rupee and it. was entirely up to Lbo 
(Government to take that decision, whether or not 
they wanted to stabilise and without reference to 
their undertaking to have a general inquiry before 
filial action was taken. 

18. (Chairman.) If it were decided that the time 
of ultimate stabilisation had not arisen, would you 
still think it would be necessary to fix on some tem- 
porary figure?-- -Yos; unless Go\ eminent does some- 
thing of that sort, 3*011 will have exchange driven up 
in a period liko last October, by anticipatory de- 
mands, and possibly driven down again in the slack 
season, with very largo fluctuations which would 
bo independent of tlio movement of world prices. 
You would got neither stability of exchange nor 
stability of priees. 

19. That would ho very undesirable? — In my view 
very undesirable. 

20. Sir NeginnldVi point is that you must take 
some measures to avoid violent fluctuations? — Yes, 
there is Bomo responsibility on the Government at 
present which it cannot avoid. 


21. And if you are to take measures to avoid 
llucltinlioiis win must have some convent ional point 
to which you should approximate? Yes, you may 
change the coineiiLional point from time Lo time; 
ol course that would disturb business a good deal, but 
you must have some com cut ional point to which you 
are working. 

22. Otherwise you c.imiot even tell what the 
fluctuation will be? Quite. 

2M. (Sir l'ti rsh'thi mtbis Thu!, unit .) With regu-rd 
to tin* legislation of 11120 which fixed c statutory 
\ nine ol the rupee at 2s.. don't xoii t k tluu also 
is an impediment until soim Version is arrived at 
to have some other fixed rate -There must be some 
rate on I lie Statute Book. Tint impediment is not so 
much that it is two shillings on the Statute, but that 
there is not an clfcrtiw ratio 011 the Statute Book. 
ITilil you deride what tin* effective ratio is to be, you 
cannot very well alter the Statute. 

21. That is wliat L meant, that an ineffective ratio 
also necessitates a temporary decision as to some 
point at which Government have to stabilise ex- 
cliange?- Tnless you adopt the view that your aim 
is to get luiek Lo the Luo shillings rate. If the 
Government bad adopted the view that the aim was 
to gel back lo tin* two shillings rate their natural 
policy would have been not to make any additions 
lo the currency at all in spile of the stringency of 
1925-24, and the stringency that would have oeeurred 
in 1921-25. 

25. Bui Government having deelarcd a couple of 
years back that I hey do not aim at- 2s., makes it 
necessary that a change should now bo made as early 
as possible? It makes it most important that there 
should be some decision. 

2fi. (i lminiuni.) The next question I. have to ask 
you is of central importance. Have Indian prices 
adjusted them selves to equilibrium with world prices 
at the present rate of round about Is. fid., or is there 
any reason to expect any substantial change in the 
relative values of Indian and world prices before such 
equilibrium is attained? That question of course 
is a difficult one to answer. My own view is dial 
there has been a very considerable adjust incut of 
prices, though probably some more ought to come. 
If you will lake the index numbers of prices in 
Great Britain, (tailed States and in India at the 
present time — 

27. May J ask if you are referring to any par- 
ticular document before you when you speak oil Ibis 
point?- There are some figures in the historical 
memorandum. I thought I had later figures, hut 
I don’t think I have them hero at the moment. 
Broadly speaking the level of prices is now at about 
LfiO as compared with 100 in the pre-war days. 
British, American ami Indian prices have conic 
together at a figure about lfiO, which compares 
with a wry different state* of things a couple of 
years ago, say on the 1st of January, 1021, when 
the position was as follows 


British 

175 

Arm*ricaii 

151 

Indian 

1/2 

But 1 am not yuito 
be all ached to any of 

sure wliat value really to 

these index numbers a ml par- 


liciilurly to the Indian one. ft is hard to be? Miro 
that it is completely valid. At the? same time it 
does suggest that prices have now- come together 
and it an explanation is wanted as to the re* a son 
why with the rupee at Is. fid. now itistaud ol* Is. 4d 
before; the? war, the rise should be? much the same in 
India as in other gold standard countries, I think 
the answer is that there has been a very considerable 
development in the Indian tariff which would 
lint 11 rally raise* the Indian figure*. With exchungu 
at Is. 4el. as it was pre-war you would have 
expected Indian prices to bo nearer 180. You will 
have really to multiply the Indian figurn hy 18/16 
to gel the proper comparison with pro-war figures, 
if you assume that the purchasing power of the 
rupee has accommodated itself to the rise from Js. 4d. 

▲ 3 
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00. Just lo complete the picture ol this I13 poLlicsi.s 
of the adoption of some new rate, higher or lower, can 
you tell us what would bo tlio effects ol tliijs process 
u |>oii the people, dividing Llicm lor Liiib purpose into 
1 lie creditor and debtor class, ami looking upon the 
situation from the point ol view internally ol the ex- 
porter and externally of the importer. 1a j I us con- 
sider first of all the liuunciul effects u]m>ii them ol :1ns 
change in rate either up or down. There are a good 
many alternatives, and perhaps wo cannot eon tem- 
plate them all. Let us take, first-, the possibility of a 
higher rater 1 1 assume that a higher rale would 
mean a corresponding reduction in prices. l)uo must 
make that assumption U> consider the thing logically. 
The effect presumably, for example, ol a Is. 8d. rupee 
would be to cause a fall in commodity prices to soino- 
lliiiig like 18-2l)tlis of tlio present position. 

131. What would lx? the social and political effects 
of such a fall?- -it means from tlio point ol' view ol 
the debtor that bis existing money debt becomes a 
larger oim in terms of commodities, it means in tlio 
case ol' tlio creditor that his credit is worth more in 
terms of commodities than it was before. From tlio 
point of view of tlio wage-earner it is equivalent- to 
ail iiuTon.so in real wages h.y means that are not as 
obvious either to him or to his employer as iierhaps a 
direct increase) would lie. It would probably lead - 
almost certainly at the present time iu view of the 
recent fall in Indian prices- - it wouhl lead to a con- 
siderable pressure iu some industries, to an actual 
reduction iu wages ami possibly a strike. On the 
other baud iL would mean that ail tlioso on iixcil 
salaries or those who received customary wages a 
great many wage-earners - would lm better 41 ui 
terms of real wages. Its el leet, 1 think, would he 
worse on Llio Indian industrialist who is in competi- 
tion with foreign imports, particularly such industries 
as tlio stool industry and Lhc engineering industries 
generally, which are comparatively a new feature iu 
India, and on the cotton mill industry. It would 
probably moan a considerable increase in the demand 
lor protection already given and in our protective 
tariffs though tlio effect, of course, would bo pre- 
sumably only temporary, and you may assume that 
within a comparatively short period of time most of 
the readjust men Is would take place; but there are 
Nome which take a long time, such as, l'or example, 
the rates for postage stamps or railway lares. They 
are not always brought down or brought up very 
quickly following on a change of this sort. Then there 
is the laud revenue. There, of course-, one really 
wants to take a very long view liocnuse it changes 
very slowly. A settlement is made usually once iu 
thirty years, leaving out tlio permanent settlements; 
and in that case you have had such big changes in the 
last 11 or 12 years that one change more, as tlio effect 
of Is. 8d., for example*, would still leave the land 
revenue payer relatively better off than in 191*1 
because prices have gone up to such an extent that 
he has been paying a loss amount of commodities: 
the land revenue has been worth less iu terms of 
commodities in most cases, than was intended at the 
time of tlio settlement. It would take thirty years 
for the land revenue to bo readjusted generally 
throughout India. 

«2. Is thirty years the average period of a laud 
revenue settlement? — Sir Reginald Mant could 
probably givo a hotter answer than I could. 

63. (Sir Reginald Mant.) It is not the average; it 
is rather the maximum. »Sometimes new settlements 
uro made at shorter periods. 

64. (Chairman.) What proportion of the land 
revenue is under a settlement of this sort ? — I have 
not got figures. 

Ofi. We can obtain them from another witness?-- 
Yes. The effect, of course, on the Government, both 
upon the locnl budgets and the Central budget, 
would he a considerable reduction in the rupee 
payment required bo meet external charges and 
presumably that would enable either a remission of 
taxation to bo made or provincial contribution to 
be further reduced. 


GO. Would that be a permanent effect? — No. lint 
it is sufficiently long to justify the Government 
acting oil the assumption that it will reappear 
budget by budget for a sufficient period to justify 
your using the surplus that comes in that way for 
immediate remission. 

67. And, conversely, its offoct on tho importer, 
a* compared with tho Indian manufacturer? — 
Naturally a readjustment Lakes place; the ruto of 
cxcliuiige has been raised, and therefore the amount 
of sterling or other local currency that the exporter 
from another country gets for the goods he sends 
here, is increased without itiereasiiig tho rupee price, 
it makes India therefore a good place Lo sell in for 
the time being. 

68. lienee tho demand l'or increased tariffs? -Yes. 

(HI. And on the exporter? The exporter from 

India is getting less rupees for his ex|mrts, and 
until readjustment Lakes place those rupees do not 
go so I nr as the larger amount of rupees that ho 
got before, so that he is for tho time being worse 
off. 

70. Then turning to the possibility of the selection 
of a lower rate, what would the effeet of that ho 
upon the population of the country, taken as 
creditor and debtor, and viewed with particular 
reference to tho wage-earner and agriculturist? — 
Broadly speaking, it is just exactly the converse of 
what L said except that in thu case of the Govern- 
ment it would mean presumably that tho Govern- 
ment would have to make it up at once by extra 
taxation. 

71. That, again, might lie counteracted by gradual 
readjustment?-- It may ultimately, but you would 
have to act at once if you wanted to avoid a series 
of deficits in the budget. 

72. And the effect upon the exporter and importer 
would also be the converse?- ■ It might. There is 
always the danger that it may encourugo under- 
production or over-production ami bring uIrjuL un- 
desirable results in that way. 

73. Which will have that effect?- -A fall ill thu 
exchange may, of course, lead to a boom which 
would mean over-production of particular articles. 
A rise in Hie exchange may lead to a boom in im- 
ports which may lead to overstocking and the diffi- 
culties arising therefrom. 

74. I think that exhausts the various alternatives? 

-One is necessarily speaking in a rather theoretical 

atmosphere in answer to hypothetical questions of 
this sort; so much depends oil tho exact circum- 
stances of tho moment at which these changes are 
taking place. 

7o. Your contention is that if you select a higher 
rate of exchange and that coincided with a bad your, 
the gravest difficulties might bo encountered?- You 
would have to use up a large amount of your 
sterling reserves for the purposes of making the new 
rate effective and it might take really a long time 
to make the rato effective, if you had a series of 
bad monsoons. On the other hand, if 3*011 have a 
good nion. >oon and good trade, you do risk very 
severe stringency. 

70. (Sir Henry Strakosrh.) 1 think you were 
dealing with the evil effects of tho adjustment which 
lias lo take place between internal and external 
prices on any change from the point at which in- 
ternal and external prices have already adjusted 
themselves?— Broadly speaking, from 1914, there 
lias been a continual adjustment owing to the 
vagaries of world prices and world exchanges and 
currency policies all over the world ; we have, ns 1 see 
it, been trying to remedy those maladjustments, and 
in India wo have had for over a year now stability 
in 'the exchunge at Is. 0d. sterling and for nearly 
a year stability at Is. 6d. gold. During the last 
year there lias undoubtedly been a considerable 
movement in the direction of remedying the pre- 
viously existing maladjustments! and they arc not 
yet complete. Any change from the present rate 
therefore must mean setting up a new series of 
maladjustments! which will take .some little time to 
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remedy, and moan* continuing instability us between 
internal and external prices. 

77. What is the effect of a new basis on the long 
term creditor and debtor? — Of course, if it is a con- 
tract not subject in any way to revision' and il' 
prices remain unchanged, an increase in the rate 
of exchange must mean that the creditor get* a 
larger commodity value for what he lent and the 
debtor lias to pay a larger amount by way of inte- 
rcut and repayment of the principal. But the 
difficulty in this case seems to be that not only have 
you had very frequent changes in the rates of ex- 
change since 1914, but you have had very large 
changes in prices during that puriod, ami you have 
had a change in prices from 1900 to 1914 all over 
the world which in itself was something of a revolu- 
tion in favour of the debtor. Prices during that 
period rose 10 or 15 per cent, at least; so that it 
is perfectly impossible to suppose that you can arrive 
at a solution which will do absolute justice lioth 
to the creditor and the dobtor at the present 
moment. 

78. That is to say, at no point could justice be 
done to the long term debtor or croditor? — It is 
quite impossible unless you regard very strictly the 
terms of his contract which was to pay a certain 
amount of money without reference to what that 
is worth, which is, 1 suppose, the legal assumption. 

79. (/Vo/. Coyajcc .) It has been argued that 
tile higher rate of exchange -the rise from Is. Id. 
to Is. fid. and the consequent fall in prices has 
been very injurious to the Indian agriculturists. 
What is your view of the matter? -As L have said 
in answer to a previous question, 1 think you have 
to tako this over a long term. The rate of Is. 4il. 
gold was not in force for more than a mouth during 
1924. It is a riso if you go buck to the lowest 
point from something under a shilling to is. fid. 
in terms of gold, hi terms of sterling it has been 
different. Bimilarly there had liecn a considerable 
fall previously, [f you go hack further it is a fall 
of exchange. -So that it is rather difficult to start 
at Is. 4d. and say the rise from Is. fid. has had 
particular effects. I think it was the Bahington- 
Hmith Committee’s Report which hud about 10 
paragraphs dealing fairly exhaustively witli this 
argument. The conclusions are not very definite, 
and it is difficult to come to any conclusion in any 
particular case which is valid for anything more 
than thut particular ease. I do not think you can 
lake the agriculturist simply from the point of view 
of what ho gets for his produce. In so far as he 
produces a surplus, he wants to spend that surplus, 
and what really interests him is what amouut of 
commodities he gets for that surplus. 

80. So that tho full of prices is beneficial mainly 
to tho big agriculturist?— It is benoficiul to the eon- 
sumor generally. 

81. The big agriculturist is a consumer?- -'Every- 
body is a consumer. 

82. (Sir Henry Stmkosch.) Hut only during the 
period of maladjustment ?- Yes. 

8tT. (/Vo/. Cuyajee.) We recently saw that the 
rise in agricultural prices produced agrarian unrest 
in the Punjab P — It was, L think, rather fortunate 
from the point of viow of the Punjab last year that 
there was a rise in exchange, because there was a 
temporary rise in food grains, particularly wheat, 
in spite of the rise of exchange, which would have 
been much more if it had not liecn for the riso of 
exchange) -and even with that riso there was a cer- 
tain amount of agrarian unrest. 

84. As regards the financial position of the 
Government of India in repaying the sterling debt, 
is a rise in the rate of exchange beneficial?- It is 
beneficial in this sense that it reduces the number 
of rupees required; but as it is a part of the hypo- 
thesis that as soon as readjustments have taken 
place a smaller number of rupees has the same 
commodity value as the previous larger number, 


tho commodity value of the payments that have 
to be made in the United Kingdom ks lint finally 
altered. 

85. (.Sir rurshutamdas Tliakurdas.) Regarding the 
land revenue, any rise in exchaiigo practically means 
that the Central Government prevents the laical 
Governments from having their share in the increase 
of prices to tho extent of the difference lietween 
tho two exchanges?—! do not quite follow. 

80. That is, whenever there is a rise in exchaiigo 
tho provincial Government get, Lo the extent of 
that rise in exchange, less advantage of the rise in 
prices oil raw commodities? — If there is a rise in 
exchange, the Provincial Government get the same 
amount. 

87. 1 will illustrate it. Suppose tho last settle- 
moiit in the Punjab was oil the basis of, wo will 
say, its. 200 lor cotton. Gotten prices go up to 
Rs. .’100 before the next .settlement comes on, ami 
but tor the rate of exchange (Is. 8d.) Its. . a UN) cun 
bo available to the grower. To the extent of that 
extra Its. 100 which the Provincial Gmenunent would 
be iihlc to tax the cultivator at the time of scttle- 
iiieiil, the rise in exchange has to be discounted. Is 
it not so? Tliut is thirty years afterwards. You 
have to look at it this way. What interests tho 
Government is the purchasing power nf tlm rupee that 
it gets, (t presumably gets tho commodity value out 
of tho land revenue as fixed tliiiUv years lienee equal 
to what it would have done if tho exchange had been 
different. 

88. Would you agree that thirty years hence the 
reduction docs happen? -Thirty yours later it may 
fix tho laud revenue in that particular instance at 
a different figure and a lower figure Ilian it would 
have done but lor the list.' in exchange. That is, it 
fixes the land revenue thirty years later at a smaller 
number of rupees; but those rupees would have a 
larger purchasing power than they would have had 
iT tho exchange hud not gone up. So that the Pro- 
vincial Government is getting exactly the same 
commodity value out of the land revenue as fiefore. 

89. Therefore the smaller n uni her of rupees that 
the Provincial Government gets docs not mutter to 
it? Not at that stage. 

90. Now that period of thirty years may come on u 
year hence or, say, in 1928 or 1930. For, the settle 
ments are not uniform all over India. For instance, 
in Bombay, they go uu revising the settlement in one 
district or other practically every year Y it is not 
any single period of thirty years. The particular 
district will bo reassessed every thirty years. 

91. Therefore, in a particular place, a bunch of 
districts may fall within the next five years? — Yes. 

92. In t-liuL particular case, will it not be a hard- 
ship on the Provincial Government? — It may possibly 
lie in tbo first year when the adjustments have not 
yet taken place to the extent justified by the rise in 
exchange. Rut probably by the second or third year 
there will be very little in it. Meanwhile several of 
these Provincial Governments would have ns a matter 
of practice had a very largo reduction of their pro- 
vincial <*>n tri buttons as a result of the rise in ex- 
change, enabling tho Government of India to reduce 
the provincial contributions. 

93. The Government of India are committed to 
reducing them whenever they had a surplus. Sup- 
pose something else had brought ill a surplus, irre- 
spective of the rise in exchange? ■ It is really the 
change in prices that is ultimately of importance 
rather than the change in uxchunge. It is, broadly 
speaking, the reduction in prices generally alter the 
\Vnr that lias brought down the total expenditure of 
Government, apart from the definite retrench me in 
activities And things of that sort; but a reduction of 
prices is only another aspect of a rise in exchange. 

94. And a reduction of prices brought about by a 
rise in exchange does mean, to tlint extent, a loss to 
Provincial Governments in their agricultural revenue 
settlements? — I do not admit that there is anjt real 
loss. 
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95. I would like to understand that if I mayP — I 
admit there may possibly he a slight 14 loss,” to use 
that particular word, in the first or second year. 
But meanwhile you limy say that there has been a 
considerable loss to the Central Government owing to 
the fart that prices have come down roughly from 
2U0 since the Meston Settlement to 100 now, and the 
Provincial Governments have got tho txmclit of the 
whole of that. 

96. Would there ho a clash to thut extent in tho 
interests of the local Governments, ami the Central 
Government? — I do not think thcro is any real clash 
of interests in the matter. 

97. Suppose a Presidency, for instance, Bombay, 
has an income of six crores from land revenue and 
the land settlement for, say, four of their important 
districts foil due before 19*29. Would thut not be a 
material handicap io that Presidency?-- J believe it 
would bn negligible, and meanwhile they would be 
getting advantage to the extent of a slight reduction 
in prices brought about by tho rise in exchange. 
And their revenue might go further than it did 
before. 

98. Suppose an important article is concerned? - 
Even then. 

99. Owing to tho lower range of prices?— Yes. 

100. 1 do not know, Mr. Chairman, if Sir Basil is 
prepared to answer, hut [ want to know whether the 
Government of India in the Finance Department had 
any communication from the Provincial Governments 
on the particular uspcct of land revenue?— I have no 
objection whatever to answer. I have certainly heard 
nothing about it. I do not think wo have had any 
official correspondence with any Provincial Govern- 
ment on the subject of tho rate of exchange. But 
unofficially, they have all been, I think, delighted 
with tho results of tho improved position of the 
Central Government and the reduction in prices 
which enabled them to improve their Budget position. 

101. That is as far as provincial contribution? — 
Yes, and their general position. 

102. In con liec Lion with their land revenue settle- 
ment, havo they made any representation?- -No. 

103. ( Sir lleginald Maul.) May 1 tako the discus- 
sion a stage further. I think you may take it that 
any Provincial Government aims at a continuous pro- 
cess of resettlement. It has to keep its establishment 
evenly employed. Taking 30 years as the normal 
period of settlement, wo might for purposes of our 
discussion assume that tho average settlement haB 
15 years to run in judging the effect of a rise in 
exchange?- Jt is normally 30 years, so that 30 years 
is the average and not 15. 

104. In any case, the averago settlement has a 
considerable period to run, a largo unexpired period, 
and during that period does not a local Government 
benefit by a rise in exchange?— Certainly. 

105. Would not this gain on account of the rise in 
exchange be greater than the loss just now indicated ? 
- The loss is very hypothetical in any cose, becauso 
as a matter of fact the tendency is, as a rule, to 
raiso the assessment at each revision and tbero is a 
limit on the money amount. Let us tako ib there is 
a rise in tho exchange : the fall in prices makes it a 
little bit easier to raise the money assessment to the 
full quota than it would otherwise, so that the loss 
is in any case hypothetical. I entirely agree with 
Sir Reginald Mant that if during the 15 years under 
this hypothesis prices are lower, and they are getting 
the samo land revenue as before, the Provincial 
Government are gaining as the result of tho rise in 
exchange. 

106. In fact thoy are in the position of any long- 
term creditor? — Yos. Of course, broadly speaking, 
owing to tlio movements of prices and of the exchange 
during the last 20 years, the land revenue payer has 
been better off than he was intended to be and the 
Provincial Governments have in fact lost over that. 

107. In discussing tho effects of alteration in the 
rates of exchange, you assume the stability of 
external prices? — Yes. 


108. If prices were to rise generally as was 
experienced last year, the offoct you describe on 
internal prices would not follow if exchange were 
allowed to rise, in fact there was a considerable 
rise in exchange last year without a corresponding 
depression in internal prices? — if there were to be a 
steady or a largo rise in world prices, you might 
theoretically do what we did during 1&24. But I 
would point out that it has boon largely reversed in 
1925. What we did in 1924 was to let the exchange 
absorb the shock rather than the prices. Instead of 
the prices going up by 12-por cent., we let the 
exchange go up hy 12 per cent., and prices remained 
stable. Theoretically you can do that, of course. 

109. Suppose wo stabilise now and thore was a 
subsequent considerable rise in world prices; the 
prices in India would naturally rise also? — Yes. 

110. Do you anticipate agrarian difficulties thenP — 
One hopes for reasonable stability of prices from the 
point of view of social and political contentment, 
because changes of pricos, particularly rises in prices, 
do tend to cause unrest. 

111. Would you say that tho prices of food grains 
am as high as they can safely be allowed to go? — 
Tho prices of food grains are low in comparison to 
other prices at llic present time in India mainly us 
a result of a succession of good monsoons. I do not 
think that even wheat is high in proportion to some 
other prices. 

112. You do not think it is near the safety margin? 
— It has boon higher than thut, has not it? But 
there bus been trouble und 1 think it is undesirablo 
thut thcro should bo any large riso in the price of 
wheat. 

113. Thut is bound to follow if there was a large 
riso in tho world price?— If the rupee is stabilised 
in terms of gold, Indian prices must inevitably tend 
to follow world prices and to suffer a considerable 
riso if there is a considerable riso in world prices. 
That is unavoidable. 

114. l)o you anticipate a change in tho world 
prices? -The Chairman put a similar question and I 
gave the best answer thut I thought of at tho time. 
One really cunnot say. My inclination has boon for 
some time to expect a full rather than a riso. A 
considerable fall has taken place. 

115. (Sir rurshotamdas Thakurdas.) Taking the 
converse : when the world prices go down, wliul would 
you do to absorb tho shock? — You can do it over 
again; you can make the oxchango again absorb it. 
That is wliat had happened during tho period from 
1919 to 1922. The oxchango was absorbing the shock 
and preventing tho large fall in Indian prices that 
would otherwise have taken place, so that the move- 
ment in Indian prices wns u great deal less than the 
movement in world prices. It was after all exactly 
that point thut led to the breakdown of the attempt 
to work the Babinglon- Smith Committee’s pro- 
posals. The historical memorandum, first para- 
graph of Section 15, says: “ In March, 1920, 
in view of tho largo sales of Reverse councils which 
the Socretary of State was unable to meet entiroly 
from his Treasury balances, he was compelled to 
begin selling out the sterling securities in the Paper 
Currency Reserve. In the absence of special legis- 
lation permitting increased investments in Indian 
securities, it would have been necessary to cancel 
notes to the full rupee equivalent of the sterling 
securities sold.” And it was not done. Exchange 
was allowed to absorb the shock instead of prices. 
That was tho point at which the attempt to enforce 
tho Babington-Smith Committee's proposals broke 
down. 

116. When it is a question of stabilisation of ex- 
change at a point for a number of yean, would you 
expect the same change to come on, namely, ex- 
change absorbing the shock of lower prices P— If you 
decide on stabilisation of the exchange value of the 
rupee, you give up the power to use the exchange as 
shock absorber. 

117. And therefore at that point this question 
arises whether tho price level hero is sufficient to 
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ensure to the grower a living wage? — 1 do not think 
yon can make much ponuanutit difference to the posi- 
tion of the grower or anybody ol.su by choosing one 
rate oi' exchange ruthor than another. You may 
make a short temporary difference to him and that 
is all. That is iuy view. 

118. When the commodity prices of other articles 
are higher than the difference in prices of food 
grains ? Referring to Mr. McWa tiers' memoran- 
dum (App. 4, page 40), even in view of those iigurus, 
1 understand you would say that the prices for the 
cereals and pulses at 128 and 138 should ho con- 
sidered to he quito sufficient — 1 said in particular 
in the case of wheat only, Lhut 1 would sou objection 
!o any very largo rise. 

119. What about cereals and pulses S' 1 have no 
doubt that the moment there is anything in the 
nature oi a poor monsoon, those prices will rise. 

120. Taking a normal monsoon and taking a de- 
cline in the world prices, as is the case at present 
with cotton ? -Cotton prices have been very excep- 
tionally high. They have been out of adjustment 
with the world prices. 

121. Supposing there was a slump in the prices 
of other articles, say oil-seeds, cereals and pulses and 
wheat you find that wheat did sell at Hs. 5 a 
muiind only lust year or the year before, and hi fuel 
we did not know what to do with it at tluu stage. 
At that stage, you would huve no protection for the 
grower in the shape of the exchange absorbing the 
shock of lower prices?-- That is so. That is- the 
penally of stability of exchange and necessarily ol 
all stability. 

122. And therefore at a time when the question of 
stabilisation of exchange is under consideration, the 
question also whether the prices available to the 
grower are sufficient and do leave a sufficient margin 
against declining prices later on must bo considered ¥ 

1 do not think that those prices ale relevant to 
the question of what rate you should stabilise at. 
if it is a fact that one ef the permanent results ol 
the war is going to ho to leave the agricultural 
prices lower in relation to manufactured articles 
than pre-war, that is a world movement which you 
would uoL in any way alter by lixing your exchange 
at 5s. or Is. or hulf-a-crown. it will be entirely un- 
affected. You cannot permanently improve the 
position of the agricultural producer or of anybody 
else in relation to his fellows by the particular rate 
of exchange you chose to stabilise at. 

123. Take any raw produce country like America, 
do they devise anything Like this for the control ol 
prices in America? — They have been attempting, of 
course, to control commodity prices through gold and 
the (Jonon Conference recommended that after 
stabilising in terms of gold, there should bu efforts 
made by co-operation between the contra! banks of 
the world to prevent large ffuclualions in commodity 
prices by the management of the gold reserve in 
such a way as to ease credit when prices were tending 
to fall and tighten credit when prices were tending 
to rise. 

124. Do I understand that they aro doing some- 
thing on the lines of what is happening in India, 
namely, control of prices available to tho grower 
by a change in the ratio? — It has nothing to do with 
the rolative position of the agriculturist and the 
industrialist. It is merely an attempt to try and 
avoid fluctuations in prices of commodities gene- 
rally. But when 1 say it is an attempt, it is a 
very inchoate one, and one could hardly say that 
anything much has yet been done in that line. It 
is in a very early stago. 

125. (Sir Henry Strakosch.) Is it not a fact that 
monetary policy is incapable of controlling mal- 
adjustment of prices inter sc? — Entirely bo. 

126 . Therefore, stability of general prices still 
leaves, under whatever system of currency you may 
choose, the possibility of wide fluctuations between 
the prices of one set of goods in relation to the 
otherP— That is so. But at the same time when you 


have comparative stability of prices generally, llio 
probability of any violent maladjustments between 
the prices of one kind of commodities and another is 
probably less than during a period alien you have 
got a general disturbance of prices. 

127. is it not n Inot Unit tin* dispersion of prices 
is now gradually tending to adjust itself? So far 
as ono can see, yes. Hut it by no means is a neces- 
sary postulate that prices of agricultural products 
will seltlo down in tin* same sort ol relation to the 
prices of manufactured articles as they aero before 
the war. There will probably ho many largo varia- 
tions in the relative level of particular prices us 
adjusted, say, in 193»> sis compared with 191-1. 

128. That would become Jess if the general level 

of prices is stabilised in terms of gold in most purls 
of tho world?- -Yes, though further changes uro 
latent, as between the relative value of one com- 
modity and another 

129. (i (Jhainnan .) We have now dealt with the 
question of a change in the rate by considering the 
alternatives of raising the rate or lowering the rati'. : 
to complete tho picture we will deal now with tho 
third alter native, that is the stabilisation of tho 
rate at its present lc\cl. Wo have already cleared 
the ground to a largo extent, hut I think it would 
clear our minds if you would tell us what in your 
opinion would ho the advantages and disadvantages 
of stabilisation at tho present level? -There is 
always a very strong onus of proof falling on those 
who wish to change tho level from any existing one. 
If you can assume that there lias been even a con- 
siderable adjustment to a given level, even if tho 
adjustment has not boon completed, there are always 
\ory strong reasons for not altering that rate unless 
you have much stronger reasons lor altering it than 
lor not altering it. it is a di: junto rate and there- 
fore it holds the field. Jt does not need to defend 
itself or to disprove the claims of those who say 
that some other rale is better. It does not need to 
disprove the claims of those who think some other 
is licttcr, hut to leave 'them to prove them. The 
Budget of this year, for instance, is an instance in 
which an adjustment has been completed. It takes 
tho Is. 6d. rato : we have made considerable re- 
missions of provincial contributions on tlm basis of 
that rale. There is an adjustment which may be 
■said to have been completed. If there is a change 
in the downward direction, you would either have to 
lake back the provincial contributions Limb you have 
given up or to impose some kind of now taxation 
or at any rato to postpone some remission of taxation 
that you may have in mind. 

130. Then you would say, in tho first place, as re- 
gards the advantage of stabilisation at the present 
rate that tho present rato is the result of tho inter- 
play of natural forces ?— Yes. 

131. In tho second place, the adoption of the 
present rato avoids tho disturbance which was 
described as attached to oither raising or lowering 
the rato and their attendant dangers? — Yes. 

132. Is there any more positive advantage? — There, 
is only one argument that 1 know of which is posi- 
tively in fuvour of one rato rather than another, as 
between Is. 4d. or Is. ftd., and that is the argument 
connected with the value of the bullion in tho rupee. 
Otherwise 1 think there is very little to l>c said in 
favour of Is. (id. as against Is. 4d. or Is. 8(1. ns 
against Is. 4d. f except that very minor argument 
that Is. 4d. makes the anna and tho penny of the 
sume value, or that is. Sd. makes tho sovereign 
exactly Rs. 12. 

133. Uow much importance do you attach to that? 
-—I think it is just worth mentioning and nothing 
more. The equivalence of tho anna and the penny 
has some advantages. Tt is the habit of the ordinary 
British soldier to treat the anna and the penny as 
interchangeable for purposes of thinking in rupees, 
and sometimes if you have penny rates there are 
considerable complications in accounts. But it is 
all only just worflh mentioning. I may just ad^L for 
the Bake of completeness that a good deal that is 
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s;ti<l aim ut the undesirability of the In. (id. rate is 
really uii argument to t-lu* died that the Covert)* 
ment of India made a mistake in choosing that par- 
ticular point to stop at. As was pointed out a little 
earlier, the Coverninent of India had to do some- 
thing, to fix on some rate to use temporarily and 
the rate they fixed oil was Is. (id. sterling for the 
time being. The argument (hat they ought to have 
fixed on some other is a quite different argument 
from l he argument that they ought now fo go hark 
from Is. (Id. to some other rate. It is often argued 
that the Government of India did a wrong in fixing 
on Is. (id. and that they ought to have stopped at 
Is. 4<l. gold. That is brought forward as an argu- 
ment for going hack. Now it has really nothing to 
do with the argument whether or not the Is. (kl. 
rate, the present rate, is or is not desirable to stand 
at. J.t involves the undoing of a good deal that has 
lieeu dune in the course of the last year or 18 mouths. 

131. Let us now go back lo the point you raised 
before relating to the price of silver affecting the 
policy of stabilisation at one rate or another. First 
of all, as regards the bullion value of the rupee at 
various rates, figures have been given in paragraph 
fi of the memorandum on .stabilisation by Air. 
Ale Watters?- The history of the war shows that 
under the Indian currency system I lie rupee an un- 
limited legal tender is completely at the inercv of 
a rise in silver, so that the bullion value of the siher 
content of the rupee becomes greater than its 
currency value. At Is. Id., the margin between 
the bullion value and the currency value is thu 
margin between 43d. and whatever lower figure may 
1 >e ruling; at present it is about .‘lid. You have 
therefore a larger margin at Is. (kl. It is the only 
argument that I know- the only absolute argument 
— in favour of a higher as against a lower exchange 
or rice versa. One certainly does feel more com- 
fortable with that larger margin. 

135. The argument there ix that the liighcr the 
rate of exchange fixed upon, the greater the margin 
of sul'ety as regards this particular danger?- Yes. 

188. What real importance do you attach, for 
instance, to the additional margin of the difference 
between I8d. at Is. (id. and old. at Is. Sd. in view 
of the present price of silver? Do you think it is 
a substantial consideration to he taken into account? 
—That is a consideration undoubtedly. But 1 should 
net regard it as in any way justifying, on that 
account alone, the very considerable disturbances 
involved in attempting at the present moment to 
raise the rate of exchange. 

137. What is your view of the future of the silver 
market?- If 1 knew more about China, I might have 
a view. 1 have always felt that, other things being 
equal, silver seems recently to have been a very 
good index of general world prices. 

138. Silver prices move at present with general 
commodity prices?— Yes. (Silver is a very good in- 
dex of general commodity prices since the war. 

130. That would lead you not to expect any 
violent fluctuations in the silver market apart, from 
the movement of general prices? Unless you get 
some big, unexpected unhiadiug of silver on the 
market or unexpected demand for silver such as at 
present is possibly being caused liy the disturbances 
in China. 1 should not regard the argument sir 
justifying on its own account an actual change being 
effected in the tie. facto rate of exchange, whatever 
it might happen to he — unless it happioied to lie a 
shilling, when it would lie almost essential either 
to rtx-oin the rupee or increase its margin of 
difference. 

140. Having a margin of the difference between 
33d. and 48d. at Is. 6d., any additional ease that 
you would gain by rising to 54d. would not be of 
firat imjiortaiice? I do not think either of them 
are very strong arguments in relation to the others. 

141. (Chairman.) Have any moiuhers any supple- 
mentary questions to ask on this ^joint of tlie price 
of silver and the rate of exchange. 


142. (Sir Reginald Slant.) An regards the present 
level of exchange, 1 think it would be well to have 
on record the reasons why Lho Government of India 
considered it advisable to stop at Is. (Id., as there 
may lie criticisms of its policy in adopting this 
rate?— Well, the time had eomo when Government 
must intervene effectively to prevent an unlimited 
tciniMirary rise, and that decision was takou in 
October, 1924, ut a moment when in the absence of 
.such a decision there would have been, as I said, 
a very large speculative or anticipatory demand for 
rupees by people who knew they would want rupees 
in the course of the busy season and wanted to lay 
them down before they got too expensive. In the 
uliscnco of that action there is no doubt that the 
exchange would have gone to Is. 7d. or Is. Sd. even 
within a lew weeks at that tiino and probably it 
would have 1*0100 down with u slump, not necessarily 
below the figure of Is. (kl., but would certainly have 
come down at some time at a later period. You 
would also have had a rendition of the severe 
stringency in the money market which had caused 
a good deal id comment, and legitimate comment, 
1 think, in India the winter Indore. The Govern- 
ment therefore felt Lhat some action must he taken 
pending a filial decision to prevent a very violent 
lLiictuution in exchange independent of prices during 
tile winter of 1924-25. By the time the winter of 
11)24-25 had come to an end, the decision had prac- 
tically been taken to appoint this Com mission, and 
the obvious course to pursue was simply, until this 
Commission had reported, to do what could he done, 
given a good monsoon, not to allow any furthor 
rise to take place. No action has been taken to 
prevent a fall because the opportunity fur any such 
action has not arisen. If members would Lurii to 
tlie figures given in the tables in the memorandum. 
Appendix XT, 011 the history of the Indian currency 
system, it will he seen that in September 
and October, 192-1, an enormous a mount of sterling 
was purchased for rupees. Oil the 9th October, 
for oxainple. over £2 million were purchased on 
one day and £2 million wore purchased the day 
before. It is obvious that there was a tremendous 
demand at that moment which had to be satisfied, 
and that if it had not been satisfied, there would 
have been very undesirable speculation in exchange 
by Lho.se who had to lay down rupees during the 
winter. Something similar occurred this year in 
September. You will see that on the 29th 
August vve had purchased ovqr £2 million and 
on the 14th (September over a million pounds. 
At that moment, owing to some feeling of 
uncertainty as to what the intentions of Goveru- 
nient might be, there were the beginnings of an 
anticipatory rush to lay dow r n rupees in India, 
which was, as a matter of fact, checked by a state- 
ment made by me in answer to a question by Sir 
Purshotamdas Thnkurdas in the Assembly that the 
present policy of the Government of India was to 
try and prevent a rise above Is. GAd. We had to 
take some action, when excliango reached a certain 
limit, and it was the course of other events rather 
than any decision of the Government of India that 
has made a particular rate the effective rate. 

143. The exact figure was to a very largo exteuL 
accident, except that it was Is, 4d. gold? 

144. (Chairman.) It was decided rather by ex- 
ternal events than hy the policy of the Government 
of India? -It was the moment for intervention 
because it showed signs of rising indefinitely— at 
that moment it was going to be just Is. 4d. gold, 
the linturul point to intervene because it was the 
pre-war rate. But ns the history liotli of Indian 
prices and of exchange during last year shows, it 
is rather sterling than gold 011 which the rupee has 
bung. 

145. (Sir Reginald Slant.) Tlie decision, we may 
take it, was not based 011 the merits of the par- 
ticular rate; it was merely decided to stop at the 
point that was reached at that moment for the 
time being. There is another question with regard 
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to tho price of silver. Tlio price of silver bus not 
risen so iniicli in coiupnrisnn with pre-war prices ns 
general commodities have, lias it?-- I am not quite 
siiro wlint the figure was in 101-1. It was 22(1. or 
2.‘kl. With 22d. or 2*1(1. pre-war and with Old. per 
standard ounce in London now it would he in parity 
with world prices. 

1-lli. The point is whether there is any danger of 
a permanent, rise aliove the present level owing to 
the rise not having heen so grout as in the cam 1 of 
other commodities? -Generally, the demand for 
silver in the Rast is very much stimulated the 
moment it. falls seriously below iflie average level 
of commodity prices. I should lie ‘the last person 
to claim any capacity to know as to what the price 
of silver is going to be, hut 1 think it. is likely 
that if it. is below commodity prices, perhaps it will 
tencT t-0 move up a little hit. 

147. (Sir Ifmri/ Stmkusch.) Dili* to the fact that 
the hulk of the silver production is incidental to 
the production of other metals and that other 
metals have risen very substantially and their pro- 
duction has been stimulated, is not tin* supply of 
silver greater than would otherwise be the case? — 

J think the supply of silver since the war has heen 
rather exceptionally large owing to the action of 
so many Governments in melting their old silver 
and substituting other coin with a lower silver con- 
tent or coin of some other metal. But some of the 
countries which have been through the biggest diffi- 
culties might adopt a silver coin, which may mean 
a demand for silver. T understand that the Soviet 
Government gave or may give an order for silver 
coin to the British Mint; whether it was carried out 
or not 1 do not know. 

US. (.1/r. Vrrston.) The general world production 
of course is almost at its highest now, and present, 
figures up to last month show very little set-back 
on what, they were last year, which was almost a 
record. In so far as the stocks in China go, they 
are. I think, three limes their normal. Really, 
speaking, if you take the position of silver to-day, 
with large stocks in China pending political develop- 
ments there, and with the position of the Continental 
Governments, which really do not permit of their 
spending money in acquiring silver for coinage, it 
does not look, on the face of it, as if you need 
anticipate a rise in silver?- I supiKisc it is true that 
the production of silver is high at the present 
moment, not because of the demand, hut because 
of tbe high pri«i» of lead and zinc. 

149. ft is almost entirely a bye-product. — But 
really Mexico and the South American States, who 
have of late come very prominently into the picture 
as producers, it bey are all increasing their outturn, 
and of course you have also to look at the fact, as 
to whether tbe rise of wages in America as against 
tbe pre-war basis would have any effect on silver 
prices. 

150. (Sir Jinny SI rakasrh .) I think I am correct 
in saying that tbe bulk of tbe silver produced is a 
bye- prod net. The bulk of tbe whole world’s silver 
production is, I think, a bye-product of other metals 
and not originally mined for its own sale, and 
therefore, as long as the demand for tho metals 
accompanying the silver is high, the chnnccs seem 
to bo that the production of silver will continue 
high. 

151. (Chairman.) It looks, from what wo have 
licnrd, as if there were balancing considerations 
affecting the silver market as a special market which 
rather confirms tho answer Sir Basil has already given, 
calling attention to the fact that silver at present 
moves with tho regular commodity market- in that 
way. Are there any supplementary questions to ask 
upon this aspect of the subject? 

152. (Sir VnrxhotamihiM Thukvrdas,) You, say that, 
the Is. 6d. rate was tho point which the Government 
of Tndia selected at which to stop and that it coin- 
cided with Is. 4d. gold? — It was just at the moment 
that exchange reached Is. (id. that the decision that 
it was essential to prevent for the time being tho 


running away of the price was taken. Meanwhile 
the Government of India had to buy a very large 
amount of sterling and create a very considerable 
amount of add i t ioiuil currency to prevent it running 
above the Is. fid. sterling figure. Tt would have meant 
•i very large addition to the (‘iirrency if we had taken 
al that stage Is. 4d. gold in- view of the great un- 
certainties that existed at that time m» to what tl.c 
future might be. What was wanted was some figure 
which the market would see as 1 icing for the time 
lieing the maximum and that, figure was a sterling 
figure inevitably. 

153. (Chair man.) Now, just a final question on 
this point, Sir Basil. We Imvo now examined and 
analysed the relative advantages and disadvantages 
that will aceruo from raising or lowering or main- 
taining the present rate for stabilisation of the rupee. 
In your memorandum on the Indian Currency System 
you assume an 18d. rate as the basis lor discussion, 
and Mr. Me Watters in bis memorandum expresses 
finally a preference* for tbe 18d. rate, that is, stabili- 
sation at the present rate, nnd that in tbe event of 
stabilisation at a rate substantially higher or lower, 
re-adjustments would inevitably be necessary. Do 
you wish to express any preference for any one of 
the three alternatives ns a result, of tbe considerations 
which you have discussed to-day?- I quite agree wiMi 
the memorandum of Mr. McWa Iters on this point; 
there uppeur to he distinct advantages in accepting 
the present position and retaining the Is. (id. rate. 

154. And substantially for the reasons slated in 
that memorandum? — Yes. It is mainly a negative 
reason, that f see no argument at all, if I may put it 
as strongly as Ihat, which would justify action being 
taken to introduce the further upsetting factor of a 
new rate of exchange into tho present conditions. 

155. ( Sir Hr.ginnhl ftfnnt.) 1. wish to know if you 
anticipate any inconvenience in tho Is. fid. rate mil 
lining readily changeable to tho sovereign? — Tt in- 
volves of course a recurring decimal of 13*3. ll 
would lie convenient to have some rate which made 
tho rupee an exact multiple of flic? sovereign. But 
there is not very much in it; and if, to get. on m 
totally different considerations, there is an intention 
to give any kind of gold coin in circulation in Lidia, 
there are to my mini! some advantages in having a 
rather larger unit- than the sovereign because 
obviously you do not wish to encourage tbe indis- 
criminate circulation of gold for its own sake. There- 
fore a gold coin of somewhat higher value than now 
might actually ho preferable. Hut it is iiiconvenieni 
not. to have a definite number of rupees going to the 
sovereign, and it does make it very difficult to say 
whether it would be desirable to have a sovereign in 
circulation in India atf all and there seems to lie 
some sentimental objection on general finperiul 
grounds to not having the sovereign legal tender. 

150. Are there not tivo considerations? Kirstly, 
the conversion of sterling into rupees for the accounts 
in India and secondly the exchanging of the actual 
sovereign for rupees? — For accounts purposes Is. fid. 
is not at all an inconvenient figure. It means that 
croro of rupees is £750, (MX) — Its. 40 for 113 or Rs. 80 
for £6. Tt is quite a convenient figure. Its. 1,000 
for £75. It is not really a troublesome figure to 
work with. 

157. You cannot suggest any other convenient 
figure in the neighbourhood of Is. (kl.? — l have myself 
often thought about it. There is no doubt that Is. 8d. 
and Is. 4d. are more convenient figures than Is. fid. 
But T do not think there is any fraction between 
Is. fid. and Is. fld. or Is. Id. which, gives you a 
convenient figure. 

158. Thirteen rupees to the pound would he an in- 
convenient figure, besides lieing unlucky? — T do not 
think it would he necessarily unlucky. But it involves 
an extremely awkward fraction — in terms of pence. 

159. There is really no convenient figure between 
Is. 4d. and la. fid. for that purpnsn?- -No. At the 
same time for purposes other than coinage Is. (kl. is 
not particularly inconvenient. Tt is almost, an im- 
possible figure from the point, of view of a sovereign 
in circulation, hut for account purposes would’ bo n]I 
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light: a guinea would bo just right as a mutter of 
fact. 

1CW. (Chairman.) Sir Basil, wo havo had the ad- 
vantage of going through your note on the Indian 
Currency System, also Mr. Denning’s note on A Gold 
Standard policy lor India and also a supplementary 
note written by him on tlio Transfer of the manage- 
ment of the Paper currency to the imperial Bank of 
India. These notes cover a good deal of ground 
regarding the elementary aspects of the question of 
the currency policy of India and will save us u good 
deal of trouble; so that using your note in particular 
on the ludiuu Currency System as a basis lor question- 
ing 1 will come straight to the questions which seem 
to need further elucidation ami discussion. The 
general basis of your note is the analysis of the 
possibilities of Llirco main alternatives. The three 
ultcrua Lives are a sterling exchange standard, a gold 
exchange standard and a gold standard. There is 
one feature common to all the three systems which it 
lnighL perhaps bo must convenient to tako first, and 
that is tliut under any system you believe it possible 
to transfer the right of note issue and the manage- 
ment of the paper currency to the imperial Bank. 
Let me ask you then, in the first place, what in your 
opinion would bo the advantages of such u transfer 
and what the disadvantages, if any? — Nothing in the 
nature of a Central Hank or State Hank for India 
existed until 1920 and therefore this question of trans- 
fer is a new one that has not been bel'oro any previous 
('em miss ion nr Committee. But thorn was before the 
Chamberlain Com mission a proposal that a recoin- 
lucndutinii should lie made for Lho establishment of a 
Slate Hank with a view to improve tlm currency and 
financial situation in India; and 1 think it may not 
ho unfairly said, that, when the Imperial Hank was 
created, ono of the purposes was at any rate the 
possibility, of the transfer to it of tlm management, 
of the paper currency. It was a defect of the Indian 
financial system lieforc the Imperial Hank was created 
that the Government kept a largo portion of its funds 
in separate treasuries quite away from the banking 
system of India as a whole, and the creation of the 
Imperial Bank has enabled a concentration of Govern- 
ment balances in the hands of the Imperial Hunk, but. 
perhaps in doing so has drawn into even clearer per- 
spective the divorce between the control of the dis- 
count and general monetary policy of India and the 
eoutrol of the issue of the paper currency and of the 
exchange. The chief advantages to bo derived from 
the management of lho note issue hy tin; Imperial 
Hank are sol out in Mr. Denning’s memorandum ami 
I think 1 would endorse them as they stand. Cur- 
reiiey and Hanking reserves would be under the 
eoutrol of the same authority, the money market 
could 1 k> regulated more effectively and in particular 
the wide fiuctua Lions in money rates due to seasonal 
demands for currency, one would hope, could he 
moderated. That is (lie main purpose and that is 
lho main advantage. Then there arc the further ad- 
vantages enumerated in (/#) mid (c) of this memoran- 
dum. The responsibility of Government officials for 
banking business would ho a great deal reduced ; and 
alt hough the Government eon Id not entirely divorce 
themselves from some control of policy, the day to day 
management of tlio monetary resources of tho country 
vould ho conducted by Hankers and Businessmen with 
an eye solely 1o the commercial interests of the 
country. Thor-' would he less danger of high political 
motives influencing the Hanking and Currency Policy 
of the country in a wrong direction and tlioro would 
!*■* what is still more important perhaps less inclina- 
tion or reason to attributo such motives, where they 
did not exist. 

161. Does that complole the tale of Mr. Denning’s 
arguments? —Yes. 

162. Taking the first of your advantages, that the 
concentration of control of currency and credit in 
one hand is belter for tho control of the money 
market and for the avoidance of seasonal fluctuations, 
will you explain how the transfer of control of cur- 
rency. to the Imperial Bank achieves those results? — 


Tho whole of the banking and currency reserves 
would under the system imagined be under tho con- 
trol of tbe Imperial Bank ; when it found that tho 
market was tight, it would bo in a position to creato 
additional currency against either sterling securities 
or it might be rupee securities and if there was auto- 
matic provision that it had to buy sterling without 
limit at the upper gold point und sell it without limit 
at the lower gold point, it would be absolutely 
essential that it should be in control of tho resources 
for doing so. 

163. That relates rather to its operations in the 
exchange market?— Yes, but tho internal conditions 
and the tightness or otherwise of the internal market 
are nearly always reflected in the conditions of tho 
exchange and there would ho no room for the conflict 
of interests which might arise theoretically at presont, 
as regards the position of Government balances, and 
(heir desire to strengthen them by remittance againtt 
paper currency, when they had to remit, rather than 
against their own balances. Tho only question that 
would arise with tlio Imperial Bank would be 
whether or not it was desirable to allow tho currency 
to incrcoso or whether they should put up the bank 
rate with a view to controlling tho tendency for prices 
to run away. 

164. Putting it generally, concentration of resources 
in a single hand tends to mobiliso them for the pur- 
pose of supplying credit, increasing or limiting Lho 
supply according to the needs of tlio market? — I 
think that it is a fair general way of putting it. 
There is the internal condition and the external con- 
dition which would have to be taken into account 
together, and there lias been a divorce to some 
extent between the two points of view. Under the 
new system the Banking and Currency resources vrould 
he ho 111 freely available to meet both internal and 
external strain. As things are nL present tlio cur- 
rency resources are only to :i very limited extent avail- 
able for the purposes of internal strain. 

105. You say that the currency reserves aro avail- 
able only to a limited extent? — Those in the gold 
standard reserve are hardly available at all. 

166. The gold standard reserve is not available* for 
internal strain and tlio currency reserve may not be 
as available as it might bo for external strain? — Or 
even for an internal sLraiii. Tf you have a run on a 
Hank, for example, it means a big demand for cur- 
rency at a given moment; if the Imperial Bank is in 
control of the Currency reserves it can regulate its 
policy with regard to currency with reference to that . 
internal strain. At present, at any rale, you have to j 
get an agreement between tlio Government nnd ttiej 
Hank before the currency policy is directly related toj 
the Hank’s internal policy at. all. 

167. There are really two circumstances to which 
von refer, as Lending to demobilise reserves at present, 
first, separation of Ihc reserves into two, and, second, 
lho divorcement ns to their control from tho power 
which is really not in direct contact with the money 
market? — There is of course a direct contact betwoen 
tho two, in the fact that tho Controller of Currency 
is an rx-officin member of tho Central Board of the 
Hank, hut that is only a partial marriage of tho two 

the Imperial Bank and lho Government. It is not 
a transfer to the Imperial Bank of any of the Govern- 
ment’s fiowers in relation to the currency reserve. 

16$. So that you are assuming the transfer of 
management of the reserves to the Imperial Bank, 
and the unification of the two reserves? — T should like 
to see that done : T am assuming that at anv rate a 
considerable proportion of tho functions which aro 
divided now between tlio paper currency reserve and 
tho gold standard rnsnrvo aro thrown on tho side ot 
tbe paper currency reservo and if anything is left 
for tho gold standard reserve, it would ho strictly 
confined to its purpose. But T should like to go 
beyond that nnd amalgamate the two altogether. In 
tho memorandum on a Gold Standard for India I 
think it is assumed that it is impossible or at any 
rate that it is very difficult to amalgamate the two 
altogether. 
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109. Do you agree with lhatP — 1 am inclined lo 
think after further consideration that you cun get 
ovor that difficulty by some such device us I have 
suggested of taking tho figure of fifty crores as among 
the liabilities of the new Amalgamated Currency 
llesorve as its liability in respect of tho over-valuation 
of tho rupee and the maintenance of the sterling value 
of the silver rupee mid then after tlml simply pro- 
viding that for every four rupees issued ono rupee 
has to be covered, 

170. It is an arbitrary device?- Yes, hut it is sug- 
gested with a view to avoiding the separation of the 
two reserves. 

171. Thoro are one or two questions which I would 
like to usk you on behalf of Prof. Coynjoc. Ts nut 
the simplicity resulting from such an amalgamation 
more than counterbalanced by confusing two reserves 
each of which is constituted for a different, purpose 
and object?— If they were constituted for different 
purposes and “objects, no ono has ever boon clear 1 
think as to the limits and the line of demarcation 
between those two purposes. Strictly speaking, the 
paper currency reserve originally existed solely for 
the purpose of making paper currency convertible 
into silver rupees, and in a sense that is its only 
natural function. Tt had no original function to main- 
tain the exchange value of tho rupee which was. when 
it was originally constituted, determined solely by the 
ratio of silver prices to gold prices. Tt is an excre- 
scence on the purpose of the paper currency reserve 
to have it made responsible for maintaining the ex- 
change value of the over-valued rupee. I do not. 
Illink Hint the present system is really very simple 
and There U the further difficulty thut the amount 
to ho held in the gold si a mim'd reserve itself has 
never been defined. Various estimates have been 
given' lit various times as lo wlmt the maximum is: 
but no one T think has over definitely laid down the 
maximum figure nor have the purposes of the gold 
standard reserve ever been formally defined before 
the public. 

172. You are inclined to think there would he 
greater simplicity in the amalgamation than in the 
present arrangements? — That- is my view. 

175. Socondly, "Prof. Coynjee asks: would not the 
object, i.<\, in ridnt-ion to tho automatic contraction 
of tho currency reserve, he equally well secured by 
statutory recognition of the gold standard reserve 
as regards tho time and measure of utilization?- -1 
think it would bo possible if yon had statutory regula- 
tion for the gold standard Tcsorvo to secure auto- 
matic working. 

174. Would it be possible t«» devise such regula- 
tions? — Yes. 

175. Finally Prof. Coynjoc asks: Tins any other 
country with a gold exchange standard ventured to 
mix up its gold standard reserve and paper cur- 
rency reserve? T am not sure; T am not aware cf 
any other country that has got a gold standard 
reserve. 

176. (7 Vo/. Coyniee.) Prune*? 

177. (Chairman.) No comparable instance occurs to 
you which will he a useful nuahgy? T think you 
have many more analogies for a single currency re- 
serve than there are for a system containing two 
separate reserves. Thoro are many systems on the. 
continent of Europe which are very much like the 
Tndian system, where they keep only one reserve. 

178. (Sir Henry Strakonch.) Would not tho French 
system hear analogy to the Indian system? — Because 
in France under tho Latin Convention Silver five- 
franc pieces and gold are legal tender. The con- 
trolling authorities have the right to pay either the 

one or the other But ro far ns T know almost tho 

only system where silver and notes and gold are 
equally legal tender is in France and there they have 
got only one Besom* centralised in the Bank of 
Franco. 

179. (Prof. Coyniee.) Tint, is true hut then They <lid 
not have a responsibility for converting silver into 
gold for export or any such thing?- Silver in an un- 


important item in tho total circulation in France, 
hut pro tanlo the saiuo problems arise in Franco as in 
India. 

180. (Chairman.) Tho second advantage you refer 
to is the advantage of transfer of control- shall l put. 
it crudely- from (luvernmont officials to Bankers?- - 
Yes. 

181. Might it mil be said that were you to make 
tho stiii id uni more completely automatic than it has 
been in the past by methods suggested in your 
memorandum that, that would diminish any disad- 
vantages there might he in the cnnLrol of currency 
arrangements bv nun-officials ? -It may; bub at tho 
same time the more automatic the currency system 
becomes the ninro importance attaches to the discount 
policy and that is essentially a function of the Bank. 

182. That is a function of the bank now and would 
remain so? — The most important function would then 
be tho discount policy. The assumption is that the 
currency system would he so automatic that, my 
action with reference to currency would rest with the 
hank, and that thoro would be no reason for tin; 
Government to intervene in tho operations of the 
bank. 

183. .1 Tear that is an optimistic assumption to make 
in regard to any currency system. At any rate by 
increasing the efficiency of the automatic factors in 
tho system, thus reducing tho necessity for tho per- 
sonal element, the arguments in favour of transfer 
to a hank from Government might he rcdiu'ed to a 
minimum?- -T think in tho absence of un automatic 
^vsteiu transfer is rather difficult. You want more 
Government control than if you have got ail Automatic 
system. It is more difficult to hand over to the Batik 
the cold rot of a swteni which is nut automatic, than 
tho control of a s\ stein which is automatic. If you 
are improving your system to the extent of making 
it automatic, there seem to he good arguinenls for 
improving it :il.-o at the same time by securing unified 
control of the banking and currency reserves. You 
probably cannot do it unless you make the system 
automatic 

181. Again it might be said that, in a highly deve- 
loped hanking country, such unity of control of cur- 
rency and credit is essential, but. it should not lie 
regarded as of so much importance in Tudin, where 
the banking sv.-tein is less highly developed, where tile 
use of banker’s money and banking credit is of less 
proportionate importance to the finances of the 
country. Do you attach niiv importance to that 
contention?- I think I would agree witli that as a 
statement of fact. Hut T would counter it by saying 
that one or the urgently desirable things in the Tndian 
monetary system is to encourage the development and 
extension of hanking habit', and investment habits, 
and to facilitate (be working of the monetary machine 
in general; and I hat you arc more likely to secure 
that object by giving the Imperial Bank control of 
the Currency than if von retain it. with tho Govern- 
ment . 

185. On the question of popular confidence., is it 
in your opinion a matter at all to he considered of the 
relative confide no© that would be inspired in a note- 
issue controlled by ail Tmperial Hank or Central Bank 
as compared with a inited'Miic issued and controlled 
directly by I be Central Government? — I have done 
my best to gel opinions from people as to the effects 
of a change of system under which the Imperial 
Bank’s name appeared on Hie currency note in place 
of tho Government's. It is n matter on which it is 
hard to express a decided opinion hut so far as I cull 
runko out it is generally 1 bought that it would make 
no difference at all to tho credit of the note. 

186. Tt will have no adverse effect upon the? cir- 
eiihilioii of the note? — So far as tlm inquiries that 
I have made go T have not heard tho suggestion 
often mad© that there would lie any material diffi- 
culty in getting the note accepted whether it wiih a 
Government note or a Hank note. 

187. (Chairman.) You have dcult with tho general 
arguments in favour of or against (a) combining 
the two reserves and (5) transferring tho control of 
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the combined reserves and of the note- issue to a 
Ontrnl Bank. Has any member any supplementary 
question to ask on t li is point? 

188. (Mr. Prrslnii.) To eome back to the statement 
you made a little while ago when India obtained 
a gold exchange standard in September, 1899, und 
sovereigns and half sovereigns became legal tender, 
it was then almost a recognised policy that the gold 
which was held in the paper currency reserve 
should always la* looked upon as the first- line of 
defence in ease of a failure of exchange value and 
later on with regard to the gold standard reserve 
which first came into being about 1901 us a result 
of the profits on coinage in 1900 from that date up 
till certainly the outbreak of the war it was a 
recognised thing that that Reserve was a specialised 
reserve for a special purpose and in all the pre- 
vious Coin missions' Reports it has been so looked 
upon and I do not think they have in any one case 
even suggested any tampering whatever with that 
reserve from tlic original purpose for which it was 
formed. Do you agree with that? — There has been 
considerable fluctuation L tbiuk in the policy as 
regards sucli tilings ns the amount of gold to he 
kept in the gold standard reserve or the paper 
currency reserve respectively — the question whether 
the gold standard reserve should consist largely 
of gold or whether the gold should be largely in 
the paper currency reserve. I think I am right 
in saying that the Chamberlain Commission recom- 
mended the holding of gold in the gold standard 
reserve and the Nahiiiglon-S-inith Committee re- 
versed that recommendation and held that the gold 
should lie kept in the paper currency reserve. Jf 
there has been a recognised policy 1 do not think 
that it has hoon absolutely unchanging, and T am 
not sure that 1 shall he greatly impressed if it had. 

189. Your memory won’t then go hack to tin* 
American crisis of 1907-08?— Yes, T remember it 
very well. 

190. T do not think you were actually on the spot? 

I was in the British Treasury at the time. 

191. A very great amount of correspondence took 
place between the Government and the Bengal 
Chamber of Commerce at that time; many letters 
passed, and these two points were very strongly 
emphasised, and 1 think T am correct when T say 
that the (lover nment of Tndia fully recognised in 
the strictest sense that the gold standard reserve 
was there for the particular purpose for which it 
bail been created and Mint under no circumstances 
would they permit it to be utilised for any other 
purpose?.. Was that with reference to a recom- 
mendation that bad just been made by a Committee 
presided over hv Sir James M'ackuy before be was 
Lord Tnrhcape? 1 think they recommended the 
utilisation of sonic of the gold standard reserve 
for the purpose of capital expenditure on Railways. 

192. No. It was much previous to that. The 
Government of India took about a million and odd 
out for railway purposes from the gold standard 
reserve and the Chambers of Commerce at the 
time drew their attention to this and that was 
replaced subsequently as a result of these repre- 
sentations? — Yes. 

193. Because as we pointed out to them— I 
personally was at that time the Chairman of the 
Finance Committee of the Bengal Cbnmber of 
Commerce a id therefore I was conversant to n great 
degree with nil the literature which passed between 
iis on this particular subject and T can say without 
any measure of doubt wba Lever that there was never 
any hesitancy of any kind or shape in the minds of 
the Government people as to what the purposes of 
that particular 'reserve were?- Possibly both the 
Government and the Bengal Chamber have learnt, 
something since then from tho lessons of the last 
seventeen years. 

194. T don’t think so. T do not think that alters 
the position in any way whatever. Your memory 
does not carry you back to that datcP--T remember 
il fairly well, because ns the Secretary to the 


Chamberlain Commission, I bad to read through all 
the correspondence that took plane. 

195. Assuming as it looks to me from this that 
you wish to mnke use of the £40 millions in the gold 
standard reserve, does not that in a manner 
amount to the confiscation of the money in that 
reserve? — T should say a useful application of that 
money, not confiscation. 

190. T repeat it: Would you consider that not 
ns a confiscation of Unit reserve? I should certainly 
not regard it as c > onfiscation. 

197. You are taking it for practically Revenue 
purposes? — I am taking it from where I regard sonic 
of it as superfluous for n purpose* which is urgently 
desirable. 

198. That is, for a revenue purpose? — For a 
capital purpose. If you prefer to say so, we have 
been taking it for revenue purposes for the last four 
years. 

199. That, is the interest on it?— Yes. 

2(*0. But not the capital not yet? — There is no 
serious difference between interest and capital in 
this case. 

201. You have taken the interest on the capital 
but you have not touched the capital as yet. You 
are Inking it or you contemplate taking it for 
revenue purpose's? — Perhaps the simplest answer to 
that is that. T believe having regard to the general 
position of the Indian Currency that, tho amount in 
the gold standard rosenv at present of £40 nrliious 
is unnecessarily large under the present currency 
system. 

202. 1 merely want you to give me an nnswer to 
that so that we can emphasise it: because there is 
a very big consensus of opinion strongly in favour 
of retaining that reserve at any price?- -I do 
hold that it is unnecessarily large and that it is 
certainly unfair to the people of Tndia to accumulate 
a reservo at tlieir expense beyond that amount which 
is required. 

203. Then with regard to the handing over of the 
note-issue, would you consider, in so far as the 
present position of flu* Presidency Banks is con- 
cerned to-day. that l hey have got thrown upon them 
physically a mission (hat it is iilmost impossible for 
them to undertake further duties beyond what you 
impose on them? — Undoubtedly the Imperial Bank 
have had some very important functions to perforin 
since they were created and have, T think, per- 
formed them admirably. The difficulty of taking on 
new functions would be to some extent a question 
of staff. 1 think that particular difficulty, for 
example, might probably he fairly easily got over by 
a considerable transfer of personnel from tho exist- 
ing Currency Department to tho Imperial Bank. 
But T should not regard it as beyond the eapaeity of 
the Central Board or tho Local Boards and the 
Managing Governors of the Imperial Bank to take 
on new duties. 

204. Of eourse tho new duties in connection with 
(he Paper Currency Rosorve and tho Council Bill 
transactions would bo very heavy? They would be 
heavy. T am not sure they would ho very houvy. 
Tho management of the Currency, so far as in- 
ternal purposes is concerned, though it involves 
many important duties, has become to a consider- 
able extent, mechanical ised. So far as purchasing 
of exchange is concerned they have in fact been 
purchasing exchange, as agents of the Government, 
regularly for the last two and a half years. The 
main new function imposed on them is the function 
of control and for that they need adequate staff at 
the top. But I um not sure it is otherwise a 
great difficulty. 

205. Then having in view the changing quantity 
of the Governors and their Local Boards and the 
difficulty which they experience in getting an 
efficient staff would you think that that would mili- 
tate in any way against this contemplated move? — 
Naturally the transition would have to be effected 
carefully and not too suddenly. But I believe that 
it will he entirely within their power to undertake 
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these duties and there is no very enormous difficultly 
in that proposal from that point of view. 

206. You recognise; that there is a great difficulty 
in tho changing personnel of the Local Boards and 
also the difficulty of obtaining the stair required? — 
So fur as tho position of the Local Boards is con- 
cerned, it might be possible to improve the rules in 
regard to their composition and thus get over some 
of these difficulties. But my answer to the whole 
is that difficulties in any transfer of this sort must 
always be recognised, but 1 do not believe that they 
would be great. 

207. Would you consider it would be preferable 
to transfer these duties to the Imperial Bank, ns 
itstamlR const i luted to-day or to u newly constituted 
Currency Board? 

208. (Chairman.) By a Currency Board do you 
mean an official Board? 

209. (Mr. Preston.) A semi-official and semi-coin- 
mercinl Board — tho Board to ho constituted on 
agreed terms, which would exist for the sole purpose; 
of controlling tho Currency and Council Bills?-- - 
Kntircly independent of the Central Bank? 

210. Entirely? — And independent of the Govern- 
inent? 

211. Yes?- T have not thought that suggestion 
out at all. I do not think l have seen it made ill 
that form before, I imagine it would he as bad a 
system as you could invent. 

212. (Chairman.) What would bo your reasons 
against such u Board?.— It would bo a third body 
between the Government and the Central Rank and 
unless it was merely tho Central Hank and the 
Government working together under an assumed 
name, F think it will he hound to come into con- 
flict with both very quickly. 

213. (Mr. Preston.) Aly object in suggesting a 
Contra 1 Currency Board is for a dual purpose. In 
tho first case you have told us that as from the 
Government point of view you would like to he 
relieved of a lot of the heavy duties connected with 
the Paper Currency Reserve and the Council Bill 
work. 

214. (Chairman.) I rather gather from Sir Basil’s 
statement that his opinion is based not so much upon 
tho volume of tho duties as their nature. 

215. (Mr. Preston.) Equally so. When these duties 
arc transferred to the Presidency Bank you would 
there meet with an equal amount of political trouble 
tliut you on your part as from tho Government desire 
to he relieved of, mid. if you had this separate Central 
Currency Board they would be subject to Government 
supervision, they would ho free from any political 
intrigue, if I may he pardoned for using the term, 
to which perhaps a Bank might ho subject, and they 
would work freely on those two points: they would 
relieve Government of all their worries and they 
would give a free hand to the Presidency Bank to 
enrrj r on the great and important mission on which 
they have now started and which to my mind seems 
will tax the energies of tho Governors, and their Local 
Boards for many many years to coine. Would you 
ngreo to that view? — No. T am afraid I must say 
emphatically that I should not. This Currency Bourd 
would either be tho Government under another numo 
— if it is to be responsible to the Government, Govern- 
ment presumably will have to Answer for its policy. 
In that case, i think you have merely (Tented some 
new functionaries without altering thn present posi- 
tion at all. If it is really independent, l imagine 
the last thing a Government could do would he to 
hand over to an Independent Currency Board un- 
controlled and independent of the Imperial Bank 
complete responsibility for a matter of this sort and 
the Imperial Bank would have to he in very close 
touch with this Currency Board if it was to he in 
n position to carry out its duties in regard to the 
discount market and so on. If the Board was merely 
a Board to print notes and so on, issue them on 
somebody else's orders, it would surely he the currency 
department under some other name. If it is anything 
more than that, I think it is bound to lead to eon- 
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siderublc friction without, so far as I can see, serving 
any useful purpose. 

216. Supposing a Central Currency Board were con- 
stituted and t lie members of the Board were composed 
of certain members selected by the Government, 
representatives of, say, the Governors of the 
Presidency Banks and representatives of the Chambers 
of Commerce who would be elected and Llie.v take over 
the whole of tho duties, would you have any objection 
to it under those circumstances?- -I am afraid, the 
idea does not appeal to me at all. That is, I think, 
tho general answer that L must give. I do not sec 
its objects and I can see many possible disadvantage's 
which would lead to a very rapid breakdown of any 
such Board. 

217. In tho event of any of the duties which would 
bo assumed by the Presidency Banks in connection 
with the taking over of the paper currency reserve 
and Lhc Council Bill transactions Government would 
lie solely responsible in the event of 1 rouble or any 
kind? Government cannot get rid of some responsi- 
bility, sumo liablity for control and I think, if I 
may suggest, what you have in mind arises, if my 
suggestion for the transfer of the control to the 
Imperial Bank were followed up, on the question 
whether some change in the constitution of the 
Imperial Bank might not lie necessary to assist the 
transfer. 

218. (Chairman.) Lei us deal with the quest ion of 
the change in the const it til ion of the Imperial Bank 
under a fresh beading. I have attempted to billon 
your attitude towards the suggestion of a Currency 
Board, Sir Basil: it is that you recommend tin* 
transfer of the control in order to effect. a closer 
marriage between the credit and currency control, 
and in your opinion the institution of a Currency 
Board would increase the divorcement? Yes. 

219. (Sir Itet/innhl Mnnt.) Yon observe that- the 
combination of reserves is one of the advantages of 
transferring the currency to the Bank. Would it. not 
ho possible to combine the two reserves while retaining 
tho Government management? Yes: If T did refer 
to it as one of lhc advantages of transfer to the 
Bank, what I meant to say was an advantage of some 
newly devised system which would include transfer 
to the Bank. I think it will he quite possible to 
amalgamate the two reserves somewhat on the lines 
suggested in this note without the Imperial Bank 
being asked to take over the management of Llio 
currency. 

220. And it would also be possible to introduce con- 
siderably more elasticity in the expansion and con- 
traction of currency without transfer to the Bank? 
Yes; transfer to the Bank. V think, is quite a separate 
subject. 

221. It sounded as if you were giving some of the 
advantages of the transfer and it struck me that 
these two objects could be effected irrespective or this 
question? -Perhaps I may put it that the ideal that 
I should he aiming at would he complete unification 
of the control of currency and credit, and that, for 
that purpose transfer oT the control of the currency 
to the Imperial Bunk is suggested and similarly for 
that purpose, amalgamation of the two reserves. But 
I agree that the two can he considered quite 
separately. 

222. You could have amalgamation and you could 
have a considerable increase in claMiVity ? Certainly. 
Yon could effect both objects. What yon would not 
effect, would he the uniflention of control of currency 
and credit policy. In Air. Denning's memorandum 
on the transfer of management of the Paper Currency 
to the Imperial Bank and in his memorandum on 
Gold Standard, hr assumes only a partial amalgama- 
tion of tho gold standard reserve and the paper 
currency reserve. He assumes n partial aiunlgn illa- 
tion of the two reserves and the creation of a new 
reserve under a new name, namely, a reserve for the 
redemption of rupees, which would he constituted out 
of part of tho existing assets of the gold standard 
reserve. The proposal for the amalgamation of the 
two reserves is an additional proposul in my memo- 
randum on the Indian Currency System. * 

B 
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223. (Chairman.) i should like next to ask a 
question on a topic which was raised in Mr. Preston’s 
question and it is this. Would any change in the 
constitution of the Imperial Bank be advisable us a 
condition of the transfer? It occurs to me it is a 
question that you might prefer to answer at a later 
period of the discussion when we have gone more 
deeply into the question of the alternative standards 
and liow they would work out ? — 1 think that question 
might come more conveniently later. 

221. And the consequential question as to the 
method by which the Hank would pay for the privilege 
of note-issue ? — That is of touise to some extend 
dependent on the particular system adopted though 
it is to some extent independent. But it does raise 
tho question of the reconstitution of the Bank because 
one possible method would undoubtedly be to make 
the Government in some form or other a shareholder 
in the Bunk. 

225. Wo havo dealt with one extremely important 
heuding, which is as it wore common to all the three 
proposed systems. Proceeding 1 shall next refer to 
tho existing system and ask you what its defects are. 
ft seems to he a logical consequence that before we 
discuss what the remedies should he we must see 
what the evils are that luivo to be remedied. J take 
it, then, that the chief defects in the present currency 
system are those set out in para. 2 of Mr. Denning’s 
memorandum at (*i), (6), (c), (d), and (e)? — Yes. 

220. Tho first is * tho maintenance of the system 
was dependent on the price of silver remaining at 
such a figure that the hullioii value of the rupco was 
not higher than its exchange value It is necessary 
to anticipate to a small extent here, uecause it is 
proposed in your memoranda and the other mcnio- 
Vanda that that might bo eliminated by limiting tho 
tender of the rupee. Now 1 should like to clear the 
ground. To what extent, in your opinion, could this 
defect in the existing system he eliminated by limiting 
the legal tender of the rupee? Would it ho wholly 
oliiuinutod? — Not absolutely, hut very nearly entirely 
eliminated, I think. Instead of being in the position 
that India w r as in 1917-18 that, almost inevitably the 
exchange value of the rupee had to go up ns its bullion 
value went up, you would he in tlio position that, 
for example, Franco or the United Kingdom were 
in 1919 and 1920 when, for a short time in England 
and perhaps permanently in France, the value of the 
silver in the subsidiary coin the shilling in England 
and the franc in France went above its value as 
currency. You had there very similar difficulties to 
deal wilh, namely, that your subsidiary coin was liable 
to go out of circulation and you had to provide sonic 
substitute. When it is unlimited legal tender as it 
was in India during the war, the only alternatives 
were to go on to a completely inconvertible paper 
basis or to attempt to recoin your rupee or to let 
your cxchutige value go up. If the rupee was simply 
a subsidiary coin, you could probably very quickly 
provide some substitute. For instance, there would 
he no objection to the one-rupee note almost com- 
pletely taking the place of the silver rupee in such 
circumstances at any rate while you are engaged in 
the process of recoining; it is a very different thing 
in a period of difficulty to recoin a subsidiary silver 
coin which has only limited legal tender value and 
to attempt to go entirely on a paper basis. 

227. Would you agree that, whether the rupee is 
legal tender or not, if its bullion valuo rises above 
its face value there is the same inducement to molt 
it down? — Yes. 

228. Do I understand that your opinion is that 
if it were not unlimited legal tender, it would he 
possible to overcome such a position by substituting 
either small notes or a debased rupee — a rupee with 
a reduced silver content than tlio existing rupee? — 
Yes. 

229. What is the aspect of that possibility P Would 
it create any loss convulsion in the popular estimation 
of the coinage?--! think you have got to look forward 
and my assumption is that before you make the silver 
rupefe limited legal tender only, you have to provide 


complete convertibility of your currency into a full 
value gold coin. That is the assumption. If you havo 
done Lini t tlio ru [ico becomes comparatively un unim- 
portant factor in your external currency policy. Jt 
may remain to very nearly tho same extent in actual 
circulation as at present. But you arc not going on 
to an inconvertible basis. You are simply changing 
tlio form of your subsidiary medium of circulation, 
which surely is a very much cusier thing to do if both 
the old and tho new subsidiary coin are fully con- 
vertible into fully valued gold coin. 

230. You are assuming that there has been a period 
during which tho rupee has been convertible into 
gold? — Yes. 

231. Arc you asMiming an indefinite continuance 
of that convertibility? — Yes. 

232. Aro you also making llm further assumption 
that thcro has lie on a large substitution of rupees 
by gold in circulation? — ft depends how you define 
circulation. 

233. In my mind T was defining it as circulation as 
ilistingtih-.licd from hoarding? — I do not contemplate 
under a system such as 1 have suggested whore tho 
rupee is fully convertible into a gold (.* 0111 , that there 
would necessarily he any large use of the gold coin 
For ordinary purposes of circulation. L do not think 
there would necessarily he any large reduction in the 
volume of transactions still curried out in rupees. 

234. Then let me ask you, is it possible to form an 
estimate as to what amount of rupees would remain 
in circulation for the purpose or current transactions 
— what amount is required by the country for current 
transactions for wliieh gold would not he used? —It 
is a very difficult figure to arrive at; hilt I think that 
an absolute minimum figure would bo 150 crown, which 
is roughly rather less than Its. 5 per head of the 
population. It might very likely be u larger figure. 

235. Now let us compare that with the present figure 
lor tho circulating rupee- -it is given somewhere in 
your memorandum? — You mean the rupees actually 
outstanding. 

23(5. No. It is the figure which is so very much 
more doubtful, tho rupees outstanding but which are 
not hoarded? 1 have been talking to Mr. Me Watters 
mi this question and ho is trying to prepare some more 
figure* which he would give when he comes before the 
Commission, on this particular point. If 1 may, there- 
fore, answer more generally T would like to leave 
it to him to reinforce what I say or give his answers 
after an attempt to study tho figures more fully. We 
know that since 1835 when rupees were first coined — 
tho figures are in the Report of the Controller of tlio 
Currency, 1924-25 - Statement JX, pp. 58-69 — there 
havo Ihx'ii coined 647 J orores of rupees; that is the 
gross amount coined. Wo know that some of these 
issues havo been redeemed practically in full. The 
1835 issue of 26.J orores hns been practically nil called 
in. There was also an issue of a croro in 1911 which 
had to be called in— it was the first George Vth rupee 
and the elephant in one of the King’s decorations was 
so like a pig that it had to he withdrawn. Then 
wo have recoined a good many in place of worn coins. 
Mr. MeWnlters is giving more exact figures — hut I 
believe that lie brings the maximum that can be out- 
standing to something like 450 croros, without making 
any allowance for rupees that have been privately 
melted. That is where wo get into complete doubt. 
Of course up to 1.893, the silver coin was a full value 
silver coin and the cheapest way of obtaining silver 
very often was to melt the rupee. We know very 
large amounts have been from time to time melted 
in this way, so that you come down to a figure which 
is probably not ns high as 350 crores and certainly 
does not exceed 400 crores for tho maximum number 
of rupees now in existence — that is, hoards and circula- 
tion. T believe that another calculation based on 
figures in the annual census of rupees which is taken 
year by year and tho results of which are tabulated 
in the Report of the Controller of the Currency, brings 
it to a figure of about 330 crores as the amount of 
rupees aetully in existence at the present day. Bus 
it is obviously a very difficult figure to arrive at. I 



MINUTES OF EVIDENCE. 


19 


24 November, 1925.] The Hon. Sir Hash. I*. Hi.ai'Kktt, K.C.H. 


\ CnntinvnL 


ili ink oiio inay say with so mo degroo of confidence that 
it does not exceed 400 crones and is probably 
nearer 0(K). 

237. Is it possible to make any shot at tlio pro- 
portion in hoards?- If you take a minimum of Rs. 5 
per head as tho amount of rupees which are in real 
effective circulation and take off something for the 
Indian States which have got their own currency, 
150 croros seems to be an absolute minimum for the 
amount in circulation in any circumstances and it 
is probably a higher figure -something nearer 200. 
That gives you a maximum figure for hoards of 200 
and a minimum that may be not more than half of 
that. 

238. So that when you wore answering what L 
was asking you just now about your assumptions as 
regards the way in which a rise in the price of 
silver would affect the matter and could be dealt 
with, you took the figure of 150 croros as tho amount 
of rupeeci which would then lie remaining in circula- 
tion you were really assuming no substitution of 
gold for silver in active circulation? — I think one 
ought to add a figure of about 10 croros for tho 
substitution. Rut 1 bad ignored it ns my figures 
were obviously not necessarily correct within 10 crorvs 
it was hardly worth taking into consideration. 

239. Let mo put the question now from the know- 
ledge we have gained. Supposing a rupee circula- 
tion of that order, what would be the social and 
political effect of the substitution of the silver rupee 
by a small currency note or by a rupee of reduced 
silver content, even though the rupee were no longer 
unlimited legal tcndorP— One would hope that it 
would be comparatively small if you bad a period 
during which it had boon recognised that the rupoo 
was freely convertible into gold and if tlio now sub- 
stituted medium of circulation were nqunlly freely 
convertible into gold. 

240. The uneducated populace, for instance, would 
bo so much alive to tho circumstance that gold was 
available that it would no longer be troubled by 
the status of the rupee? — One would hope that that 
would lie tho position. Obviously if the rise of 
silver took place within n short period after the 
removal of the legal tender character of the rupee, 
it would not bo so easy to recoin as it would if it 
had been for 10 or 15 years or a generation in force. 
Wliat I would bo inclined to say is, it seems to me 
almost inconceivable that you can recoin tho rupee or 
take away its unlimited legal tender character unless 
you havo substituted some other metallic currency. 

241. And os you very fairly say in your last answer, 
tho people should bo given time to get accustomed 
to the new possibility? — Yes: For a period of 20 
years in the beginning, anyhow you will l.o subject 
to considerable difficulties if you had a rise in the 
price of silver. That is, I assumo a period of 10 years 
for the introduction of tho system and another 10 
to 20 yours for people to bu thoroughly accustomed 
to it. Afterwards it will lie possible to treat the 
rupee with the same contumely as the shilling. 

242. There are many passages in previous reports 
which refer to the deeply ingrained habits amongst 
the ryots and tho uneducated people, who regard 
silver as the ultimate basis of all currency. Has there 
been any change in that habit in recent years? — We 
had of course the rupee note in circulation, and in 
some parts of India it was very freely accepted and 
indeed there have been complaints from a good many 
different quarters at our action in withdrawing it; 
that action had nothing to do with its unpopularity 
hut it was solely with reference to the comparative 
cost of the rupee note and the rupee, because we 
found it was moro expensive on the whole— at any 
rate for some time to come, while we had a large 
amount of surplus rupees in hand — to give the public 
a rupee note than a silver rupee. 

242A. Was that because of the very short life of 
the noteP — Partly because of that and partly be- 
cause the note had been printed to a large extent 
bound up in little books of 25 which people would 
carry about in a convenient form, with tho result 


that ilio uso of our fivc-aml ten-rupee notes \v;us 
interfered with considerably. I think tho Ill- 
port of tho Coni ml lor of 1 lit* Ciinvncy has some 
interesting figures on the point. The a\ciugo lilv, 
from tho iimo of issue to tho Lime of cnmcllaLion, 
of the one-rupee note was 8 months in 192*1-25 and 
9 mouths in the two previous years. Kivo- rupee noh-M 
bad a 13 and H months' lii'o but the general result 
was that it was an on pensive note to keep in 
circulation. 

243. Tn your opinion tho free accept mice of the oiie- 
rupoo nolo shows that the uneducated public is 
hegimirig to be educated beyond tho rupee? -1 think 
the war has educated I lie public in India as elsewhere 
to vagaries in currency which might have hci*u thought 
impossible lie fore the war. T may add that it is 
obvious that the last, answer of mine does throw 
somo doubt on the statement that it is out of the 
question ever to recoin the rupee unless you give 
some other metallic coin in its phuv. 

211. That argument might be proved in any direc- 
tion lo show that it is unnecessary to give additional 
enroll nigciuciit in that, respect? i still helievu it 
to be for practical purposes out of i lie question bur. 
1 draw attention to the fact that that argument can 
bo pressed. 

215. 1 presume you would agree that* the process 
of inducing the people to use more scientific forms 
of currency instead of the rupee is a process that 
will bo greatly accelerated by the Mihsl il ntimi of 
gold currency? That is certainly my view, my con- 
viction. 

215. Another group of defects in the present system 
is referred to in Mr. Denning's analysis, which con- 
sists in tho absence of any autumn! ie stabilization 
of the rupee or the absence of any provision for auto- 
uiatic contraction of currency. T understand that in 
your opinion these defects are equally remediable by 
any of tbeso throe possible currency systems referred 
to in your memorandum, i.e., tho sterling exchange 
standard, the gold exchange standard and the gold 
standard? -The only reason why the Slate is nut able 
to undertake absolute liability automatically lo give 
foreign sterling for rupees and rupees for sterling 
has been tho size of the reserves. There ought to be 
no serious difficulty, if the reserves are adequate, in 
inking absolute liability to make the rupee exchange- 
able into international currency within tho gold 
points. 

217. And that remedy is substantially Lite same 
under any of tho three systems?- d should hope that 
tho Commission would recommend action on these 
lines whatever .system they adopL. 

248. I taka it that us long as tho gold standard 
reserve exists without tho provision of any definite 
relation between the size of that reservo and tho 
amount of currency outstanding, there could bo no 
automatic- contraction of currency?' — I see no rearon 
why tho mero ex is tone© of a gold standard roservo 
should interfere in tho matter of tho automatic con- 
traction of currency. T do not think so much of 
tho abseneo of a relation between the sizo of tho 
roservo nud tlm amount outstanding in the absence 
of any absolute rule that sterling must bu given for 
rupees or rupees for sterling at fixed points and 
that tho currency must be expanded or contracted 
perfectly automatically as that, happens. The gold 
standard reserve could well bo used in that way 
only, subject to the assumption that its amount is 
adequate to meet all needs. Bub at present it cun ho 
also be used In borrow from instead of simply to with- 
draw from, and if you borrow from it, you can of 
course increase your capacity to meet sterling with- 
out making any contraction in your circulation, as 
long ns it lasts. That is of course, ns I pointed out 
this morning, w'hera tho effort to introduce tho two 
shillings rate broke down. A stage was reached 
where it was felt Lo bo too dangerous from the point 
of view of contraction of credit in Tndia, and T 
’imagine from the point of view of the Government's 
^budgetary position, to go on contracting the ciir- 
’ TOilcy, so that tho sterling assets were used to ennhlo 
demands for storling remittance to be made, but 
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no corresponding rod action was made in tlio rupee 
circulation. As long as that is possiblo, ns long as 
that is dona, you have not got a completely auto- 
matic system. 

249. (Mr. Preston.) With regard to the extent you 
have just mentioned of the gold standard reserves, 
is not that more dependent upon what unfulfilled 
hula ncu of trade of India is outstanding at utty one 
time? — The size of the gold standard reserve I 
think has got to be taken ill relation also to the 
size and composition of the paper currency reserve. 
Thu amount that you require is the amount that is 
required to meet the maximum possihln demand to 
take rupees or notes out of circulation in India and 
give sterling exchange in place of it. There are 
two limiting factors: the amount to which rupees 
can ufford to come out of circulation is limited, 
otherwise you will have such a contraction of credit 
that people cannot afford to buy sterling. Assuming 
that we have had, as happened some years ago, two 
bad seasons, or throe, the question how far a gold 
standard reserve of 40 million w’ould go — or say three 
had seasons taking an outside limit — that of course 
depends very much on world conditions. 

250. You have referred to a gold standard reserve 
of £40 million? — T should prefer to say that we have 
got sterling assets apart from the balances with the 
Secretary of State of I think 109 crores, which is a 
very much bigger figure. I do not think you can 
take the demand in relation to the gold standard 
reserve alone; it must he in relation to your total 
sterling. 

251. (Sir Henry Straknsrli.) Is it not a fact that 
if there were a succession of Imd seasons, the mere 
fact that the seasons of tin* previous years were had 
would automatically contract import into this 
country and thereforo the need for sterling 
remittances? That is so to a certain extent. Of 
course it may happen and it happened in 1920-21 in 
particular that there is a boom and very large 
imports are ordered in advance. You then have a 
change of conditions, a had monsoon or something 
cor responding to a failure of exports and at the 
same moment the imports previously ordered coming 
in to be paid for. That is the moment- at which the 
strain on your reserves is likely to he the greatest. 
When you have got over that, the effect, of the 
failure of crops must mean a very large reduction 
in the capacity of the people to order goods from 
abroad and a big reduction in imports, and the 
strain is not anything like what it would he at the 
first period after the change from booming con- 
ditions to something in the nutiire of a failure of 
crops. You have, however, to allow for the (iovern- 
meiit's large external liabilities also. 1 have not 
worked out the exact figures on this particular ques- 
tion, and I have asked Mr. McWatters to he pre- 
pare* 1 with figures as regards what have been 
historically the largest demands on the reserves at 
a time of Lrouhle. The position in the years 1907-08 
and 1909 is set out at- very considerable length in 
the Chamberlain Commission’s Report and in the 
Appendices and T believe there are some figures in 
the Appendices to the Bahington-Smith Committee's 
Report which give the same general results. Tf you 
consider both the possible maximum demand for 
sterling and the possible extent of contraction that 
the market it. India will stand, it seems to me that 
even 40 million is a pretty large figure for any 
particular demand. 

252. In fact the upper limit of sterling reserve is 
f lic amount by whicTi you cun contract the circulation 
in the country or rather the point at which further 
contraction of the currency in the country would 
cause a greater damage than the abandonment of 
the gold points in the exchange? — Of course one haB 
to assume also the capacity to borrow in London in 
times of difficulty. The object of one’s reserves is to 
be able to rely on them. At the same time the 
Government of Tndia is continually spending con- 
siderable sums in London or paid for through 
London and in times of difficulty it is quite legiti- 


mate that they should borrow some part of their 
capital expenditure in London even to an extent 
more than the umounl they are actually spending in 
sterling ut the moment. 

253. Would you consider 110 crores as the maxi- 
mum by which 3*011 can contract circulation in India? 
— 1 should regard it as a wild over-statement of 
any contraction that the market could possibly 
stand. 

254. What figure would you put it at? — It suroly 
must depend very much on whether you have u 
large boom or increase in prices or the conditions of 
world prices may be bad— 25 crores is perhaps -a 
maximum, it is a very large contraction. 

255. (Sir No real Warren.) i should say 10 crores. 
(.4 Member.) L would hesitate to go as low. Previous 
Commissions felt that you ought to have as much 
as the difference in two years' hulunco of trade. 

256. (Sir 11 emu Sirubmh.) Of course the con- 
traction might be greater in a country where you 
have big hoards than in a country whew money 
circulates purely us money? — 4 was speuking of con- 
traction of the real circulation. The existence of 
the hoards is of course both a hidden danger and a 
hidden reserve against difficulties. 

257. Would not they call for a greater exchange 
reserve? — Yes, nt the same time they provide for 
the possibility of a considerable export of metal. 
But there is in addition the use in a time of trouhlo 
of the hoards of uncoined gold and silver; historically 
1 believe it has been almost invariably found tliut in 
a time of bad monsoon ornaments are melted and 
come to the Bombay bazaar and find their way out 
either in reduction of new imports of silver or 
actually for exports of silver. 

25N. Did your figure of 25 crores contraction take 
into account what, might come buck from hoards? — 
No. 1 was giving what seemed to ho an over- 
estimate, even at 25, of the amount of the con- 
traction of the actual circulating medium that was 
possible. 

259. (Sir Pursh of Hindus Thaknnlas.) 1 think that 
you said earlier in .vour examination that the total 
contraction which the Government of India effected 
afLer the Bahington-Smith Committee Report till 
March, 1923, was 60 crores. 1 think this extended 
over a period of two to three years perhaps. And 
although that was after the war period when 
abnormal conditions with an immense inflation had 
taken place, I believe that 3*011 , told us that you 
found it impossible to contract more than (JO crores 
till Mart'll, 1923?— I had not this in mind ill giving 
this figure. 

2(50. I mentioned the above wondering if it would 
help you to endorse the figure of 10 crores named 
by Sir Norcot Warren ami discard the figure oi 
25 crores which you have just mentioned?’ -1 believe 
that 25 crores would * be a very largo contraction. 

261. After August, 1923, no further contraction of 
currency was found possible by Government? — That 
is so, or at least not desirable. 

202. (Sir Pursh otmndas Thnkiirdas.) Even after 
this abnormal period 60 crores in three years was 
found to be the limit to which the Government of 
India could go? 

263. (Sir Henry Strukosvh.) Wore these years of 
good monsoon ? 

264. (Sir Purshntauulas Thakunias.) Fairly good. 

265. (Sir Basil Blackett.) Yqu had. a tromouduiis 
fall in world prices taking place, hut even in spite 
of that contraction Indian prices feH considerably 
less than world priuos. An automatic system would 
Tiavo required an even greater contraction. 

266. (Sir “ Bcginald Mant.) In Mr. Detining's 
memorandum he says that it is practically^ impossible 
to remedy defect (D) without taking away the full 
legal tender character of the rupee. I gather that 
you do not adhere to that view? In paragraph 5 
he says it is practically impossible? — I am inclined 
to think thut it is possible — that the amalgamation 
of the two reserves is quite possible quite 
independently. 
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267. If you hod a system of automatic contraction, 
what would happen when you came to a situation 
such as you described in 1921 when the Govern merit 
sold reverse councils and they could not contract 
the currencv much because it would cause a 
stringency P If you hud a system of automatic « on- 
traction, something would have to give' way? — Yes; 
if Government has got itself into the position that 
it has a largo Budget deficit and a large amount of 
floating debt maturing, it is almost inevitable tnat 
the full rigor of an automutie currency system must 
be modified, and a temporary departure from the 
standard is unavoidable. If you have conditions at 
all corresponding to those after the war, it ordy 
moans that other considerations have induced the 
Government, justifiably or not according to the cir- 
cumstances, to have re«,.ird to other desiderata 
rather than to the stability of exchange, as was done 
practically everywhere in the world (luring the war. 

208. Apart from budget deficits, if you had a 
phenomenal fall in prices that in itself would rather 
break your system ?- -Any currency system, of course, 
is subject to considerable strain at the moment when 
a boom collaxises, but unless you have abnormal cir- 
cumstances, or there lias been some l’uiluro of control 
of the credit policy, it ought to lie possible to get 
through that period of pnnic without completely 
divorcing ourselves from our existing currency law. 
There is always, of course, the possibility of a sus- 
pension of the Bank Act in England. I contemplate 
that some similar provision would still exist in any 
currency system adopted in India, hut it must he 
understood that if you want to have stability of 
exchange, the penalty of undue optimism ill a period 
of boom is a period of very severe stringency after 
wards. 

209. (Sir Henry Si intense h.) Is not that the par- 
ticular virtue of a Central Bank* That is the very 
object of a Central Bank. It is the particular func- 
tion of cent nil banking to maintain the credit policy, 
to prevent any undue strain on the currency system ; 
and of course it is the particular virtue of an auto- 
matic currency system that it results in undue 
speculation or optimism meeting with its own reward 
without the intervention of any other party who 
could bo accused of being guilty of causing the 
trouble. That, 1 think, is one of the great objec- 
tions to the Government controlling the currency 
system, that the trouble is caused as a natural result 
of the speculation or undue optimism in business 
circles, and the remedy is a contraction of the cur- 
rency; hut if Government are the agent for bring- 
ing it about, they are accused of causing the slump, 
and the accusation also is made that Hie boom was 
engineered by the Government. If, it will he said, 
the boom is not engineered by the Government, then 
it is said that the Government 1ms brought the boom 
to an end wickedly for its own purposes, for example, 
becauso it does not like to see people making money. 
This is not peculiar to India. It is exactly the 
position that you have had after the restoration of 
the gold standard in England. 

270. (Chairman.) 1 would like to refer to a matter 
mentioned by Sir Reginald Maul with reference to 
what Air. Denning says in paragraph 5 of 
his memorandum about the difficulty of amal- 
gamating the reserves. I understand that you 
are not so much impressed by that. In 
your view the relation would be not to the 
circumstances mentioned by Mr. Denning, but to tin* 
proportion of the rupee circulation returnable from 
eiruulation, from which it is possible to make a more 
certain estimate?- Yes. I think you can make a fair 
estimate; as the ideal sise of the gold standard re- 
serve really is unascertuinable on exactly the same 
grounds, namely, the nnascnrtai nubility of the 
liability that it U called upon to meet, you do not 
really add to the difficulties in any way of the 
problem by transferring the element of uncertainty 
from the gold standard reserve to the new amalga- 
mated reservo. 

271. In your view tho circumstances to be taken 
into consideration in trying to estimate whether your 


reserve is adequate or not is not the difference 
between the token and tho bullion value of the total 
circulation outstanding, but what amount of the 
currency in circulation it is possible to spare out of 
circulation, i.r., the degree of contraction* — It is the 
degree of contraction. I do not mean that you can 
ignore hoards entirely. You do not need cover 
in tin* reserve for the whole of the rupees in circu- 
lation or in hoards, because they themselves cnrr\ 
part of their own cover. Nor do you need cover for 
e\ cry rupee in circulation or in hoards, because a 
very large proportion of them cannot in any reason- 
ably conceivable circumstances he spared from tin* 
purpose that they are serving. The size of your 
cover is dependent upon the amount of rupees in 
circulation or hoards which you are likely, in the most 
extreme circumstances, to be called upon to meet. 

272. Is it right, in considering the reserve neces- 
sary, to take into account at all the bullion value of 
rupees returned from circulation, because will not 
those rupees bo required to ho reissued into circula- 
tion with the recovery of trade? — That is one of the 
great difficulties of having anover-valucd coin as your 
main medium of circulation and unlimited legal 
Lender. If you have fully valued coin and it comes 
in, owing to redundancy, in times of trouble, flu* 
metal in it, if gold, at. any rate, has an immediate 
world value which is not fluctuating. If you have 
an inconvertible note as your main medium of circu- 
lation, you Jiuve got tin* whole of your reserve against 
that centralised all the time; and as the note comes 
in, your reserve is realised and you cun deal with 
it. But if you have got, ns you have here, an incon- 
vertible currency consisting ultimately of a note 
printed on silver, you have got only a proportion of 
vour cover ill reserve under your own conLrol in tho 
centre and the reserve that is carried about in the 
coin itself is of least value at the moment it comes 
hack to you. 

273. Why of least value? Because if you want to 
sell it you immediately depress the price; it comes 
to yon under circumstances ill which the price of 
silver is likely to he low, and you would depress the 
prices further hy using it, so that your nnturul 
desire is, if you can, to put the rupee by and not to 
use it at all for the purpose of meeting your external 
drain, and hope that circumstances will cuine later 
on when you will ho able to reissue it. The result of 
that system, of course, is that we have at present 
over 90 crores of rupees in the paper currency reserve 
locked up. We have considerable difficulties in find- 
ing accommodation to keep them in and we are 
losing, of course, interest on the whole of the bullion 
value. There seems to be no particular likelihood 
that wo shall be able to get rid of them, say, even 
within 10 years, and, of course, <a large part of the 
cost of llio .suggestion for a gold standard is due t » 
the existence of this lurge hoard of rupees locked up 
uselessly and the need for liquidating it. 

274. (Sir Norvot Warrni.) You stated that the 
maximum number of rupees now in existence — hoards 
and circulation- certainly does not evcccd 400 crores. 
Do you include in that 4(H) crores the coiiM hoarded 
in Hyderabad, Gwalior, and other Indian StatesP — 
Yesj^dn so far us they are Government of India 
rupees. Some of the hoards are lielieved to he in 
gold. Some States, for example, Hyderabad, have 
their own rupees, and some only of the boards are in 
Government of India rupees. 

275. (/Vo/, t'uyajre.) Two of the objections 
advanced nguinst the old gold exchange standard, 
that is (c) and (d), seem to lie capable of being 
remedied by statutory obligations. A statutory 
obligation might he imposed on Government to sell 
reverse councils — that the proceeds of such sales and 
of reverse councils being in rupees, should he locked 
up in the gold standard reserve. And that id auto- 
matic contraction P — Yes. 

276. So these two objections may bo made* to dis- 
appear. Thirdly, if convertibility of the rupee into 
gold could be introduced with the increase of our 
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gold reserves, then the people might get what cur- 
rency they like, and the standard is capable of being 
considerably strengthened by these obvioua ex- 
pedients ? — Certainly. 

377. Because in this memo rand 11 m whenever wo 
read of methods to remedy the defects, it is proposed 
immediately to abolish it, to make the rupee a sub- 
sidiary coin and so forth. Tliut would certainly be a 
radical change, is it not? The only way of remedy- 
ing defects due to the fact that the rupee is an over- 
valued silver coin of unlimited legal lender i* 
obviously to take away the unlimited legal tender. 

378. Would that be a gold exchange standard at all 
when the rupee is in the position of the shilling? If 
it is some subsidiary coin then the system could not 
he such?— -Wo might conceivably have a gold exchange 
standard with the rupee as a subsidiary coin if for 
internal purposes the only unlimited legal tender is 
a currency note inconvertible except into foreign 
exchange. 

379. ( Mr . Preston.) With regard to that expres- 
sion “ foreign exchange,” could you toll us why it 
has been introduced into these suggestions? Hitherto 
I he settlement always has been through Loudon I 
think?- L have pointed out in my memorandum that 
the pre-war standard was only a gold exchange 
standard in Lhe sense that sterling was regarded as 
equivalent to gold. If you still regard sterling as 
equal to gold and, as T think, there are very strong 
reasons for doing so — there is possibly no need to 
draw a distinction between sterling and foreign 
exchange. Hut if it is to bo theoretically a gold 
exchange standard it must, I think, carry within 


itself some provision for dealing with the abnormal 
moment when sterling and gold are not at parity. 

380. What I want to get at is this. It seems to me, 

I may be wrong, but the use of this expression 

II foreign exchange ” seems to convey to oiie f B mind 
that there is some idea that as against notes tendered 
for exchange, funds in Now York might be provided? 
— Or Amsterdam. 

381 . Why should India go to provide funds in Now 
Y r ork or any other centre? — A b you will observe that 
is not the form which I have blessed very much in 
my latest memorandum on the subject. But you 
cannot have a system that is proof against the 
eventuality of sterling failing to maintain parity 
with gold, unless there is Borne provision either that 
your rupee or note is convertible into gold, or some 
provision that if sterling iB not gold your rupee is 
convertible into currency that is gold. 

382. Would it not be better in our case to main- 
tain what bus always boon tho practice — to hold 
against the note or rupee, gold funds or gold to be 
given in London ; so that if one wants foreign 
exchange, be can buy foreign exchange in London — 
but it will bu no part of the duty of the Government 
of India or the Imperial Bank on whose shoulders 
such an obligation might be imposed to go to the 
extent of providing funds in America or Amsterdam 
or any of these outside world centres? — I do not sug- 
gest, so far us 1 am awaro, nor haB it been suggested, 
that it iB a desirable proceeding, but it in merely 
stated that some provision of IhiH sort is required 
if you are to meet the objection, theoretical if you 
like, that sterling and gold are not necessarily 
identical. At least, the experience of the last 
10 years suggests that they are not always identical. 


(The witness withdrew.) 
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The Hon. Sir Basil P. Blackett, K.C.B., recalled and further examined. 


288. (i Chairman .) Sir Basil, there is one point ill 
your evidence of yesterday 1 should like to lx> cleared 
up preliminarily. Sir Norco t Warren desires me to 
ask you this question. In your evidence you say that 
the reserve of 109 crorcs is available against unfore- 
seen contango ;ios. Ho would liko to ask you if you 
consider this sum is sufficient, and, if so, to give your 
reasons? -■» That is under tho sterling exchange 
standard. 1 think yesterday there was some con- 
tusion between two different points. One point was, 
what is the maximum of contraction of active ciTcuia- 
lion that you woukl conceive .possible, and the other 
was, what is the basis for estimating tho amount .>f 
sterling reserves that you would require.. There is 
some difference of opinion os to tho maximum figure 
by which yon could possibly contemplate reduction of 
aclive circulation. 1 put the maximum at something 
liko 25 crorcs, and Sir Norcot Warren, I think, 
suggested that 10 crorcs would be the maximum. 
That te the amount by which 1 could conceive the 


actual contraction of the circulation that is actively 
employed as a medium of ordinary circulation of 
currency. The size of the reserve, however, I think 
depends also on the amount that is likely to oowe out 
from hoards in a time of scarcity, and it also depends 
on the amount of adverse balance of trade againat 
India in such a season, including in that adverse 
balance tho expenditure which has to be incurred by 
the Government in or through liondon. I still feel 
that 25 crores is probably a large figure for the 
amount by which jrpii cpuld ftcluntly reduce the active 
circulation, biitT something very much more is xe- 
quired to protect your currency system against the 
rupec§. that mjght conieoutMxoiu, hoards, and for 'that 
purposo you need a very much bigger reserve. Taking 
all tho factors into consideration, my view would be 
that 109 croreA is a very very safe figure for any 
possible demand that you may have, but that you have 
to take into consideration not merely the figure of 
reduction in activo circulation, but generally the 
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pressure of rupees to exchange themselves iuto 
external currency, and that is a very much larger 
figure. 

284. Will you kindly explain what is tho difference 
between the latter two figures to which you refer, the 
rupees that might come out of circulation and the 
rupees that ore needing to exchange Ihomselvos into 
foreign currencies ? They seem at first sight to bo 
th© saino? — Tliere is a difficulty in getting a correct 
definition of what is a hoard ami what is in circula- 
tion. In a sense all rupees are in circulation, but 
those that are hoarded in a good time are, I think, a 
special danger to the currency system if lor any 
reason they come out of the hoards, and are 
potentially a danger to tho circulation, especially il 
they ore an addition to the volume of rupees socking 
conversion into foreign exchange. 

285. Then we may consider that in a year el' 
pressure on exchange tho rupees seeking conversion 
into international currency, inlo foreign exchange, 
may come from (a) circulation and (6) from hoards P— 
Yes. 

28(5. There are one or two questions still to be 
asked, I think, to complete the picture of the sterling 
oxchango standard. 1 want you to make clear, ill tho 
first place, tho nature of tho balance of 18 crores 
which you refer to in pnragrupli 13 of your 
memorandum. Am I right, in supposing that this is 
obtained by a reduction of silver and rupee securities 
in the reserve P Your point U that an extra 50 crorcs 
of assets are required to balance tho liabilities of the 
new currency, and you think that with this surplus 
there will still lie a free bnlunce of 18 crures. You juy 
in that paragraph that “ it would be tempting 
to apply this 18 c roves to reduction of iiylia’s sterling 
debt, but in order to start tho new scheme with an 
extra margin of safety, [ would suggest .that it should 
be used temporarily to relievo tho now currency re- 
serve of some of the surplus rupees ”?— In essence, of 
course, this is arrived at by adding up tho potential 
liabilities of the new currency reserve, 50 crores lieing 
added especially for tho liability iu respect of the over- 
valuation of rupees, and then oil tho other side by 
adding up the total of tho existing assets in the -paper 
currency and the gold standard reserves. They come 
to nearly 18 erores more than tho total liabilities so 
ascertained. The memorandum thou goes on 1o 
suggest that 18 crores might be used for capital ex- 
penditure ns being surplus to reservo requirements. 
It might be taken out. in any form, either silver or 
gold or sterling securities or Government of India 
rupee securities, but the suggestion is that it should 
actually lie taken out ill silver rupees, and that these 
should be held in stock until such time ns the demand 
arose for new coinage for additions to the silver rupee 
circulation. When thut happened they would lie paid 
for, and the Govern men t would have funds in rupee 
balances available for other expenditure. This 
18 crores of rupees is simply a calculation of the 
amount -by which tho existing reserves aro possibly 
unnecessarily large. 

287. And an unnecessary margin m-cording to the 
arrangement for which you are liable in regard to 
former reserves in respect of the silver side of the 
reserve P — It is in essence a suggestion thut tho gold 
standard reserve is 18 crores larger than, is required. 
Tf you remodel the currency system on tho lines 
suggested in this memorandum, you could get the 
same result by writing down tho Government of India 
securities and reducing the created securities by a 
corresponding figure, niul leaving tho assets as shown 
iu paragraph 14: silvor, 90*7; Government of India 
rupee securities, 39*1; and sterling securi tics, 109*7. 

288. That would be an equully possible course? — 
Yes. 

289. 'What would be in your opinion the relative 
advantages of the latter course ? — Tho reserve would, 
in a sense, bo stronger. On the other hand it would 
contain an enormous amount of silver which is 
obviously not immediately necessary, and the question 
might arise of the desirability of selling some of that 
silver, in which cose you would incur a loss, with no 
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nieuus of recovering it oxoopt by recreating tho 
Government of India securities. 

290. (Sir Henry Straktwck.) Will Sir Basil tell «ia 
what is tho uimmut of silver lie considers necessary 
to maintain the convertibility of notes expressed in n 
percentage of the note circulation ? — 1 think the old 
rule used to be that you endeavour to prevent the 
amount of nqiees iu tho reserve falling below a 
minimum figure at the beginning of the busy season. 
The figure I know is given in the Chamberlain Com- 
mission Report. 

291. Yes, it is given at about 900 lakhs above tho 
normal figure? — I may read from paragraph 107 of 
tho report, which says as follows : “ To meet demands 
from this ami other causes during the busy season the 
Government consider that tho stock of iiijmx-s iu tlu* 
reserve should not be allowed to fall below 24 cmivs 
on the 1st November in any year, or 18 crores on the 
1st May in a year of artive trade.” That puts Is 
<.-ror<*s as the minimum required in normal circum- 
stances at tho moment when the stock of rupees is 
likely to be lowest. 

292. May 1 ask what was the note circulation at 
that lime?- -About (>9 crores. But L do not think th© 
size of the note circulation is entirely relevant. Tho 
question is really what is the maximum amount of 
rupees that ure likely to go out iu a normal season. 
If you keep tho minimum balance of rupees at a figure 
of, say, 18 or 29 crores, and raise it to something like 
24 or 30 (-rnrccj at the beginning of the busy season, 
you can always use your sterling securities to buy 
silver and coin rapidly if there is an additional 
demand, and it seem* unnecessary to go to tho ex- 
pense of coining a huger n umber of rupees than that 
until you are quite sure they are required, and I 
fli ink the best way to provide for tho ahsolute con- 
\ortibility of itlie note into the silver rupee is to have 
adequate minting fac-ilititts readily available, and 
sterling assets readily available from which to pur- 
chase the silver as required. I do not think a figure 
hast'd on the proportion of tho total not© circulation 
would give you such useful result* as a calculation 
arrived in the way 1 have suggested. 

293. You suggest that the first rush in the ease of a 
desire to convert would not bo moro than 18 to 2A 
crores, and that the balance of tho demand might Ik» 
met by minting? — Yes. 

291. That depends upon the capacity of tho Mint? 
— t think (kdonel Willis is coming to give evidence 
before tho Commission, and l hopo be will Is) able U» 
give 3 'ou interesting evidence on that point. That 
is why 1 have suggested iu my memorandum thut it 
is not really necessary to lay down a minimum. 1 
would rather lay down a maximum. 1© prevent the 
unnecessary coining of rupees before they are re- 
quired than insist on a minimum by statute. 

295. (Chairman.) We will probably be abln to get 
from Mr. Denning statistics as to what within reconi 
years have been the limits of tho seasonal fluctua- 
tions in tho demand? — I think Mr. Denning would 
give most useful evidence on that point. Kigures 
ure as a matter of fact given in one of the appendices 
to the memorandum on tlm history of the Indian 
Currency system. Appendix 111 gi\es the 
absorption of currency by the public, from 185)9 to 
1924-25. 

290. That gives the resultant plus or minus figure 
fur the yoar, but does it throw any light on the 
urnount taken out. in return of silver rupees at the 
commencement of tlm busy season for the financing 
of crops? — I agree that monthly figures aro required 
wliieli are, however, easily obtainable. I think Mr. 
Denning or Mr. McWulters would be able not only 
to give the figures but to elucidate them more fully 
before the Com mission. 

297. Moro or less in this connection it may also 
be useful to have some figures as to what, in recent 
bad years, has been tho demand for sterling to main- 
tain the rupoe in each year of exceptional pressure, 
i.r. f by the demand for reverse councils? — Of course 
our chief experience there is tho abnormal year 1920 
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who n tho facts are considerably obscured by the coin- 
cidence of the attempt to bring the Babington-Smith 
Committee's recommendations into effect. The most 
illuminating yours ure probably 1907-8 or 1908-0 and 
the your of the outbreak of the war. 

298. On that point 1 think probably you havo 
given all the figures in Appendix 11 to the historical 
iiieinora nd ii in Y- Yes. 

299. I think this would be the appropriate place 
to ask some questions which Sir llciiry StrukoNch 
desires me to ask relating to the constitution and 
the uul ure of the securities to he held in the reserve 
under the sterling exchange standard as defined in 
paragraph II ol your memorandum. Do you 
not regard sell -liquidating Rills of Exchange a 
more desirable cover for the note-issue than Cover n- 
JiienL of India securities!' — Theoretically, yes, for 
that part of the circulation which is elastic. But in 
Indian conditions as they are at present it lias been 
found extraordinarily difficult. to provide even the 
maximum of 12 crores of self-liquidating hundis re- 
quired for the working of the emergency currency 
system. Broadly speaking, they do not exist. The 
Imperial Bank had, 1 ladicve, to put some press lira 
oil their clients to convert cash-credits into hundis 
in order that they might have self-liquidating hundis 
to put up as a cover against what the Imperial 
llauk was burrowing from the paper currency 
reserve. It was recognised as not being a satis- 
factory way of meeting the situation, hut the Indian 
system of husiuess does not at present create any 
very large amount of suitable internal hills. The 
Government had also to accept the word of the 
Imperial Bank lor it, as to whether a Hill was a 
genuine self-liquidating bill or not. The imperial 
Hank did its best hut very often tho document 
on tho face of it bore no evidence at all as to 
whether it was a genuine trade hill or not, so that 
l think my answer would bo that theoretically there 
ure advantages in having self-liquidating Hills of 
Exchange as cover for l lie elastic portion ui the notc- 
issue rather than Government of India securities, 
hut that there is no practical possibility of substi- 
tuting one for the other in India for a generation or 
more, until the public gets accustomed to tho Hill 
of Exchange ns an instrument of credit. It is a 
most desirable development, 1 think, blit it is one that 
will have to come very slowly. 

300. (Sir He nru Strakoxch.) I may say thut the 
same 1 rouble is experienced in other countries which 
have introduced a central hanking system, but the 
habit of drawing Bills is rapidly increasing in those 
countries)' Yes. Hut in a country like India unless, 
as would be most desirable, you get Bills of this sort 
drawn largely for the movement of agricultural crops 
it is almost out of the question to arrive at a situa- 
tion at which you can rely on self-liquidating internal 
bills as cover lor your note-issue*. 

301. (Chnii mail.) The second question of {sir TToury 
Strakosch's is this. If so, why is the holding of such 
Bills limited Lo a maximum of 20 crores (oil present 
mite-issue equal to 10*5 per cent.) irrespective of the 
amount of notes iu issue. 1 take it that is not com- 
pletely answered by the answer to the first question, 
because one might say that, even though you do not 
lliink you could get so much, why should you neces- 
sarily limit the theoretical maximum of your best 
security* — 1 put tho figure at about double of what 
you are like’v to get and left it at< thut. 

•‘102. Then why under those circumstances impose 
a maximum at all if a maximum is going to he im- 
posed by the limit of supply P— I thought it would be 
better to put a inaxi mum lor the time being until 
you were sure that the right Hurt of Bank Bill 
developed and was available in sufficient quantities, 
leaving it until that date to alter the law rather 
than put. in an illusory figure which might lead to 
attempts to create the wrong sort of bill. 

.‘SOU. The latter consideration is no doubt very 
important. Sir Henry Strakosch’s third question 
is: Would Sir Basil Blackett see any objection to 
giving Bills of Exchange first rank by permitting 


up to 40 per cent, of the note-issue being covered 
by Bills of Exchange, the cover by Government of 
India securities boing limitod to an amount equal 
to any deficiency iu the holding of Bills below 40 
per cent . P —There is of course the objection that 1 
have already given that 'you do not want to hold 
out visions of a system that you do not see working; 
with the possible result of the creation of the wrong 
sort of trade bill. Other reasons of course would 
bo that at any rate at the time of tho introduction 
you do want in order to reduce the cost of the transi- 
tion to the Indian Rudgct to be able to place a con- 
siderable quantity of Government securities in the 
reserves to cover the nominal Iohh incurred by the 
sale of rupees. 

304. (Sir Henry Strakoxch.) Would not the Im- 
perial Bank, when Bills are presented, be particu- 
larly careful to see that the hills ure of a quality 
which is suitable as cover to notes ? — The trouble is 
that if tho Imperiul Rank did that, it W'ould hardly 
lie able to use the existing facilities for borrowing 
oven up to the total of 12 crores. it is careful 
of course to see thut the Rills against which it 
borrows are not entirely of the wrong sort. But os 
1 said, it bad to go out of its way to invent bills 
of the right sort which do not normally exist and 
to encourage its clients who had cash credits to 
convert into hundis by offering to pay stamp duty. 
That is the essential difficulty. India being at 
present what it is, you cannot contemplate the Bill 
of Exchange taking tliu place that is assigned to it 
in tho financial system which Sir Henry Strakosch 
rightly regards us most desirable. 

305. What I am particularly anxious to avoid is to 
set a max imp m for the most desirable security against 
tho iioto-issuo. If it is a fact that there are not 
sufficient bills available certainly at first, then the 
Government of India securities will still bulk very 
largely as a cover, and, as tho habit of drawing 
Bills increases, so gradually tho Government securi- 
ties recede. If wo tako the nature of the chock that 
would he put upon tho quality of Bills by the Im- 
perial Rank and tho Nlowness of introducing tho 
new habit, would that not be sufficient to eliminate 
tho maxi mu m w'hich j T ou havo set P I appreciate the 
point, but it does not seem to mo to be probuble 
that within a generation you would bo able to use 
self-liquidating bills of exchange, internal bills of 
exchange, to the extent suggested. It would he quite 
possible no doubt by merely a nominal change in the 
finance to leave a wider margin, but l do attach 
importance to not holding out hopes of doing that 
prematurely. 

30(5. (Chairman.) I have followed your objection to 
that as being that when you specify a maximum, 
according to the old rule it is apt to become a mini- 
mum ; and if it became a minimum, and if it is used 
as a working mini mum that might tend to create the 
acceptance by the Bank of bills not of the highest 
typeP —Yes. 

307. Continuing Sir Henry’s question on another 
aspect, you are no doubt aware of the provision in 
tho more modern Central Rank Statutes that demand 
liabilities of the Rank are required to be covered 
by a minimum reserve varying from 35 to 40 per 
cent. Do you not consider it desirable that a similar 
provision should be introduced in the reserve pro- 
visions of the Imperial RankP — That 1 think raises 
the very interesting general question of tho form in 
which the issuing Bunk should keep its statu- 
tory published statements. The English system 
is to have u separation between the hanking 
and the issue departments. Under the English 
system there are statutory rules in regard to 
the composition of the cover for notes issued by 
the Issue Department, hut the extent to which cash 
is kept to cover demand liabilities in the banking 
department is left to the unfettered discretion of the 
Bank Court. As I gather, the suggestion here is 
that in addition to tlio rules regarding the propor- 
tions or amounts in which the cover against the 
notes issued is to be kept, there should be ruleB 
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requiring the bank to keep a minimum cash cover for 
its liabilities other than its capital and reserves. 

398. (Sir Henry Stmkosch.) May I say that 1 had 
in mind not domestic cosh, but gold or gold securi- 
ties in our 01180 ? — 1 have always had a preference lor 
the separation of tlio issue department and the bank- 
ing department in the form in which the Hank of 
England's statutory return is kept and 1 have also a 
preference for not fettering the discretion of the 
hunk as to the nuturo and the amount of the cover 
they keep for their demand liabilities, it seems to 
mo that if you lay down a rule that .*15 per cent, 
has always to be kept us a minimum against demand 
liabilities you do more or less immobilise that 
amount of reserve and encourage the view that the 
reserve is to be looked at and is not to be used. 
Thu Federal Reserve System of the United States 
has of course very elaborate rules on this point. 1 
confess they always seem to me to have boon imagined 
out of the misconception that the greatest danger 
is the habit of a banker Lo run up demand liabilities 
and not to provide cash against it. The natural 
result wus that in America, where that had been 
the danger to guard against in the case of small 
banks throughout the (xiuutry, it led to the belief, 
which was quite common, if 1 may judge by the news- 
paper and other articles that appearud in the United 
Stutes whon the Federal Reserve System was being 
started, that a bank was never really safe unless 
it kept 100 per cent, of the liabilities in cash. 1 
should not personally fuel attracted by the idea of 
luying down a statutory provision that cither the 
Imperial Bank or any other bank in India must 
keep as a minimum 35 per cent, of its liabilities in 
certain forms. 

309. (Chairman.) Would it or would it not meet 
the case that your objection to the proposal on the 
ground that it tends to immobilise the reserve is 
to some extent met by the system permitting an 
extension of the note-issue under conditions as to 
tax in times of pressure on tho currency? — -That is 
the suggestion I have myself put forward, hut that 
is in respect of a cover against tho note-issue, and 
it is rathor a different question from tho one which 
Sir Henry Strakoscli was putting in respect of cover 
against demand liabilities. 

310. That is first what T was trying to clear my 
mind about. Would that not react on the pro- 
1 Kir lion of the amount of deposit liabilities ami 
reserve P- If you have rules ns regards the propor- 
tion and the amount of the assets that you hold 
against tho note-issue, you do got an immediate 
reaction in the banking department on the amount 
of the cash or cover held against demand liabilities. 
As demand liabilities increase, a prudent manager 
of a bank wants to increase his cash. The normal 
way in which it is donn in tho case of a hank of 
issue is by an additional transfer of notes from the 
issue department to the banking department, and you 
require larger cover in your issue department and 
you hold funds in cash in tho hanking department. 

311. (Sir Henry Strakosch.) Is it correct to say 
that that reserve is a precautionary measure for ii 
possible sudden increase in the note circulation, the 
deposits being potential currency, and in times of 
crisis these doposits become suddenly increased and 
withdrawn in notes when these notes would be re- 
quired to be covered by the prescribed reserves. It 
is therefore really a precautionary measure for a 
possible sudden increase in the circulation? — 1 
accept that. It is, of course, ulso a precautionary 
measure against any tendency on the part of tho 
hunk to make advances or create demand liabilities 
against itself without providing sufficient cash 
against them. The real truth to my mind is that 
you want to see for a central bank two different 
sets of accounts, one for the issue department sepa- 
rate from the Banking department, on tho British 
lines, and then another with the two amalgamated. 
When I was at tho Treasury I used to keep regu- 
larly a Bank of England return drawn upon Con- 
tinental lines. It is now published every week very 


much in that form in the Economic Review of the 
foreign Press. But my objection i think, the 
essence of my objection such us it is, is to the sug- 
gestion to have a statutory figure for tile mini mum 
cover for demand liabilities. That is imposing a 
limitation oil the discretion of the bunker in caws 
where he can act better if left to his own discretion. 

312. You agree tho central hank has to he par- 
ticularly cautious and to see further ahead than 
a <x>mmcrcinl hank?— -I agree, hut at the same time 
I. think one dues want 1u ho careful not to pander 
lo 1 lie popular belief that a reserve i* (.here only 
to be looked at and not to be used. That is the 
effect of laying down a minimum. 

313. (Chiiinium.) Continuing -Sir Henry Strsv- 
koseh's questions oil another point, you propose that 
special provisions should bo made for tlio Imperial 
Bank to uiulertake to supply the funds required by 
the Cover n incut of India in London. Have you in 
mind a binding engagement to effect the transfer 
at the prescribed exchange rate? - The suggestion 
in that the bank should enter into an agreement 
with the Cover ii men t of India to supply sterling 
month by month, not at a prescrilied rate, not at a 
single rate prescribed in advances but at some rate 
for which various alternatives are suggested, the 
one favoured being the market rate of the preceding 
month. We had in mind that the Imperial Bank 
might onlcr into something in the nature of a con- 
tract for a period probably terminable at short, 
notice to supply all remittance required at that rate, 
it being of course understood it would be obligatory 
on the part of those who require money to give 
ample notice of the amounts likely to he wanted. 
Then, subject t.o any provision us to the termination 
of the arrangements it would he an obligation on 
the bank to carry out these transact ions. 

314. Subject to any provision as to llic termina- 
tion of the arrangement, it would he an obligation 
on the hank to carry out these transactions?-- Yes. 
that is what is suggested. 

315. That leads to the next question. Do you 
t Ii ink Lliat the hank can safely enter into sueli an 
engagement? To make clear the meaning of that 
question L will ask at the sainu time, would such a 
provision not mean giving the Government of India 
a preference in the mat-Ler of remittances as against 
the general public? As regards the rules suggested 
there is no suggestion of preference. That w'ould 
lie merely for convenience. You might alternatively 
take Hie market rate of the day of the transaction. 
Is the suggestion that the Government of India 
would have the first (‘all on a possibly limited supply ? 

31ft. Precisely. Tf then* was not enough to go 
round, the Government of India would get it all 
and tlio public would get none?— Yes, if there was 
not enough. 

317. (Sir Henry Nlrtikusch.) You might, by using 
persuasion, get the general public under such an 
arrangement to postpone their remittances in order 
to enable tlio Imperial Bank to meet the contraeLual 
requirements of the Government? The public have 
rs^hy/iutheri a right under any of the systems ndiim- 
hruted here to take rupees lo the Imperial Bank 
and gut sterling at a fixed rate and at a minimum 
rate and that right is unlimited. 

318. But why should the (Jo vein men t not rely upon 
that condition P— Tn fact the Government can only 
got sterling in London provided they pay for it in 
India. There is no suggestion that the sterling 
should ho advanced to the (Jovorniiient, it is against 
payment in India. 

319. 1 appreciate that. But you just said that., 
if the supply of sterling is not sufficient, the system 
would break down. You suggest, by that that the 
public should ho content to roly upon tho winditions 
laid dow r n under the statute that tho bank boa to 
maintain exchange within the gold points. Why 
should not the Government also be satisfied with 
that consideration, and why should the Government 
need to muke a special contract? - I do not think 
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them is any suggestion that inonuy should be re- 
served to the Government. The bank’s obligation 
to supply exchange at tlio gold x>oint is unlimited, 
provided it is paid l'ur in internal currency. The 
fact remains that the Government require remit- 
tances which are a very large figure in proportion 
to the total ouch year. You might, instead of this 
arrangement, have ail arrangement corresponding 
to lho present ouo by which Government bought 
in the market and sold Bills in London. 1 do not 
see that would put the bank in a better position 
than this arrangement. The bank would know better 
where they wore under this arrangement than if 
the Government were doing its exchange business on 
its own account independently of the bank, though 
it is an alternative that might be adopted if pre- 
ferred. 

320. Tho impression upon the general public would 
bo that there is u scarcity of foreign exchange, that 
the supply of the Imperial Bank might run dry 
by supplying the Government with exchan go instead 
of the public, and in the circums Lances, would it 
not bo bettor to omit this special provision in tho 
contract ? — Jf this special provision, which is only 
put forward for consideration, were omitted, I think 
it would be im]>ortant that you should have some 
definite understanding as between the Government 
and the bank os to the methods by which they are 
to secure tho very largo amount of sterling which 
they require annually. Tho trouble, of course, is 
that at some stage every now and again, the question 
of borrowing by the Government in Ismdon in order 
to prevent the demand for exchange exceeding the 
available supply will arisu under any system, and 
on that point the Imperial Bank and the Govern- 
ment ^ ill have to fight it out. That must anyhuw 
happen. Not that they would necessarily disagree, 
but that is the position, especially if tho Govern- 
ment is engaged in financing a capital programme 
of tho kind that is before the Government of hidiu 
for tho next generation. 

321. Would it, therefore, not be sufficient to say 
in the agreement that the Imperial Hank should- 
undertake to purchase sterling exchange on behalf 
of the Government? — If tliat was divided Lo lie the 
bettor method of dealing with this difficulty, 1 should 
have no objection. But 1 should have thought the 
hank itself would like to he protected by some con- 
tract of this sort. 

322. (Mr. Preston.) Tf the hank givos you a con- 
tract of a monopoly right and supposing that it 
worked on average monthly requirements, would 
that not put it in the position of gambling in ex- 
change?- An exchange bank is always in the posi- 
tion of being able, if it wants to, to gamble in 
exchange — nob necessarily to its profit. But 1 don’t 
think this would he an encouragement to uny1>ody 
to gamble nor that the Imperial Bank would desire 
to gamble. 

323. (Sir Henry Strakoseh.) Moreover, under the 
sterling exchange standard, sterling would he one 
of the reserves of tho lmnk? — Quite. 

324. Therefore, tho holding of sterling would not 
he a gamble hut would ho the holdiug of a very 
desirable asset lo he set against the note-issue? — 
The Bank would obviously have to regulate its 
holding of sterling with reference to its knowledge 
of the demands that are going to he made for ster- 
ling by ono of its biggest customers, namely, the 
Government, ft must be desirable to give as ranch 
notice as you can of tho time and amount of those 
requirements as far ahead as may reasonably be 
arranged. This suggestion was made as much from 
tho point of view of the Bank as from that of the 
Government. 

325. (Sir Pnrshotamdas Thakwrdas.) In para- 
graph 0 of Mr. Denning's memorandum regaiding 
transfer of management, it is stated, ** if, there- 
fore, the ' Imperial Bank is to be given control of 
the note-issue and the Paper Currency Reserve, it 
must take, at any rata, a part of tho responsibility 
for the maintenance of exchange and for tho remit- 


tance to London of the starling requirements of 
Government. 11 It indicates that you expout the 
Bank at least in part to take tho responsibility for 
the maintenance of exchange. The Bank trans- 
fers tho funds, therefore, at the minimum rate of 
the day or of the previous month? — It is a small 
part in a way of tho bigger responsibility that is 
suggested being put on the Bank, namely, of under- 
taking always to give sterling exchango or exchange 
at the gold point und if it is going to undertake 
that obligation, 1 think it would naturally ask that 
it should bo in possession of as much knowledge and 
control as may reasonably bo given lo it with regard 
to tiie requirements of a particularly large remitter. 

320. Does it not actually lead to temptation under 
(certain circumstances to gamble in exchange? — I do 
nob think so. It lias got to have very considerable 
control- ovor exchange if it is to manage tho cur- 
rency system, because it will have to regulate tho 
amount of its sterling holdings and its holding of 
foreign Bills, to use the wider phrase, with refer- 
ence to the demands on tho exchange from time to 
Limo. it is after all a responsibility that is under- 
taken by every central Bank. 

327. That is transferring tho control of operations 
in exchange from the Finance Department to the 
Imperial Bank?— That is very much what it comes 
to. 

328. In paragraph 8 of Mr. Denning's memo- 
randum on a Gold Standard for India, you have 
this: <f Undoubtedly, the idcul to bo aimed at is 
lho system now in foreo in Great Britain under 
which the not© is tlio solo full legal tender in circu- 
lation, and the gold value of sterling is stabilised 
by tlio statutory obligation imposed oil the Bank of 
England Lo buy and sell gold nt rales corresponding 
roughly to the par of exchange.’ 1 Is tliat system 
likely to be feasible in Tiuliu with tho Imperial 
Bank? -That is, 1 think, very much the system 
which is suggested as tho first stngi> in purugruph 
10 of the same memorandum in the programme of 
the advance towards the gold standard. 

320. Does tho system in vogue in the Bunk of 
England carry with it any responsibility to main- 
tain exchange? — Certainly it does. It carries this 
responsibility, that the Bank of England has to 
work its discount policy mid its credit policy very 
carefully in order to maintain its statutory reserves 
and still he able to give gold for export at tho gold 
point. 

330. Why do you not rely on tlio Imperial Bunk 
in tho same way instead of making it responsible 
for the maintenance of the exchange? I do not 
think there is any suggestion that we have made to 
the contrary. The responsibility of the Imperial 
Bank will bo exactly the same as the responsibility 
of the Bank of England. 

331 v If you think that is feasible with the Impe- 
rial Bank, why do you saddle them with any 
responsibility to maintain exchange? — That is only 
another way of putting the same thing. The 
responsibility is the liability to give gold or sterling 
or whatever it may be or to buy and sell gold or 
foreign exchange at fixed rates. That is the 
responsibility that is given to it. When you say 
that you are giving it responsibility for the main- 
tenance of exchange, it is only meant to say the 
same thing in other wordB. L look upon that as 
involving the responsibility for the maintenance of 
exchange. 

332. ft amounts to the same thing ns the responsi- 
bility of tlio Bank of England in buying gold? • 
Yes. 

333. (Chairman.) ThiB will lead us to a discussion 
of the gold exchange standard in comparison with 
the sterling exchange standard with which we are 
at present dealing, so that I think it would be con- 
venient if we conclude the questions on the sterling 
exchange standard and then resume the discussion 
which you have just raised in connection with a 
fuller discussion of the gold exchange standard. 
The last of the series of questions which I anf ask- 
ing on behalf of Sir Henry Strakoseh deals with 
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another aspect, vis., would it not be preferable to 
express the Deserve requirements in percentages 
of the Note issue rather than in fixed amounts ? — 
It is largely a matter of individual preference which 
form you take. There are objections 1 always feel 
to expressing the amount of gold, for instance, that 
is to be held in a note reserve in the form abso- 
lutely of a percentage proportion as, for exumple, 
is done no doubt in the United Slates and othor 
places. Because, it moans that at the point when 
you are getting near the minimum percentage, a 
withdrawal of a lakh of rupcos in gold compels you 
lo force a larger contraction of the currency. 
Suppose the proportion is .'13; you would force a 
reduction of 3 lakhs in the outstanding circula- 
tion for every lakh if you withdraw any gold at 
that stage, it means that it tends to make con- 
traction rather violunt and extension rather too 
easy as compared with a fixed minimum above which 
you get an addition or contraction of ono rupee 
of circulation for one rupeo of cover. 

334. (Sir Henry Strakosch.) But in fact, that 
would be the case any way, oven if you express it 
in a different way— for instance, if the Bank feeds 
that a reduction of the reserve requires a measure 
to lie taken ? — In fact, it is very nearly so. But 
thn Bank has a liLLle tnoro elasticity as to tho 
moment of its action if it is gutting near its mini- 
mum fixed figure. It no doubt docs take very active 
steps in any case, but when it is getting down to its 
minimum it does not have to reduce 3 lakhs of circu- 
lation for every lakh that goes out, but only one 
lakh. 

335. But do you not agree that it is a good thing 
for the public to appreciate what tho Bank return 
really means and take warning of a reduction in the 
reserve percentages when they appear in the Bank 
return?- I attach very great importance to having a 
currency system which is reasonably intelligible to a 
fairly large circle. But 1 am not sure that a pro- 
portion is any more intelligible than a fixed figure. 

336. J&xccpt to this extent, that ouu presents tho 
matter in a mure concise form to the public than if 
the public had to work out the reserve rutin itself, 
which, L believe, is almost instinctively done? — In 
Kugluiid we have not got proportions, and it is done 
instinctively. You have only to add and subtract, 
Imt not multiply. I think tliu only real answer is 
that 1 have a personal preference for the fixed mini- 
mum rather than the percentage method throughout, 
hut there are advantages and disadvantages in both 
methods, and it must ultimately be u question of a 
balancing of those advantages. 

•137. (Chairman.) Is not the objection that you 
advanced with regard to tho forced redemption of 
the currency met by the mechauism us to tho exten- 
sion under tax to a higher limit?- -That applies under 
either alternative. 

338. (Sir Reginald Mant.) With regard to the ques- 
tion of fixed amounts, is it not one objection that it 
requires legislation to change the fixed amount? 
They do periodically require readjustment as the 
note issue increases? — Yes; that is possibly an 
objection. But at the same time it may possibly be 
advantageous in requiring the matter to come before 
the legislature from timo to timo. Sir Reginald 
Mant is no doubt thinking of the position before tho 
war, under which the total of tho Government 
securities in the paper currency reserve hnd to ho 
altered by an act of the legislature from time to 
time, whereas it might have been reasonable to give 
a proportion right through and avoid that legisla- 
tion. 1 have endeavoured to meet some of theso 
difficulties in my plan by making the gold figure a 
minimum. I have endeavoured to make my system 
flexible by leaving the amount of sterling securities 
and rupee securities othor than Government of India 
securities variable within the figures available. But 
I think I should answer Sir Reginald Mant in much 
the same way as I answered Sir Henry Strakosch, 
that there are both advantages and disadvantages in 


having tho matter come periodically before the 
legislature for altering the fixed figure. 

339. To come back to tho amount of rupees that 
you think should be held in tho reserve, you suggest 
that, normally, the reserve should not be allowed to 
exceed 50 crures, but it should bo laid down ihat 
under no circumstances should the rupees so hold 
exceed cue-third of tho loLul liabilities. What would 
happen if this limit is exceeded? Will the Bank 
be compelled Lo melt down the excess and sell it as 
bullion P— That is what is suggested, that the Bank 
would have to have it melted and sold as bullion, 
hut would at the same timo have a right to withdraw 
one rupee from the amount of oo\er required for 
c\ery four that you melt down. 

3-R). Whatever the strength uf the silver market, 
there would be sales of silver?- Or they would have, 
temporarily, to hold it as part of the cash in the 
Bank, it ought not to bo a frequent occurrence. 

34J. Would it not be reasonable to allow the Bunk 
in those circumstances to hold rupees in the currency 
reserve by decreasing tho amount of the rupee 
securities? — It would, J think, possibly he a way of 
solving these difficulties which might periodically 
arise. But the objection to that in the actual form 
would be that if the price they pay to the Govern- 
ment for the right of note issue depended, aiming 
other things, on the amount of their rupee securities 
and the interest thereon, they would then lie bolding 
these surplus rupees at the expense of the Govern- 
ment. If the result was to reduce the amount of 
their rupee securities they would pay a lesser amount 
to the Government in consideration of their monopoly 
of note issue. Jt depends on the terms on which the 
profits of the note issue are accounted for by th«- 
Bank to the Government. If you had a formula 
which did not depend on tho amount of the rupee 
securities or the amount of tho invested portion of 
the reserve, or if you included silver above a certain 
point as part of the invested portion of the reserve, 
then it would be at the expense of the Bank and not 
at the expense of tho Government. 

342. Apart from that difficulty of profits of in- 
vestment, would there be any objection to having n 
limit simply to rupees and rupee securities instead 
of one limit for rupees and tho other for rupee 
securities? Of course, there is the economic side of 
that objection. 1 was giving it from the budgetary 
point of view -the loss to the Government revenue; 
but there is also tho economic loss to India from 
the holding of ail unnecessarily hirgu amount of 
bullion; nnd if the Bank chose to carry 100 or J5(l 
crores of rupees, you would have the loss on that 
on the capital spending power uf India. 

•‘143. But we are assuming that tho market was 
not available and the rupees had to lie carried?- ■ 
Tho rupcos have either to be carried or sold. If 
you carry them, you Jose the interest and if you 
sell them, you make a capital loss at an inconvenient 
time. It is always difficult to know whether it is 
wise to take that loss or nut. It is a problem 
before the Government and before this Commission 
at present whether we are wise in carrying as large 
a rupeo reserve as IK) crores, or whether it is wist! 
to sell soiuo of that even ut a capital loss on tho 
ground That you would get in place of hoarded 
bullion some productive capital investment. Tho 
object of this provision was. I think, to put a coriain 
amount of penally on tho Bank for unwisely risking 
the position in which them were ton many rupees 
in circulation. 

344. But could they not have avoided it to some 
extent by ulloring their credit policy? They could 
avoid it to some extent if they altered their credit, 
policy and also it will probably be a question of 
how comfortable thoy choose to keep themselves 
Against tho possible risks of sudden demands for 
rupees. If they relied rather on coinage when oxtra 
rupees are clearly required tliun on carrying a largo 
reserve all tho time, they are less likely to overtop 
tho maximum. I think some provision is required 
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to prevent the eas 3 T method of getting rupees coined 
ex majori cauiela. 

345. When the mluiidiint rupees have been 
absorbed this difficulty is not likely to arise P- -It 
is with a view to the future rather than the present. 
One recognises that there are too many rupees for 
any reasonable reserve requirements at the present 
moment. One of my suggestions is that the 
On vern menf. of India should take IS crores rigliL 
oil. L think you would certainly have to add to 
what I have said here, that the condition that the 
rupees should not exceed one-third of the total could 
not come into force until such a time, at any rate, 
us there has been a fall of silver to below 40. That 
would be meroly a temporary arrangement. I agree 
there is a risk in the next year or two even il' 
these 18 crores are taken off by the Government of 
India. A further return of rupees from circulation 
might take the figure above the proportion. I was 
legislating for the future when tilings are normal. 

346. (Sir Henry Stnilnsch.) May I ask whether 
the inducement to issue an undue amount of rupees 
is not greater so far as the Government is concerned 
than the Bank, and would it, for that reason, not 
he advisable to limit the issue of rupees coined by 
a provision that an addition l» the rupee coin 
currency should only he marie at the request of the 
Imperial Bank!' - I would weleonie that condition. I 
think it was implied though it was not stated. 

317. Of course, a seigniorage profit might be 
particularly attractive? — That condition was implied, 
though at the sumo time the seigniorage is not 
particularly attractive to the Government in this 
arrangement, because they have to supply the value 
of one rupee out of every four for the reserve. Hut 
there has been, 1 think, in the past a tendency to 
coin rupees with some undue freedom though not 
for the sake of the seigniorage. It went to the gold 
standard reserve ami not to the Government's 
revenue. 

348. ( Sir Jteyinald Muni.) Would it Hear up the 
arrangements you have in mind if they are put. this 
way. At present, as you know, the Government 
remits freely when there is a strong exchange. What 
would he the arrangements in future; would they 
he in a position to take advantage of the si length 
of the market, or would they only have to ailjnst 
the budget, and would they only get their require- 
ments from month to month? Our suggestion is 
that they should not keep any balance in Tiondon 
of any considerable size except for the purpose of 
their monthly requirements. I think the present 
position is largely a matter of chance* there is a 
profit from the point of view of the Government 
revenue* lroiu remittance at an earlier date, not 
merely because they cun take advantage of tin? 
favourable exchange, hut still more because they do 
not get interest from the? Imperial Hank on their 
balances in Tndia and they do get interest oil any- 
thing they send to London and lend out. 1 think 
that is an adventitious circumstance which was 
hardly in view when the Imperial Bank took on its 
present contract. It has no kind of saemsinotity. 

341). You mean to say Government would lose and 
the Bank would gain by a change in the arrange- 
ment? That is one of the things that would huvu 
to bo taken into consideration in any new arrange- 
ments foi payment by the Government to the Hank 
nr l»y the Hank to the Government for services 
rendered. It is undoubtedly u point in which there 
would he additional possible profit to the Bank, and 
it will have to he taken into consideration in the 
arrangement between the Bank and the Government. 
But of course if the Bank is to be responsible for 
the major question, namely, the maintenance of the 
gold points for the exchange, I think, they must 
have some means of controlling the action of 
Government in regard to remittance for Govern- 
ment's own purposes. The Government could hardly 
come down on the exchange market at the maximum 
and remit the whole year's requirements or try to 


remit the whole year’s requirements and expect the 
Bank to take the consequences. 

350. No, 1 do not think they would ? — The arrange- 
ment can bo inado without any net loss to 
Government. Of course this will be taken into 
account in the general arrangements between the 
Hunk and Government. 

351. Government would not then lose interest on 
the whole?— It might or it might not. 1 think it 
will bo true to say that the tendency might be 
for them not to get such favourable rates and to 
lose some small amount in interest. 

352. The Bank will gain by having larger sums 
of Government, balances instead of their being re- 
mitted to London?- Of course, the size of the 
Govorumeiit hulunee* partly depends on the re- 
mittance policy, for example, remittances made as 
against the paper currency and additions made in 
the Government balance against sterling. But it 
would perhups tend either to increase the totul 
amounts of the Government balance in India and 
reduce the amount in London or to economise the 
Government balance altogether. In the latter case 
the Government would get a return and the Bunk 
would not get it. It is a point which will have 
to he taken into consideration with reference to the 
question of remuneration. 

353. (Sir Henry Slrakosch.) Would not the point 
be met by giving the Government all surplus profits 
of the Hank after paying a moderate dividend to 
the shareholders? 1 think that question will have 
to he put to the shareholders of the Bank. As 1 
said yesterday, the Government take no share in the 
profits of the Bank at present. One of the possible 
methods of arriving at a solution of the really 
difficult problems which will arise when the Com- 
mission is ready to deal with them is for the 
Government to lake a share. 

.'154. (i Chairman .) Let us now pass to the gold 
exchange standard. The mechanism is, generally 
speaking, the same. It will therefore he possible to 
doul quite briefly with the gold exchange standard, 
dealing in fact with the differences between the two 
standards. In the first place do you consider it an 
essential feature of the gold exchange standard that 
gold coin should lie put into circulation ? — No. It 
is Jiot an essential feature, either of a theoretical 
gold exchange standard or even a theoretical gold 
standard. 

355. It has commonly been regarded as the central 
feature in the past, but that you ascribe to the cir- 
cumstance that a complete apprehension of the gold 
exchange standard has not been arrived at?--*Yes. 
That was the Victorian view of the gold standard. 

356. Supposing anyone were to recommend the 
adoption of n gold exchange standurd, one might 
eliminate any npewssity for considering means for 
promoting the circulation of goldP — In theory, I 
think the circulation of gold coin in any form is 
wasteful and undesirable. The difficulty is to satisfy 
the public with a currency system in any country in 
which they are refused gold coin. 

357. That is one of the chief considerations, but it 
is not an essential feature P— I agree that it is not 
an essential feature of the gold exchange standard 
that there should he a gold currency in circulation. 

358. That is a consideration which perhaps will be 
more conveniently dealt with in connection with the 
gold standard? — Yes. 

359. if it is not ail essential feature, and if gold 
coin were not put into circulation, would the gold 
exchange standard he more expensive than the 
sterling exchange ? — I think so. Because you will 
have an additional liubilily to provide gold in 
certain circumstances for external purposes us well 
as sterling and you would certainly have to keep, 
gold: theoretically you need not keep gold in your 
reserve in a sterling exchange standard, but in prac- 
tice it will be difficult to set up such a system with 
no gold from the point of view of popular opinion 
both in India nml in England. I think even the 
Bank of England would dislike such a system. A 
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system whore there is no gold will not he liked by 
anybody. Apart from that the gold exchange 
standard does necessarily involve keeping m: 
important proportion of tlio reserve in gold. 

360. Assuming that in practice you must keep 
some of the reserves in gold under the sterling 
exchange standard, would it bo necessary to keep a 
higher proportion under the gold exchange standard; 
— Yes, because you only want your gold under the 
sterling exchange standard, and it is in effect kept 
only, in order to assist the Bank of England in 
maintaining the convertibility of sterling into gold. 
Under the gold exchange standard, gold is kept to 
protect India against the liability of having to deal 
with a situation in which sterling has gone away from 
parity with gold. Gold is needed in view of your 
obligation to maintain the convertibility of your 
rupee into full value currency in any country in 
which gold is uctually on a par with the local 
currency. 

361. Would not what was ad«5quntc for the first 
purpose, i.e., under the sterling exchange standard, 
he adequate also for the second purpose under the 
gold exchango standard? Yes. 

362. Oil what assumption are you saying so?- 1 
think you could say that gold is unnecessary only- 
on the assumption that the probability of sterling 
departing from parity with gold is so remote that you 
new! keep no reserve against it. 

363. What order of difference between llio two 
amounts do you contemplate for the two purposes? 
■ One wants to have it clear what the liability's you 
undertake would lie — it would, I suppose, be to main- 
tain the parity of the rupee with sterling, or say, 
the currency of Amsterdam, the florin or the Ameri- 
can dollar, whichever of these three did not depart 
from gold. I assume for the moment that you do not 
want gold for circulation in Tndia. Tn order to do 
that, you should not rely solely on sterling securities. 
T do not think you ought even to rely on sterling 
securities plus gold, hut you would probably have to 
hold 40 or 50 crores in gold, which you would other- 
wise have been able to hold in sterling securities. 

364. You mean an additional 40 or 50 crores?-- 
No. T mean 40 or 50 crores of gold in addition to 
sterling dollar or florin hills — of course, in all these 
things one is in a theoretical region — boenuse it is 
extremely difficult for tbe Government of Tndia and 
might be difficult for the Imperial Bank to manage 
a system of this sort though it is n system which is 
managed by the Central Banks on the Continent, at 
the present timo and though they keep in their port- 
folios bills of various gold standard countries. 

365. Agreeing that it is theoretically sound to keep 
the reserve in, say, dollars or in the coinage of other 
gold standard countries, what is the necessity then of 
keeping any further balances in actual gold at all? 
— I suppose even in a theoretical sense yon want to 
provide against the contingency that every other 
currency has gone off parity with gold and still you 
are gold. Tt is a remote region but that I think 
is essential. 

366. When one is considering the practical neces- 
sity, both from the point of view of working the 
exchango and of public estimation, does not it make 
it a necessity to keep the geld balance in addition 
to the foreign currencies? - Tn practice most of the 
countries who are in a similar position do the same. 
F suppose one would perhaps he safe if one had. a 
iwrtfolio containing American Dollar, Dutch florin, 
and German and sterling bills even if there was no 
gold. 

367. (Sir Henry Strakosch .) I observe Mr. Don- 
ning's proposal does not provide for gold to be given 
in exchange for rupees but for foreign exchange. 
Therefore ho does not contemplate any holding of 
gold, or rather he does not contemplate the obliga- 
tion of the Imperial Bank to give gold for rupees 
but merely foreign exchange?— I do not suggest that 
gold is absolutely necessary, but Mr. Denning's pro- 
posal does suggest that gold will be required in his 
reserve. 


368. His reserve provides for a minimum holding 
of gold? — Yes, but if you look at tbe provisions, be 
makes with regard to the establishment of a gold 
exchange standard you will see ho merely suggests 
in bis memorandum, under clause 7, sub-section 
(1)) that all bank notes should be payable on 
demand in rupee's or foreign exchange at the option 
of the presenter; that the currency of the country 
would consist of (n) overvalued silver rupees con- 
vertible into foreign exchange which would be the 
equivalent of gold and ( b ) notes convertible into 
silver rupees or foreign exchange a.s above. 

36!). That is tbe whole obligation? Yes. 

370. Therefore would it not be better to say that 
it is not essential under a gold exchange standard 
to hold gold or undertake to give gold for domestic 
currency, but that it would nevertheless be advis- 
able to hold gold so ns to avoid tin* ill-effects of re- 
leasing at ail inopportune moment tbe great amount 
of securities that might lie held in the form of bills 
on gold standard countries in which those securities 
are payable? — T accept that statement : under 
neither system, the sterling exchange standard nor 
the gold exchange standard is tbe bolding of actual 
gold absolutely essential. But some bolding will pro- 
bably bo dedred or desirable in both cases, and it 
would be a larger one in the second ease. 

371. (Chairman.) T should like to ask you one 
more question on this point.. Supposing under the 
gold exchange standard system or indeed under the 
sterling exchange standard, you were to hold part 
of the reserve in gold, in what form do yon propose 
it .should bo held and in what manner should it he 
used? — You mean tbe location, and in what form, 
either bullion or coin? 

372. Yes, and in what way should it be used. How 
should it. be brought into account? — The probability 
is that you will in fact continue to bold it long after 
you have failed to remain on the gold exchange 
standard in ease of a crisis. Theoretically you hold 
it T think in order to assist you to liquidate your 
securities at a time of difficulty, so that von may 
not he forced to sell at a considerable loss when the 
market could not absorb them or might assist that 
market to absorb them by releasing a certain amount 
of gold that would enable it to absorb some of your 
securities at a better price. 

373. Under what renditions will the public Ik* 
able to obtain jHissession of that gold? — It would 
not be the public itself. The public itself will not 
have any claim to llmt gold. They will have a claim 
to be able to convert your rupees or notes into Ihe 
currency of some other country which lias not de- 
parted from tbe gold standard and see that their 
currency is at par with gold. Certainly it might 
l>o desirable to give the Batik an option of giving 
gold instead of foreign exchange. That will make 
the reserve a little bit moro useful. 

374. You would not cover it by an acceptance on 
the part of the Bank to give gold against internal 
currency ? — No. 

375. Would it be possible to frame conditions which 
would ensure that the gold is used for the purposes 
of export? — I think it would he very difficult, unless 
your application of the system took the form of giv- 
ing gold in some non-Indian Port, i.e., in some gold 
standard country. 

376. Where does the difficulty lie? Would it ho a 
danger of gold being exported to some neighbouring 
country and reimported?- I suppose it would be pos- 
sible so to draw a statute that there is no liability 
to treat a port in say, Kathiawar, as a port to whirh 
you could export gold from Bombay; presumably 
that could be avoided. You would have difficulties 
in laying down exactly what constitutes the export 
of gold unless you have a simple rule that delivery 
of gold is made in Europe or America. 

377. Tt might be necessary that the Bank itself 
should be the actual shipper?— Yes. It seems always 
difficult to enforce a rule that gold is given only for 
export. T understand it is not so in England. 1 
do not think there is a rulo at present that gold is 
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given only for export. I wan under the impression 
Mint it is only for export but I was looking nt tlu? 
statute tlio other day, and I could not sets any limi- 
tation. 

378. (Sir Henry Strakosch.) T think that limita- 
tion conies to nn end at the end of this yoar? — Yon 
cannot got gold coin but you can get gold bullion, 
either for export or for internal use. 

370. (Mr. Preston.) You can obtain gold bullion 
ami then you nan exchange your gold bullion for 
coin. That is how wo aro supplying India now. For 
the time being we can buy gold either in the London 
market or Now York, but the bank reserves to it- 
self the right of saying, “ I am not going to give 
more sovereigns ” it reserves to itself, the right to 
withdraw that facility. 

380. (Sir Tteqinnhl Mant.) You said, Sir Basil, that 

for the sterling exchange standard it is not necessary 
theoretically lo keep actual gold, hut in practice the 
Bank of England might require us to keep gold to 
support sterling. Do you think that the Rank of 
England can reasonably require ns to keep gold in 
support of sterling. Do not other countries such as 
Japan hold sterling securities to support their ex- 
change? They do in practice hold considerable 
amounts of gold in addition to securities both in 
England and America. As a matter of practice they 
do so, and I had in mind one of the resolutions of 
the Genoa Conference, that is the resolution 11 of 
the Genoa Conference on Currency. Tt is suggest**! 
1-hat. ono of the conditions of a country participating 
in the Convention of international exchange standard 
countries would be the maintenance of currency at 
its gold value by the provision of an adequate asset, 
not necessarily gold. Tt is further suggested that 
certain of the participating countries will establish 
a free market in gold and then become gold centres, 
and it is suggested that participation in the con- 
vention would be conditional on cither the keeping 
of some gold reserves or the payment by tlio parti- 
cipating countries of somo sum to the Central Re- 
serve country as a condition of participation with- 
out keeping the gold reserve. \f \ 5 7.S- . 

381. Might I suggest to you the desirability of 
keeping a certain gold reserve not for the purposes 
of supporting sterling, lmt in the interests of India 
itself so as to have cash in case of a largo fall in 
sterling securities?— -I think it would bo very diffi- 
cult to prove that it would be economical to do so. 
The extra interest earned over a period of years by 
not holding gold would in any probable hypothesis 
exceed the loss incurred by not having gold nt the 
moment of liquidating securities. 

382. Then you think we should keep gold not in 
the individual interest of Tudia, hut as a contribu- 
tion of the general interest? — Yes, that is the theore- 
tical justification, hut the ordinary man is not always 
a currency expert and he would not feel happy un- 
less wo hare a certain amount of gold. 

383. (Chairman.) You have told us, Sir Basil, that 
yon also lay emphasis upon tho retention of a certain 
amount of gold as a jiroteetion of tho security 
market?- -Yes, that would bo one of the justifications 
but my imprcSHion would bo an I said to Sir Reginald 
Mant that if we aro merely considering the most 
economical method of keeping tho reserve, we shall 
probably loso more by not earning interest on the 
proportion locked up in gold than by having to sell 
securities at a reduced price at a moment of crisis. 

381. You referred to tho greater expense involved 
in the larger gold holding required under the gold 
standard than under tho gold exchange standard. 
Aro thorn any other objections which occur to yon 
under the gold exchange standard as compared with 
tho sterling exchange standard ? — Theoretically I 
think it is a slightly bettor system perhaps than the 
sterling exchange standard, though it costs a little 
more, hut it is a little more cumbrous without in fact 
protecting you to any reasonable extent against ono 
of the two risks, against which the sterling exchange 
standard does not protect you, T mean against the 


rise in the value of silver above 48d. It does theo- 
retically protect you against the possibility of sterling 
and gold being divorced, but it is not very easy to 
conceive circumstances in which many countries would 
lie si bio to remain on gold if sterling had been driven 
away from gold. 

385. To raise another aspect of the advantages of 
the two systems, can you tell us what relative per- 
centage of India's foreign trade is with sterling 
currency countries? — In 1024-25, of the exports, 2i 
per cent, woro to the United Kingdom, 12*7 to the 
rest of the British Empire. I am afraid I have not 
got separate figures for Can ad a or other non-sterling 
using parts of the British Empire. Of the imports, 
5-1 '1 were from tho United Kingdom, and H.| per cent, 
from the rest of the British Empire, t.c., 67*2 per 
cent, of Lhe imports and 36-7 per cent, of the exports 
woro from India or to India from tho British Empire 
or to tho British Empire. 

380. Another material consideration is: Is it pos- 
sible to ascertain what percentage of India's foreign 
trade, including the visible and invisible constituents 
of that trade, is settled in sterling currency countries P 
I have no figure. I think it is generally agreed 
that over 90 per cent, of the trade is settlod through 
sterling using countries. 

387. Does tho very large percentage of the trade 
which both takes place directly with sterling currency 
countries, and the still larger percentage which is 
settled in sterling, suggest that there is an advantage 
in linking the Indian currency to sterling?— Yes. 
May I add that during tlio war, had it not boon for 
the rise of silver, it is quite probable that India 
would have done what Egypt did and remained 
linked to storling, keeping her exchange all the time 
at par rather than allow her exchange to wander 
away from parity with sterling. Probably she would 
have done so. But on tho whole it was for India's 
good that sbo did not. That would, of course, have 
meant a very largo rise in Indian prices. 

388. (Sir Pvrxhulumtlns Thnlnirdns.) Have you any 
figures handy about the operation of India's trade 
with tho United Kingdom 15 or 20 years ago?— I 
have only got them sinco 1913. That is, I have tho 
proportions. I have not actually available here tho 
actual figures hut, of course, there would bo no par- 
ticular difficulty in getting these figures supplied by 
the Secretaries very quickly. In 1913 the pro- 
portions were: — 

Exports, 25-1 pen cent, to the United Kingdom, 
1(3 por cent, to the British Empire; imports, 62*8 
from the United Kingdom, 0-9 from the rest of 
tho British Empire. 

I have a handy volume here of Indian trade statistics 
in a rathor interesting tabular form. There are, 
however, plenty of statistical data to answer all 
these questions. 

389. Trade since 1913 with the United Kingdom 
has gone down, has it not P— That is on the statistics 
to date; of course, there has been a recovery since 
the war. The exports appear to have gone down by 
1 per cent., imports by 8«1 per cent. The exports to 
the United Kingdom are 24 instead of 25, and to the 
rest of the Empire 12*7 instead of 10. There is a fall 
in the case of exports. In the case of imports it is 
mainly a fall in imports from the United Kingdom. 

390. The sterling exchauge standard has apparently 
risen only in the sense of the running away of sterling 
from the gold point?— Up to 1914 nobody dis- 
tinguished between tho two. 

391. I think for the first time now there is a men- 
tion of the sterling exchange standard P— It is not 
absolutely tho first time. It was I think stated casu- 
ally by more than one Oommission that it is in fact 
a sterling exchange and not a gold exchange. 

392. How then would it affect our export trade 
with other countries like Japan, for instanceP— It is 
very hard to say. The two standards would have 
exactly tho same effect. There is no difference. I 
think in ordinary times for practical purposes 1 
should certainly ho in favour of keeping Indian 
currency at par with storling rather than with gold, 
because the sterling exchange is the one that really 
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matters. On tlio other hand, once currency goes off 
parity, there is no knowing how far it may be going. 
Therefore, for tho sake of safety you do want it to 
remain oil a par with goJd. 

393. It would uffcct India prejudicially in the case 
of a very big depreciation? — Yes. 

394. And would it not bo desirable that India 
should remain on gold rather than sterling? - This is 
a matter which was argued before the Babington- 
Smith Committee but in circn instances so very differ- 
ent that it is not very cosy to translate them into 
present-day conditions because nfc that time there was 
a big depreciation in sterling. Their difficulties were 
quite different. 

395. The difficulty to my mind is tho function of 
the Imperial Bank and the liability which it is pro- 
posed to lie put on tho Imperial Bank. I understood 
you at that time to say that the responsibility at 
present rests on the Bank of England and that it is 
the same as that proposed to bo put on the Imperial 
Bank. Will you refer to Mr. Denning’s note, the last 
sentence of para. 10 (1)?- Expanded, that sentence 
means that the maintenance of the exchange standard 
would not dopend on tho Bank’s soiling sterling at 
about tlie lower gold point hilt would depend oil the 
liability to givo foreign transfers on the presentation 
of notes of Rs. 10,000. The Bank would in practice 
tend to buy sterling at slightly above tho gold point. 
It is the statutory obligation to give foreign exchange 
for notes of the denomination of Rs. 10,000 that fixes 
the lower gold export point. The difference in 
standard does not make a material difference, not 
from the point of view of tho automatic stoppage of 
exchange. Tho nlisoluto exchangeability of starling 
in England into international currency is maintained 
by the liability to buy and sell gold. The position 
in Tndia is that under this suggested gold exchange 
system tho only unlimited legal tender is the note 
including the note printed on silver, that is the 
rupee, and tho exchangeability of that inconvertible 
currency into foreign exchange is maintained by the 
liability to buy or sell foreign exchange at the fixed 
points. It is only different in form; in both cases 
you got convertibility by statutory regulation. 

395. ( lifr . Prestnn.) That is in so far as you suggest 
that, it should lie applied to India, you do not mean 
to empower the Bank of England to givo ns foreign 
exchange? — It does in practice give us gold. 

397. How can you say that it does in practice givo 
iin Foreign Exchange? If I tender notes ami get 
gold for export.. I get gold for export. You can 
hardly say that the Bank of England is in practice 
giving me foreign exchange? -I do not agree. It is 
giving you the means of obtaining Foreign Exchange. 

398. (tfir Henry Strakoxch .) Is it not right to say 
that if the Imperial Bank held foreign exchange on 
a gold standard centre that foreign exchange could 
immediately he converted into gold on presenting 
notes at the mint in that particular country P Ray, 
for instance, the Imperial Bank had dollar bills. 
Those dollar bills would be discounted in America. 
If you go to the United States mint, you can obtain 
gold at the standard price fixed under thoir mint net. 
Therefore foreign exchange is immediately convert- 
ible into gold and that is contemplated under the 
Genoa Resolutions in every one of the gold centres. 
So foreign exchange at a fixed price is equivalent to 
gold at a fixed price in the gold exchange countries? 
- - That is so, I agree. 

399. (Sir Purshotnmda .t Thakurdas.) Under the 
gold exchange standard choice is to he left to the 
Imperial Bank of the extent of their reserves in 
foreign currencies? — That of course does raise a diffi- 
culty, hut it is a difficulty that arises more with 
reference to the payment to he made bv the Bank of 
the monopoly of note issue. I think it would have 
to be left to its free choice as to how i» would con- 
stitute its portfolio of foreign bills at any given time. 

450. (Chairman.) There is one final question on this 
point that I desire to nsk. As I understand it, under 
a gold exchange standard, as you have sketched it, 
it will be left to the free cho s ce of tlie Imperial Bank 


to what extent it would hold its foreign gold exchange 
reserves in any of the foreign gold currencies allowed 
under tho statu Los? — Yes. 

401. In view of the facts which wo liavo noticed as 
regards tho amount of trade which is fettled in 
sterling, practically it will he necessary, I imagine, 
for tho Imperial Bank to hold a very largo proportion 
of those reserves in sterling? -Ye<, in practice tho 
proportion held in sterling in the pci-folios of the 
Central Banks of tho world is a very large one. It is 
very likely that in normal ciivnm^tancvs they would 
feel it unnecessary to hold actual Bills other Ilian 
British sterling hills. If tho Imperial Bank had 
undertaken an obligation such as 'l is proposed, some 
arrangement would ho necessary by which it could 
i in mediately obtain funds in another cent re if it had 
undertaken to givo funds at any other emui'es. 

402. Its holdings in other countries for instance, 
of guilders and dollars, would rather ho n tribute to 
I Wry than of practical utility?- Probably 

403. 1 now propose to pass from the gold exchango 
standard to tho gold standard. Underlying your 
memorandum and those of Mr. Deimiiig and Mr. 
Me\\ alters on the subject ol tin* gold standard we 
find great emphasis laid upon the desirability of 
limiting the rupees as legal tender?— Yes. 

401. That, I take it, you sue putting quite rightly 
in the forefront, ns a point of cardinal importance 
Let mo ask you some preliminary questions on tho 
next heading: what in your opinion are tho 
disadvantages of the right or unlimited legal tender 
now attached to the rupee?-- They are of course a 
mutter of experience. J think the main disadvantage 
is perhaps that to a. very great extent tho rupee is 
the same as the note but printed on a particularly 
expensive material. When that note comes in for 
exchange to he converted into foreign currency, it 
is extremely difficult to make any use of the valuable 
material on which it is printed, and you therefore 
have to hold a reserve against this note printed on 
an expensive material not very greatly less than the 
reserve you have to hold against the note printed on 
such a material as paper. It is very difficult there- 
fore to bo sure that you are maintaining the con- 
vertibility of the rupee at all times into international 
currency unless you aro both maintaining something 
in your own central reserve against, part of that noto 
anil paying the expense of having a large part of 
tin* cover of that note actually in circulation at tho 
same time. It is then this that it is convertible coin 
circulating as unlimited legal tender and you ncod 
as long as that is your main form of unlimited legal 
tender to maintain a reserve at the centre against it 
of an amount not much less than you would have 
to maintain if you had to maintain a paper note in 
so far ns it is really an unlimited legal tender doing 
the work of subsidiary coin. 

405. Will you explain to \m how you get rid of 
that disadvantage by limiting tho right of tender 
attached to tho rupee? — By having your solo un- 
limited tender a fully valued coin, namely, gold : 
against the paper note it is quite easy to keep 
reserve at the centre when the note comes in and 
against tho gold coin when it comes in out of 
circulation you need no reserve. 

400. [ might summarise what you have said hv 
saying that it is a very expensive form of noto?-— 
Yes. You'lTave to distinguish between tho two func- 
tions of tho rupee; one is its function ns a subsidiary 
coin, nnd tho other is its function as unlimited logal 
tender, and it in only that purt of it which is func- 
tioning as unlimited legal tender which is really the 
Subject of my immediate observations. 

‘ '407. Do you get rid of that defect by tho mere 
fact of limiting the rupee as logal tender if you do 
not also oust the rupee from circulation ? — As I was 
saying yesterday, you do not need to oust the rupee 
to any oxtont from circulation proper. Possibly for 
the purposes of an actual medium of ordinary circu- 
lation Tndia will require not much Iosb rupees than 
she is in fact using for ordinary circulation at the 
present time, but if 'borne other form of legal tender, 
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either ail inconvertible note or a fully valued gold 
coin, bus rcpluccd the rupees in hoards! then all the 
difficulties which we are faced with at present when 
there is an inflow of rupees from hoards would dis- 
appear. 

408. 1 understand you are not assuming, in detail- 
ing the advantages of the proposed gold standard, 
any substantial substitution as regards actual 
circulation as distinguished from hoards, of rupees 
by gold?- — 1 think tho figure that has been used is 
something like 10 crorcs; gold would take the place 
of 10 crorcs of circulation. 

409. Is it in view of past experience of attempts 
to substitute gold for rupees in circulation that you 
are led to believe that the actual circulation of rupees 
will not be substantially reduced ?■ —To some extent on 
the supposition that a population of tho size of 
India's will continue to require some coin or medium 
of circulation of the value of a rupee in very large 
quantities ami I do not think that tho work that is 
dime by that coin can be done to any great extent by 
a golil coin of a value such as Rs. 20. 

410. Then you refer to another possibility. We 
are contemplating a position in which the public can 
obtain gold freely against rupees: may such an 
op|K?rt unity not lead to the substitution of gold in 
circulation for notes? — To some extent yes. it is a 
possibility. I do not think from such indications as 
one is able to obtain from past history and from the 
requirements of the people that there would he any 
great, tendency to effect such substitution, the note 
being a very much simpler form of currency, an easier 
form of currency to carry about and still more to send 
about tho country. The facilities for remittance, for 
example, are very much greater in case of notes than 
in the case of gold coin. 

411. The appetite of the Indian public for gold is 
one of the underlying facts of tho currency situation, 
is it not? Appetite not for the purpose of currency 
but for the purpose of hoarding or quasi-hoarding. 

412. You agree, of course, that it would be a most 
undesirable consequence if such an alteration were to 
lead to a diminution of the use of notes unless it was 
very temporary?- - Hut there is tho other side of tlio 
picture and that is that in all probability there would 
be a very considerable gain in popularity for the note 
if it bad printed on it the statement that it was pay- 
able in gold. 

4i:i. ( Sir T7 niru Shnhnsrh.) If we agree as regards 
the disadvantage of the sterling exchange standard 
or the gold exchange standard in fact, the previous 
system in this country is that tho material upon 
which the rupee note in the form of a rupee coin is 
printed, is too expensive, it should he possible to 
assess what- that expense would lie. Now you have 
assumed in your plan under the sterling exchange 
standard that, a reserve of 50 crorcs of rupee coin 
to secure the notes would be sufficient. Therefore 
the interest on these 50 crorcs of rii|)ecs would 
constitute the expense involved in maintaining tho 
pre-war system. Do you agree to that? — T have not 
quite followed. 

414. The expense involved, is it not the loss of 
interest on the reserve which you have to keep to 
secure the exchange value of that rupee note, i.e., 
the rupee coin? If it were full value, you would say 
no reserve is required to maintain it. Therefore the 
reserve Mint is required to maintain the exchange 
value of the rupee is the measure of expense involved 
under the old system? — T think T can agree to that 
an a logical statement hut T am not. sure T should not 
have to think very carefully to he sure that would 
contain the whole truth. 

415. My point is this. If it is necessary to main- 
tain the exchange value of the silvc?r rupee in circu- 
lation. to hold 50 erores in sterling semi ri ties, then 
the expense involved under the old system, Is the loss 
of interest that you are suffering by holding that 
reserve? — But we are not suffering a loss of interest. 

416. You would lose interest on the 50 erores? — I 
think that logically that is so, except that you may 
earn interest on securities hold in your reserve. 


417. if this is correct, could you not assess the ex- 
pense of a system of having notes printed on silver 
as the rate of interest which would bo lost if you 
held the reserve in the shape of gold? — That is 
assuming that you would otherwise have an un- 
limited circulation consisting solely of notes printed 
on paper — or silver. 

418. That the expense of printing part of your 
notes is assessed by the loss of interest on the 50 
erores as conditions are to-day, because there is no 
difference between the note printed on paper and the 
note printed on silver, as both require an 
equally large reserve. If that is so, then the 
gold reserve which you ure keeping is the measure 
of loss that you are incurring in having a note 
printed on silver? For these 50 erores then, the 
interest thereon at 4 per cent, is 2 erores. One might 
therefore say that tho loss incurred by the system is 
Rs. 2 erores a year on Rs. 50 erores providing you 
are holding those reserves in the form of gold? — The 
loss simply amounts perhaps to the difference between 
the interest payable on an outstanding sterling loan 
of that amount and the interest receivable on short 
term sterling investments of the same amount. 

419. T always assume that, tho reserve will approxi- 
mately be the difference between the bullion value 
of the rupee and its face value? — Yes. 

420. (Sir Reginald Muni.) You said that you have 
to keep as large a reserve against tho ruime note as 
against, the paper note?- i assumed in answering the 
Inst question that that was so. Very nearly, 1 said. 

421. But you only propose to keep one rupee in 
reserve against four? — It is only that part of the 
rupees in circulation which is liable to come out 
which constitutes a potential demand, it is not the 
whole of the rupees in circulation which require a 
reserve. 

422. For further expansions of rupees you would 
only keep 25 per cent., so you don’t really have to 
keep as large a reserve P — But you have to keep as 
large a reserve against that part of the rupees which 
constitute a threat to the stability of the exchange 
as you have to keep against paper. 

42.1. (Prof. Coi/ajrr.) But in the case of tho notes 
you have also to keep another reserve, so there is no 
difference in cheapness or dearness been use in tho case 
of notes you have to keep a certain number of rupees? 
— That is because your rupee is unlimited legal 
tender. If your note is not convertible into rupees, 
you do not need to keep rupees in reserve. 

424. Rut as it is, the notes are not so much cheaper 
because you have to keep a certain number of rupees 
against it as 1 hi tigs arc? --Yes. Sir Henry was iso- 
lating llic exchange side of the reserve. 

425. When the rupee is finally made a subsiliury 
coin with unlimited legal tender, shall wo have any- 
thing like rupee securities? — Thu rupee security will 
ho a gold security. 

426. Because Mr. Denning in his memorandum on 
tho gold standard says that tho remainder would he 
rupee securities. — They would be rupee securities just, 
as sterling securities are sterling, both may be ox- 
pressed payable in gold. 

427. But why call them rupee securities at all? 

Rupee securities in the sume sense as sterling 
securities are sterling securities. Rupees have be- 
come the general denomination for tho Indian Cur- 
rency unit, hut that does not necessarily imply a 
silver rupee. 

428. (Si r Pur shot nmdas Thaknrdas.) Since the 
time that the rupee became a token coin in India, 
it is only natural that tho people’s confidence in tho 
rupee should lessen. They know it is an over- 
valued coin and to that extent their appetite for 
getting its real worth is natural?— I think there has 
been a tendency all the time to hold another kind of 
metal rather than silver rupees. But at the same 
time there are many people who still regard the 
rupee as the same sort of rupee ns it was in 1880, 
though it is difficult to make a very convincing 
statement on that point. 
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429. But irrespective of nuy statement, L was only 
asking whether it is not natural that peoplo whon 
they see token coin circulating amongst thorn wouhi 
prefer for tho purpose of hoarding something which 
is.worLh what they pay for it?— Tt is a natural 
tendency. 

■130. Then in that case, would not tho first step 
he to convince the people that if they used their 
gold they will get it back whenever they want it 
and that need not he done by a more expensive 
token currency? — You are nsk]£g me, what arc* the 
reasons in favour of making the rupee convertible* 
into gold. I agreo that the strongest reason in its 
favour is perhaps that it would in Lime so convince* 
tho general public of the immediate convertibility 
into gold of any form or investment that Ihey hold 
that there would he grenLly increased confidence! in 
tho currency of tho country and I hope a greatly 
increased tendency to use tho opportunities for 
banking and investment intelligently. 

431. I was trying to get at what, is called tin* 
appetite of tbe people- of the masses— for hoarding 
gold as they get some surplus. 1 want to know 
whether in order to remedy that so-called tendency 
of the Indian peoplo, mi introduction of a gold 
currency would not directly show to tho people that 
they can really get gold whnnever they want and 
therefore they need not hoard it? Yes. 

432. The longer the Government keep the people 
away from getting it, the more the people will trv 
to hoard it? — That, is not a necessary logical conse- 
qtietico though T believe it to bo true. [ think it 
might ho theoretically possible so to educato tin* 
people of India as to make them realise that their 
rupee note under the sterling exchange standard 
was so absolutely convertible for practical purposes 
into gold that their f«*ars and attempts to hoard 
anything might disappear. 

433. It is generally said that hoarding is a 
practice which is regarded as inevitable in India 
in its social nnrl religious condition. Do yon think 
it is susceptible of any change? — T should say thal 
there lias been and is an enormous change going 
on. Very much greater changes are needed nnd 
they are likely t« be very long period changes in 
these matters but. T look forward confidently to an 
increasing habit, in India of using capital, if I may 
use the word, intelligently. Rut. it is a very slow 
process nnd any means that can he found for 
accelerating it. should also help to solve the great 
problem of teaching Tndin to use her capital 
intelligently. 

434. During the war period, gold was difficult to 
obtain, and it is true that since the gold prices wont 
hack the people have begun to make up for whnt. 
they could not., get during the war period P The 
eomparnlivo cheapness of gold coinciding with a 
period of considerable prosperity owing to good 
monsoons has led to a very large demand for gold, 
particularly noticeable in the statistics of the last 
vear. That, T think, from other evidence that wo 
have, was the result, of the comparative cheapness 
of gold and t.ho comparative dearness of some other 
commodities, such as cotton goods, which the Indian 
people generally liny with their surplus. These 
resulted in a very considerable exchange of rupees 
in hoards for gold and in considerable new hoarding. 

435. Do you think that this hoarding of gold to 
this extent just now mentioned would have taken 
place on the same scale at any rate if gold currency 
was in circulation P Or would it have made any 
difference? — I do not know whether it would have 
made any difference in that particular year. But T 
do believe that after a short time whon the Indian 
people had discovered that they oould get gold for 
currency without limit there would be a considerable 
tendency* instead of hoarding, to invest. It is more 
cliftcnlt to answer with reference to the particular 
year 1924-25, but as a general proposition I agree 
that after a short period the fact that the Indian 
people would have renlised that they are nble to 
obtain gold as currency and tho rupee would be 


exchangeable into gold would lend to a very cun- 
sidcrablc tendency for them to invent rather llcm 
to hoard. 

436. I am sure jmi must havo heard during the 
last few years that people have begun to take g.»hl 
bullion in small quantities of two or three (olu*<r 
Yes, regarding the general operation of the gi.ld 
market upon the small lm.-mler an ocular dcintuMrn- 
• ion can lie given to any visitor to the Delhi Im/,:i;ii- 
at any time, and might be instructive. 

■137. I want In know whether you think that 
tin's tendency to buy small quantities of gold would 
rout ill no if gold coin was available, in exibangn for 
rupees- that in, with gold circulating as currency? — 
! think thal. instead of hoarding gold in tin* form uf 
-mall bars, people would at. first, hoard gold coins. 

43S. When they havo been satisfied that they could 
•-•'t gold whenever they want, it? Tin* small hn.inl 
is not very easily distinguishable from tin* ,»f 

money in eiivnlal inn ; but. one would hope that tin* 
savings bank and i lie easli certificate would make a 
much more real appeal Lo tin* very small investor. 
If the savings bank deposit and the cash rertificat-* 
nerr expresMsl in lerms or paying gold, it. would no 
realised that gold could be bad readily when rrquiied. 

139. (iohl sovereigns were available before tin* war 
fairly easily. There was no tendency to take small 
amounts of gold till 1911? f believe that is a new 

tendency 

110. It has developed very lately perhaps by th ■ 
cheaper pric« of gold? I mnlcr-taml that is so. 

■111. Do von, therefore, think that it will he a 
fair cmiclus’on to make that if gold was fairly easily 
available at. the various Government treasuries, 
people may have hoarded less gold? [ Lliiuk f have 
answered that really already in my broad statemo.il 
that T am permtinlly convinced that tho easy avail- 
ability of gold and llio convertibility of tho rupee 
into gold will nTler a certain interval havo a very 
strong effect in reducing tho tendency to hoard. 

142. In that case, with a definite announcement 
of policy and an adoption or that policy, is it mil 
likely that Ihe people of India would reconcile them- 
selves to tho position that 1 we can got gold whenever 
wo want,’ and the tendency to hoard may bo very 
considerably reduced? -1 believe so. 

443. Regarding tho loss of interest on currency, 
is not that loss horuo by every country which has any 
currency at all? -Yes; gold in circulation, in theory, 
is a wasteful habit, which T hope has been finally 
got over in England, and has never been very pro 
minent in America. Undoubtedly there is a loss, 
both in interest and in wear and I ear, when anybody 
uses gold in circulation. At presenL Micro is i.i 
circulation of gold in England. When there was, it 
was a wasteful habit. 

444. In the case of India, whether this habit is 
right or wrong, it will take a little longer time to 
havo more confidence in the currency policy of III * 
Government? -Is it confidence in the currency so 
inuchP 

445. Currency policy of the fJovernment, including 
tho gold coin being kept in circulation in normal 
conditions? — I think one has to look a long time 
ahead before one can foresee the time when the who!-* 
population in India will bo so educated as to prefer 
non-metnllic to metallic currency. 

446. I was thinking of the gradual improvement? 

■Tho improvement cannot bo expected to be ve»-v 

very rapid. 

447. It may take a longer time than it haa taken 
in England? — England has been taught tho lesson 
very quickly in a sense by the war. 

448. (Chnirman.) You toll us that tho possibility 
of obtaining gold freely would, after a short interval, 
tend to reduoo the hoarding hahit, followed by nn 
increase of the investing hahit? — Yes. 

449. I understand by your riferenco to a short 
interval, that there cannot bo expected to bo «m 
immediate change? -Ono is in the region of pure 
prophecy, ono can only express one's conviction and 
one’s hope, which is based on such information and 
such intelligent examination ns is possible. But I 
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have boon led to thn conviction by conversations 
with people like Mnrwnris and others, ob well os by 
nil examination of other evidence, that the 
fact that the rupee would he absolutely exchange- 
able for a gold coin, and the fact that our 
cash certificate would be expressed as payable 
in gold and the Government promissory note 
or the debenture of an industrial company would 
all be expressed as payable in gold, would give a 
tremendous inducement to tho investing habit ‘n 
this country. It is difficult to put it into figures. 
One assumes that there would be a largo temporary 
addition to the demand for gold by India. Tf this 
policy were introduced that largo additional demand 
would come rather quickly and suddenly on the world 
market. But the world might reasonably look forward, 

I think, to the gross demand for gold for Trnlia for 
the next 30 years not being increased; there will be 
a temporary increase in demand in tho early years 
of that period, and thereafter a reduced demand. 

450. We may, T suppose, look for a reduction in 
the demand of India for gold when such a change 
as that, yon are contemplating occurs in the course 
of the financial education of the public? — To a small 
extent one would hope that tlio change will come in 
any case; but one would expect that it will tftko very 
much longer without this special stimulus. 

451. The desideratum being confidence on the part 
of the public in the stability of the value of the 
currency wlich they aro using P- -I attach great im- 
portance to confidence on the part of tlio public in 
ibeir currency, and also to tho currency system being 
one which is comparatively easily intelligiblo to them. 
That is, they are coming to realise that this rupee is 
loss than a full value coin, and that is about as far as 
you <*an expect- to get our Indian currency system, as 
it now is, understood by tb© jieople generally, and 
since that is understood thero is a natural tendency 
In prefer something else for the rupee. 

452. We have been passing through a period of 
abnormal fluctuations in tho value of the currency. 
What, would be tho effect upon public confidence in 
its value or a visible return to and maintenance of the 
stability of tb© currency through exchange on tho 
exchange standards ? On the one band tho instability 
of the currency during the last 10 or 12 years lias 
undoubtedly tended to cause distrust of the currency. 
On tho other, that has been accompanied by a- period 
of very rapid development, in. many directions of the 
banking and monetary facilities in India, including a 
considerable industrial development, and statistically 
a very largo increase in the amount of the investments 
of the Indian people. For example, Government of 
India rupee loans outstanding on 31st March, 1914, 
were 145*9 crores. and 370*8 crores on the 31st, March. 
1025. They wore nearly trebled, and this is in addi- 
tion to tb© cash certificates. So there has been 
development going on. Tn addition the cash certifi- 
cate system, which did not exist in 1914, lias produced 
a total of 17 crores; so there has been a development 
going on. 

453. We have at. privient realised an increase in 
banking facilities; statistics show an increase of tli© 
investing habit, and, ns you have first told us. yon 
have the growth of tho industrial system giving in- 
creased investment, facilities for tho savings of the 
public. Wo might contemplate an additional factor 
of stabiH v by the establishment of a firm exchange 
standard system. Might not all therm influences be 
expected to have a powerful effect, leading to the 
good results which you say are the -results to be 
desired P — There is such an immense possibility of 
advance. Tf yon consider the size and tho population 
of India and its potential resources, while one might, 
confidently snv that some advance would take place 
anyhow, it will to all appearances be a slow one in 
comparison with the immense possibilities that exist, 
and so long ns that is the cn«© there do seem to me tn 
ho very strong arguments for a bold policy of assist- 
ing and stimulating that development by giving to the 
Indian people an absolute convertibility of their 
currency into gold. T would expect that to hasten 


the process by possibly a couple of generations. At 
the same time one is naturally here in tho region of 
rather mystic prophecy. 

454. This is an appropriate place bo ask a question 
which Prof. Ooyajee asks mo to put, viz., would 10 
years suffice for the introduction of the gold 
standard a ml the financial education of a continent? 
-10 years would hardly oven suffice for llie 
financial education of any ono individual or any 
country or any people. 10 years was pub down in 
that memorandum as the suggested period over which 
the introduction of a now system might be spread, 
not with tho idea that tho education of a continent 
would bo completely achieved but as a minimum 
period in which it would be possible to carry through 
efficiently tlio changes in machinery and methods and 
meet the practical difficulties that the change 
involves. Ono would want another 10 or 15 year* 
heforo one would see very appreciable results from 
tlio increased confidence. 

155. ( Vrof . Cowrie v.) What, was implied in this 
question was that in order Hint gold circulation 
should continue in India some of the earlier demand 
for gold should bo saturated as it. were, and the 
question is whether 10 years would suffice for that 
process of saturation ? — The process of saturation is 
not T think within tlio power of any individual to 
encompass. Tho difficulty of Lit© situation is that 
tho suggestion of a gold currency, of making the 
rupee absolutely convertible into a gold currency, 
involves Homo kind of public proclamation that the 
silver riipt'e is in process of being dethroned and may 
involve ail enormous demand for gold by the holders 
of rupees and silver generally. I think that the 
danger is not so much that 10 years might not suffice 
for the saturation but that the immediate rush to 
obtain gold in place of silver might, bo rather difficult, 
to manage. T think that 10 years would pmhnhl.v 
suffice. The danger is that, it might happen even 
more quickly. The now boards will be gold anil lint 
silver, but ono would hope that the absolute value of 
tint new boards would be less and that, rather more 
would lie hanked and invested. 

45fi. (CJmirmnn.) A period of 10 years is required, 
according to tlio scheme on timid, for the complete 
introduction of the scheme, as T understand il. 
During that period you contemplate with certainty 
a continuous and enlarged demand for gold. After 
that you hope that the educative effect of the now 
system will begin to toll and that there will be a 
gradual realization of tb© benefits in the* return of 
gold? — You may say for certain that there would be 
a 1cm absolute demand for gold after the change than 
there is now. Tho whole question is liow much less 
and how quickly it would grow' loss. 

457. In broad outline, the situation is that, thero is 
the certainty that there will be *un immodiato demand 
Tor gold and that you hope thereafter tlio demand 
will diminish and tho gold will bo returned?- T 
would say that there are two (certain ties. Ono is 
that thero would bo an immediate nnd largo demand 
for gold, and the second is that there would be an 
absolute diminution in tho demand for gold there- 
after but that it would take a long time before that, 
absolute diminution rose to very large figures. 

458. (Sir Jlenry Strnlcosrh.) Yon said, Sir Basil, 
that tho system of having gold in circulation is an 
extremely wasteful ono and no doubt von would also 
agreo that the ideal function of gold in any currency 
system is that its use is confined to international pay- 
ments. Do you consider that gold in circulation 
internally is of uny great value for external pay- 
ments in times of stress? — I must again draw a dis- 
tinction between gold in circulation nnd gold in 
hoards. T contemplate that there will be very little 
gold in actual circulation in Tndia. Gold in circula- 
tion^ is only available for meeting the demand for 
foreign exchange, external oxchnngo, in so far ns 
the currency contracts during that period nnd tlio 
contraction is in the gold portion of tho currency. 
It. is available in a way that- silver is not available in 
that il is gold that comes back and is immediately 



MINUTES OF EVIDENCE. 


25 November, 1025.] The lion. Sir Basil 1*. Blackett, K.C.H. 


L ('on tinned. 


exportable, but undoubtedly gold in circulation is not 
much uso in. a tiino of crisis unless you can do ns 
was done fur example in the United Kingdom and in 
(lermAny during the war, that is, rely upon the 
patriotic intelligence of the people and secure a 
sudden change in their habits. 

459. Til India tlm gold actually in circulation will 
lie of comparatively little value for flic purpose of 
tlio maintenance of exchange. The object of the 
question is rather to elucidate whether in these cir- 
cumstances, Sir Basil thinks that during tho earlier 
period of the introduction of the system, it would no 
as necessary to hold Hubstaiilial goUl reserves to 
maintain the exeliango value of the rupee as under 
any other system, such as u sterling exeliango or gold 
exchange standard P- The introdurtion of tho system 
necessarily involves tho liquidation of a good part of 
tho existing reserves and it probably involves ro«*oui\se 
to external borrowing. Therefore during the period 
of transition I think that if a period of stress arises 
it would involve additional external borrowing. 

450. Tho borrowing being for tho purposo of 
making external payments for tho purchase of silver, 
which function at present is performed by the 
reserves?— T think the extra gold would l»o in 
diminution of India’s external ha lance. 

•101. But if that crisis in India is accompanied by 
a crisis abroad, would you not think it would ho 
difficult to borrow at that period; would it not ill 
tho circumstances ho advisable to hold a reserve in 
gold and gold securities? — T think some, reserve would 
have to ho maintained hut in view of the fact, t-lmt 
you have to borrow abroad anyhow, you would try 
to postpone your borrowings though of course nol 
absolutely till tho last moment, liy letting your 
available reserves run down to n low point. 

402. Ski that tho gold required to introduce tho 
system would be, first of all, tho gold which will go 
into hoards in substitution of the present silver 
hoards, your silver ornaments, oto., and then in 
addition to that, the gold needed to maintain tho ex- 
change value of the rupeo especially during the 
initial period in so far as your existing gold reserve 
is insufficient?- -Yes. 

453. You say that tho central aim must bo to 
educate tho people of Tndia to instruments of credit? 
Now wo know the predilection of tho people of Tndia 
for precious metals and also their ignorance of the 
method of saving in tlic form of securities. You 
refer to cash certificates which are issued in this 
country, which T lake it are something equivalent to 
the war savings certificates at home. — They are very 
nearly identicul. About 17 erores arc outstanding 
ot the present moment. 

404. Would you regard a system under which the 
public demand for gold and its ignoranco of invest- 
ing habits might not bo met by offering to the public 
cash certificates of fairly short currencies payable in 
gold? You actually kill two birds with one stone; 
one, you satisfy the prospective desire for gold, and, 
two, you incidentally educate tho public to buy 
securities which would yield tlioin interest, rather 
than hoard gold? — T think if Hint was the sole contri- 
bution to the problem, you might kill a third bird, 
namely tho cash certificates because they aro payable 
on demand. There is no interest paid during tho 
first year and an increasing rate of interest from 
after the first year. It is absolutely onrush able any 
time after issue at par. Tho rate of interest runs lip 
by degrees to 6 per cent, at the end of the present 
maximum period of 6 years. The cash certificate that 
you contemplate would have to lie not a cash certifi- 
cato because tliat implies a certificate for cash 
deposited but it would have to be some form of a 
bond. 

465. Why not have it in the form of a very short, 
term bond?- Of course a abort term bond is not 
what the very small maxi would hold because in tho 
rose of the cash certificate he can at any moment get 
cash for it and the bond is a thing for which there 
has to bo a market. 


466. But he would bo a bio to get money from 
moneylenders upon a certificate which matures in 
say six months or a year?-- <Jod save us from Iho 
moneylender dealing in the cash certificate! No 
doubt, however it. mmld be most desirable if wo did 
introduce tho gold standard to accompany its intro- 
duction with a very well thought out campaign for 
encouraging investment-. 

tli7. Would it. be neee.ssury to ilo that would it 
not 1m> equally possible under a gold .sterling nr gold 
exeliango standard?- AVo are of course doing what 
wo can already. There are difficulties in India about 
the sort ol* propaganda campaign that, there was for 
cash certificates in England, and still more in 
America. But in any circumstances L hope that, the 
authorities in Indi.'i- will ho always doing their liest 
to encourage in vest me lit, and the introduction of Lho 
gold standard would T think give an opportunity for 
a specially vigorous and f hope a specially successful 
campaign. 

46#. I may say that, the essence of my suggestion 
was that this certificate should lie payable in gold *ro 
that the certificate holder would have I he special 
privilege of cashing it in gold? Tl might he possible 
I think to take advantage of tlm implications of that 
idea by issuing a gold bond possibly of some .sort, 
a gold bond payable five years hence, as a prelimin- 
ary or accompaniment of the first stage of the intro- 
duction of the gold slumlord; you might hv that 
means reduce your immediafo demand for gold, hut 
I think by itself it would not attract many of the 
people who are now in the habit of hoarding gold. 

169. (Chain/wn.) Sir Basil, [ want to take you on 
to the state of affairs which would exist when the 
full gold simulat'd was esiahlirlied. Thai is the stage 
three, if I remember right, of Mr. Me Watters’s 
memorandum. I am going to commit. Ilm unpardon- 
able sin () r repenting a question because T am not 
quito sure whether T made myself clear when L asked 
it at nn earlier stage of Lho examination. In 
stage (III), para. 10, of Mr. Denning’s ii'cmiiramliim 
on tho (lold Standard for Tmlia, it is said “ after a 
period fixed by statute (say, five years) the liability 
to givo gold coin in exchange for notes or rupees 
and also for gold bullion on payment of a seigniorage 
should he imposed” and then on Mage (IV) ” after 
a further period fixed by statute (say, five years) the 
silver rupee should he made legal tender for sums 
up to a small fixed amount only fsuy. Its. 50).” Is 
the liahilit.y referred to in paragraph 3 to continue 
after tho commencement of period I or not? Yes 
certainly. But. it would no longer he in exchange 
for all rupees; it would he really in exchange for 
notes. Tho rupee would he limited legal tender only 
and the liability would only lie to give gold in 
exchange for notes. 

470. They would not then he able to bring ail un- 
limited union lit- of rupees and require gold? — -That 
would not hu a legal lender, except for a limited 
amount. 

471. What would that imply ns regards I lie obliga- 
tion of the Bank to givo gold for rupees? It would 
presumably hnvo to givo gold for rupees up to 
Ns. 50 only. The rupee would he in the sumo position 
as the shilling in England. Tt is morn a technical 
distinction than an actual one except, that there 
might arise occasions as they do in England when 
subsidiary coinage is redundant and when other 
Banks than the Bank of England find they have got 
morn accumulated than fhey need and have no means 
of getting rid of it. 

472. You cannot in England demand gold for silver 
for any amount small or large? -You cannot when 
tho application is for a largo amount; you can obtain 
gold for export on demand on presenting legal 
tender for the minimum amount required to pay for 
400 ounces. 

473. T think I am right in saying that there wus 
never an obligation oil the part, of the Hank of 
England to givo a sovereign for 20 shillings silver? 
• No, not now. Thore would have been perhaps 
before the war; it was up to 40 shillings. 
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474. That is tlio extent of the liability which you 
rantomplato continuing, after the inception of the 
final period hero? — Yes. 

475. Now, again dealing with tho period after the 
full introduction of the gold standard, there is a 
seasonal demand, as 1 understand it, in India for 
actual silver rupee coins for the financing of certain 
crops, is there noth — Yes. 

476. I hi you contemplate that the seasonal demand 
might lie converted into a demand for gold for the 
financing of these particular crops ?- -It might bo to 
some small extent. 

477. But I imagine the currency requirements are 
such us regards the amount of the payments and 
tho habits of tho cultivators that rupees are likely to 
continue to be required ill sulistantial amounts 
seasonally for tho financing of certain crops P — Yos. 

478. in view, then, of thore being an excess 
demand at certain times of the year for rupees in 
some form or another, do you think it would still 
he necessary for the imperial Bank to keep a stock 
of rupees!' In tho same sort of way as the Bnnk of 
England lias to keep subsidiary coin in England. 

470. in Lhe same sort of way as regards tho nature 
id' the demand; hut would it not be very much larger 
as regards tho magnitude of the stock which it will 
bo necessary to keep? — The diiTercuce perhaps 
between the maximum demand and the minimum 
demand will he greater than in England. 

480. (Vu you give roughly the order of the figure P 
It appears to mo from such figures as 1 have been 
able in si *i* 1 hat you cun iukc the maximum additional 
seasonal demand for silver rupees as not oxcoeding 
six ororosP— J have asked Mr. MaoW otters to prepare 
figure* of the fluctuations nrnl tho difference between 
the maximum and the minimum demand. 

4*1. Those figures would show the stock of coined 
rupees which it would still he essential for tho 
Imperial Bank to keep in excess? -Yes, that would 
gi\c ynii sonic idea of it. 

482. Will you clear my mind oil a further point? 
It is really supplementary to some questions which 
have been put to you this morning by Sir Henry 
Strakosch. Supposing that the rupee haB ceased to 
he legal tender except for small nmounts, and sup- 
posing that there is still in circulation some 150 
crorcs of rupees, would it not bo the case that a part 
of that, large value in rupees would still be uvuilablc 
for contraction, if I may put it so, as payment in 
respect, of imports, and therefore would it not still 
require, even though the rupee ceased to be legal 
tender, some provision for the protection of its ex- 
change value in the form of sterling reserves or gold 
rosenes? So far ns l am aware it is not the prac- 
tice and never has been the practice in England to 
keep any kind of cover against the subsidiary silver 
coins in circulation. I am not sure that I see any 
reason why it should he necessary to do so in India. 

483. Are we not here dealing with a value which 
has quite a different order of magnitude from the 
value of the silver coinage in circulation in Canada, 
in England or in any other European country?- 
Proportionately per head of the population, no. 1 
have not got exact figures for the silver coin in 
circulation in England, hut 1 believe just after the 
war it was something between 50 and GO million 
sterling, which was more than £1 per head of the 
population. The figures suggested here is from 150 
to 200 ci ores, which is about 5 rupees per head of 
the population. 

481. Your reply to my question would be, if L 
fallow you, that, that rupee currency in circulation 
would not be capable of contraction P — Not to an 
important extent. 

485. You are of opinion that it will be possible to 
disregard that store of value altogether ns requiring 
any protection from the point of view of exchange? 
— Yes. 

48fi. (Sir Ifmry Sfrahnxch.) Continuing that par- 
ticular aspect of the question — when the full fledged 
gold standard is in operation, would it be necessary 


nevertheless to hold reserves to protect the exchange 
in the same way as tho Bank ol' England held gold 
reserves when we had a full-fledged gold standard in 
England and when gold was in circulation thore? — 
Certainly — against the notes in particular. 

487. And that reserve would have to he a sub- 
stantial reserve because the position of India is, of 
course, a totally different one to that of the United 
Kingdom os a big creditor nation which kept its 
reserves deposited in other gold standard countries 
and could draw upon them ns necessity arose? — Yes. 

488. In Tndia the position would bo different, 
because India is mainly a borrowing country?- -Yes. 

489. And relies on a regular influx of capital from 
abroad? No, 1 am not sure if India really relies on 
a regular influx of capital of any largo amount from 
abroad. There lias been a very great development 
in tho last 10 or 15 years. We hnvo not borrowed 
for purposes of Government expenditure of any kind 
now for 2J years, and we have during that period 
financed very large sterling expenditure on capital 
account, apart from tin; revenue account, in addition 
to making small repayments in the nature of sinking 
fund repayments, of our sterling liabilities. I may 
mention, ns an example, flint, we took over the 
(t. T. P. ltailway, and last year J think we found 
2 to 3 million sterling to pay off tho English 
stockholders. Wo did not borrow' outside India for 
thut; so that, though there has been a considerable 
influx of external capital into Tndia in tin* past, 
and no doubt, is still coining. I do not think it is 
true that Tndia relies, in order to achieve equilibrium 
in her balance of payments at tho present time on 
imported capital from abroad. She normally has a 
very large surplus of exports over iinpoils, and if 
she used that surplus for investment at home, i.r.. t 
in India itself, instead of for purchase of gold, she 
would certainly not have to rely at all on exlernal 
capital. Indeed she might within quite a short 
period bn a lender abroad rather than a borrower 
which is in the future, not at the present, time. At 
the same time I would not agree that she relies to 
any large extent on imported capital at tin* present, 
lime. 

49(). At what figure would you assess the reserves 
necessary to maintain the exchange value of tho 
rupee supposing she went, over to the gold standard? 
— T have endeavoured to give the figures in my 
memorandum. 


491. You merely say that, it may become necessary 
to borrow abroad witlioiit saying w-lint figure?- -No; 
T think in para. 25 of the memorandum entitled the 
Indian Currency System, I suggest a constitution for 
tho reserve on the new basis. TL is really the second 
of those two tables- -based on the assumption of a 
circulation of 189-5 (Tores. 


492. So that it would be correct to say that in 
order to introduco lhe gold standard it would be 
necessary to provide:-- (a) an amount sufficient to 
saturate the country with gold for hoarding and 
currency purposes, and (b) a reserve of 89-5 crorcs 
to assure the exchunge vulue of the rupee?— Yes. 
But I would like to bo sure that wo mean the same 
thing by saying “ saturate tho country *\ I would 
not suggest that it will finally saturate it and that 
it will be incapable of taking more gold in certain 
directions thereafter. But I think by saturation 
you mean, and I mean, converting int!> gold these 
hoards which ore at present in silver, and are likely 
to seek conversion into gold in tlio event of such 
transition taking place. 

493, And secondly?—- Sufficient gold assets in 
reserve to establish a safe reserve under vour new 
currency system. 


494. And thirdly, to give the country sufficient 
gold com for purely currency purposes?— Yes. That, 

I think, is included in the figure that we originally 
put forward. That is an outflow of 200 crown of 

TZmZm * maxim,im extTft donmnd for gold ; 
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496. So that if you wore to odd the 89*5 crores to 
tho 2tJ0 crores just mentioned, tho total amount 
needed to set tho gold currency on foot would be 
289*6 crores of gold, from which lias to bo deducted 
what in available at the present moment in the form 
of gold or gold securities ?~L do not think you can 
add thosu two figures. 90 crores of silver is at 
present in our reserves. 

-196. T am speaking of the need for gold, irrespec- 
tive of what is now held! 1 — Tho extra gold required 
is, [ think, set out fairly clearly in Mr. Denning's 
memorandum. 

497. ( Chairman .) It comes to 110 rroros against 
hoards and 27*2 crores, hoing tho difference between 
60*9 crores and 29*7 croros, giving a total of 137*2 
crores ? — Yes. That is £103,000,000. 

493. ( Sir Harry St nt Luxe h.) Ts it suggested that 
290 crores would ho needed, 100 crores plus 90 crores 
from the silver rupees in tho papor currency re- 
The estimate of amount required, which 
of course is necessarily a good deal a matter of guess 
work is the replacing of 100 crores of silver rupees 
nmv in hoards by gold, an additional 10 crores of 
rupees now in circulation to be replaced by gold; 
that gives you the figure of 110 crores. ill addition 
to that, you need such gold as may bo required to 
bring the present holding of the reserve in gold, 
which is at present 29 crores, tip to whatever figure 
.vuti decide is Lo ho the minimum in the new reserve 
which, L have suggested, should 1 m; somewhere in lJie 
neighbourhood of -40 or 46 crores. 

499. May 1, therefore, put it this way? Estimate! 
requirements at 110 eriires plus 89*6 crores, loss the 
amount held in the reserve? — No. 89*6 is nob the 
amount of gold that I suggest is necessary for the 
new reserve - it is the amount of gold and sterling 
or oilier gold securities. 1 estimate tho requirements 
as III) crores plus— to take tho second of my two 
tallies at page 9 16 less 297 crores. Mr. Denning 

gets lather a higher figure simply because, ho asks 
for a slightly larger aiuoiniL of gold in the reserve 
than I suggest. But, if you take his figure you get 
137*2 crores, which is 103 millions sterling. 

600. Taking your figure of 110 crores, that com 
pares with an estimate of hoards at present in the 
shape of silver rupees or metal of 200 crores?- One 
of those hoards being in the hands of the Govern- 
ment of India. 

601. You mean you include in tho 200 crores the 
90 croros of the Government of hid in? -Yes. 

602. (Chairman.) So that your estimate of the total 
hoards outstanding would he very much below 200 
crores, would it not? -On the figures that. [ gave 
yesterday, I think they were a maximum of *1190 
crores for the total amount of silver rupees absolutely 
mil, a more probable figure of something between 
300 and 360, and a minimum figuro of 160 as the 
amount required for circulation in any case, the more 
probable figure approaching 200. if you waive from 
that 350 croros, tho 90 croros in the hands of the 
Government at present in silver, you got 2G0 ns a 
reasonable sort of maximum for the amount you have 
got to deal with; and, taking from it a further 160 
or 100 crores as tho amount in circulation, you get. 
a rough figuro of 100 for tho amount of silver ‘hoards 
there is any real probnblily of having to deal with— 
and that probably a high figure. Mr. McWatters 
will loll you; the figures are extremely difficult, (<• 
obtain. But 400 is, T think, an absolutely safe 
outside figuro for. the maximum in circulation, 
including hoards at the present moment. 

603. Then you havo whatever element of uncer- 
tainty there is between the 400 crores and the total 
maximum quantity of 600 croros? — Yes. 

604. Tho difforcnco contains the uncertain element 
of wiint has been melted down by tho public? — Ye*: 
but 1 have nob got tho exact figures. I think tint 
the amount that has been in to be melted down by 
tho Government brings the ma ximum tota l of rupees 
in e xistence at t ho present nuiment fom jo somc- 

iiear , '33KE Then it depends how much lias 
Ba m me lted privately and how much below tint 
figure you could go. 


605. (Sir Henry Strakosch .) So that you estimate 
the total amount of gold required would ho, expressed 
in storling, something liko 80 million sterling? — 
103 million, according to Mr. Denning's figure. 
Mine would bo just under 100 millions. 

5U6. May L ask you what effect you think a demand 
of LOO million sterling upon tho gold reserve of tho 
gold standard countries would have, because that is 
Lite only source tho gold can come from? 

507. ( Chairman .) Can you keep the question for 
consideration at a short stage Inter in case Llioro is 
anything more to bo explored on tho question of 
tho reserves — because that raises rutlicr a specific 
topic? I should just like to put it to you in this 
way, Sir Basil, if I may, that under llio present 
system, under the present constitution of the rc&orv, 
and assuming throughout a present circulation .d 
189*60 for the note issue, tho total gold and sterling 
held is 109*7 crores, is it not? — Yes. 

60S. (Tudor Mr. Denning's final constitution of the 
reserves in tho second stago tho total gold and 
sterling held would lie 99*6 croros? Yes. 

5U9. Under your constitution ol the reserves the 
total gold and sterling held will also ho 99’5 cron;-.? 

-Yes, buL the amount of gold rather less and the 
amount of sterling securities rather more. 

510. To summuriso our discussion, why is it, in 
your opinion, possible in starting the new sjjsUmu, 
to muko that reduction in gold and sterling ludd?-- - 
At that stage tho assumption is that the Government 
lias got rid of all liability for the overvalued rupee, 
that you have drawn the 100 crores of rupees out ol 
hoards and replaced them by 100 crores of fully 
valued gold. Any tendency for currency to eomo out 
of hoards into circulation or to seek export is tlioiv 
fore no danger to the exchange value, except in so 
far as in another connection it may tend to gold 
in Hat ion, which is not a question in point. But 
anything coining out of hoards comes out in the form 
of fully valued gold and requires no reserves to 
protect it. (t is valuable in international currency 
in any centre that is wanted, ami no reserve is 
wanted against it, whereas at present you need a 
reserve against the silver in those hoards. 

51 L. You look, then, upon tho gold in hoards as 
it were as an additional reserve? It is so long ar> 
it is there; and if it docs not come out in any form, 
it is not a drain. 

612. (Sir Jli ni y St nikuxeli.) If contraction lias to 
take place and if gold won't come out, t-licu note's 
will How back in greater volume than otherwise? 

Yes. 

513. So that contrnetion would ho effected through 
the notes which would ha\c to bo converted into gold 
and exported?- Yes, and you are keeping a reserve 
against your needs under my proposal; only it 
amounts to 20 crores less than one would regard as 
necessary to keep against the notes [dux the rupeos 
under existing circumstances. 

514. If it should happen that tho issue of gold 
coin were to reduce the note circulation of tho 
country, would that not produco an impairment of 
tho elasticity of tho system? Would it, then, not ho 
necessary to rely upon gold imports at tho busy 
NUUAon in order to provide the country with tho gold 
‘that is needed as additional circulating media?- I 
contemplate, that in tho existing circumstances, 
India being what it is, whenever there is a good 
monsoon there will bo imported gold based on 
additional circulation. . 

515. But a permanent con traction of notes in 
itself would make tho system less elastic? 1 think it 
would. 

51 ft. (Chairman.) Mr. Denning in his memorandum 
proposes tho . introduction of tho system by various 
stages. Ho estimates that tho total maximum 
demand for gold to replace silver in hoards during 
the first stage would bo fifty crores? — Yes. 

517. I want to put this to you. Might not tho 
commencement of the policy result in a'n acceleration 
of the demand for gold beyond what is here allowed 
for P— Yes. 
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518. And,- just to complete tho picturo — on Llio 
oilier hand u return oi' silver from tho hoards which 
would iip'.ot nil those calculations us to Lhe gradual 
incidence of .the costr* 1 do nob think they would 
seriously upset tho estimates ol‘ tho cost to Govern- 
ment; so iar as .tho Government of India is con- 
cerned the suggestion is that an addition of 20 crorcs 
of gold to the existing holding of 29'7 crorcs, making 
roughly 50 crorcs, would be enough for tho Govern- 
ment of India to start with in order to meet tho 
obligation which it hud umiortuken, namely, to sell 
to any person who makes a demand at the Bombay 
Mint, gold bullion in tho form of bars. If the 
demand wero larger, as it might very well ho, it 
would, J think, necessarily he nt a time when there 
lias been a good monsoon; and it would necessarily 
follow that exchange would rise to the gold import 
point and gold would be brought in which might 
cither go Lo the Government in exchange for currency 
or might be sold to the bullion dealers direct, in tho 
hitler event it Mould not uifccl the Government 
directly, and in the former event the Govern men t 
would be paying for it in notes. 

519. Von are protecting the Government of India 
from an immediate demand oil their reserves of gold. 
But if you regard ilio mat ter from the point of view 
ot the demand made by India as a whole upon the 
world’s supplies of gold, have you any means of 
prvi filling tin* whole of the demand in the case of a 
contingency Midi a.s 1 have referred to lieing met 
within a short period P - -No. it has been suggested, 
l think, by Mr. Denning just as a rough start that 
■the demand lor gold would ho £J5 millions at the 
initial stage, £35 millions within a year and tho 
remainder over tho wliolo period of ten years. 

5-0. \\ hai I am suggesting against that is that 
Llio whole of that demand might be piled upon you 
iilmosL on the announcement of that policy P The 
whole demand inighL lie pili*d on India. It would 
not, under our proposals, iuvolvo a breakdown ot 
the Government oi India’s arrangements for meet- 
ing if. If might undoubtedly involve a strain on 
the exchange pusilioti and the* necessity for addi- 
tional sterling u.nscLk or additional external credits; 
hut I think the jsiint oi tho question is that, w hal- 
v'd* the jjoMlion of the Government of India, the 
demand on the gold market of tho world might .;nine 
very quickly. 

521. That is s op — 1 Lliink the only suggestions one 
has for preventing that would bo something 0 f the 
si?rt that we discussed before, «?.(/., tho issue of gold 
bonds: J entirely agree that .vo cannot protect the 
world under such e* re u instances against the demand 
coining very quick iy. 

•>22. Ami in Ihc same way tho burdtn upon *Jic 
world’s silver market alsop - Not directly In cause we 
coil template that in \icw of the enormous quantum- 
of silver to bo liquidated, nearly 700 million lino 
ounces at the maximum, it would be out of the ques- 
tion to attempt to do that all at once; and Lho liquid- 
ation would have to bo spread over a long period: 
it will be largely in the hands of tho Government 
of India. 

523. llow could the Government of India control 
liquidation l>y private sellers of silver other than 
rupees P 1 doubt if they would exist in very large 
quantities; the demand for silver other than in 
hoards, is largely for bangles and ankleU and things 
of that sort. I have never heard of anybody having 
a large hoard of silver bullion. 

524. Is it the habit of the people of India to hold 
part of tlieir savings in the form of personal orna- 
ment of si Ivor P — Yes. That is where a large pro- 
portion of the precious metals that come into India 
goes lo. 

525. I am contemplating that, taking alurm at 
the valuo of silver ns a result of tlie announcement 
of this policy, there might be an immediate large 
throwing out of this stored value on to the silver 
market P — 1 think the tendency would probably bo 
the other way. If the effect of the Government of 
India’s decision was to reduce prides of silver in 


India and all over the world very materially, the 
dcuiund for silver would probably increase owing to 
its cheapness. 

52(1. That must depend on the somewhat psycho- 
logical question whether a silver band is looked upon 
as an ornament or as a board of vaiucP 1 havo no 
doubt that it is both. But the number of tulvor 
bangles that can be bought at any one time by tlio 
average individual is so small that they would not 
usually have enough to convert into a gold bangle 
even il they wished. That 1 think is a question on 
which the Commission might get much better evidence 
from other people than niyscli. 1 think tho tendency 
oi a fall in silver prices would, so lnr as I can judge 
the psychology of llio situation, bo rather to increase 
than to decrease tho internal demand for silver in 
India. K very thing would ol course depend on the 
nature of Llio crops of a particular season. 

527. Willi llio somewhat. surprising result, arguing 
merely u priori , of making an announcement, so ob- 
viously largely a Hooting the value ol the substance, 
to increase the demand lor it, when the substance 
is regarded as a store ol value P~ 1 think it is re- 
garded as one, two or three silver bangles or so many 
tolas ol* silver rather than as worth a particular 
number ol annas, once it has reached that stage. 

528. {Sir Henry Strukuwh.) Would nut the elfecf 
be that lho lirsf shock of the announcement would 
lead to sales and that the purchasers would only 
come when people believed that silver had reached 
bottom and was really cheap P There is not Llio least 
doubt that it would have a very serious elfect oil the 
silver market. 

529. Which ellect would lie brought about by peupl 1 . 1 
desiring to exchange their savings Irani silver into 
gold P— As l say 1 do not believe myself that there 
would bo any considerable selling «>f silver other than 
tiipccs in India. 

•>3U. {Chairman.) Continuing to deal with the situa- 
tion that would arise on the establishment of a Gold 
•Standard, you refer lo the possibility ol making 
arrangements with the Central Banks m order to 
avoid a disturbance ol the distribution ol Lho world’:, 
gold .supply and the immediate demand for lho actual 
metal. What is tho nature of the arrangements 
which you have in mindp- Well it is obvious that a 
decision of Lhis importance in relation to gold in the 
world could not be taken ami acted upon without 
eoiiMjItutioii with tho Bank of England and the 
federal Reserve Board of tho United States. It is 
most important that it should be taken in consulta- 
tion in order tkuf such steps us aro possible may 
bo taken to prevent either a very largo appreciation 
of gold or disturbance in the gold standard countries. 
My Iceliug about flic matter is that just as in theory, 
an Exchange Standard for India with no gold in cir- 
culation would bo cheaper for the Indian people, bill 
that psychologically it would not in the end bo oi 
such benefit to India as a gold currency systom be- 
cause of the absence ok expert currency knowledge 
among the majority of the population, so the sudden 
appearance of an excess demand of 1UU million on 
the gold Reserves of the world would, owing to tho 
attit ude of the mind of the uvoruge man in the City 
of London or in the United (Stales, be a very severe 
shock and could not be met unless something had 
been done to educate that opinion, but that if that 
opinion were reasonably educated there would be very 
little difficulty so far as the experts wore concerned, 
in devising arrangements which would enable the 
gold reserves of the world to spare £100 million. I 
have not got the exact figure of the amount of gold 
and gold certificates in the United {Rates, but 1 be- 
lieve, it is a fairly largo figure, and 1 think it is 
commonly agreed that at the present moment there 
is a very largo excess of gold, apart from gold cer- 
tificates, possibly as much as 600 million dollars in 
the Federal Reserve system of the United States which 
would be enough in itself to meek this demand, if 
the Federal Reserve Board wero willing temporarily 
to reduce tho proportion or wero willing to got the 



MINUTES OF ftVIDENCE. 


39 


25 November , 1925.] Tim Hon. Sir Basil P. Blackett, K.C.B. [(Wlmued. 


Koltl certificates out of circulation. Similarly I bo- 
liovo that tlio Biuik of England authorities would 
agree that if popular opinion wero morn educated, 
a reserve of JBlfiO million or £160 million is iimioccs- 
sarily largo. And what l contemplated was that 
there should lie nogotiatiuiis between the two and that 
after uiTnngenients had been made for minimising 
the shock there .should be arrangements made for 
temporaiy civil its lor the (lover union t of India oither 
direct from the United States or through the Bank 
of Kn.'dnnd so ns to cnsiiro tho withdrawal of £100 
million from the gold reserves of tho United States 
and England in a way which would not upset gold 
prices. 

I- feel a little difficulty in apprehending what 
the arrangements to minimise the shock would bo, 
ami, in the second place, since what you require 
to put the standard into force is gold, of what bene- 
fit any arrangements for tom purary credits is going 
to bo unless except in relation to supplying you with 
the sterling necessary for tho (Government payment > 
in London ?— Theoretically, the (Government of India 
could set to work to moot the first stage by using 
it up. lb has got available 109 crorcs of gold ami 
gold securities. Lt could bhoorcbically proceed to 
convert the greater portion of those securities into 
gold during tho iirsL stage. Naturally its action in 
doing so would have a very severe eifect oil the gold 
reserves of Llic United Kingdom and it could hardly 
lake that action until it had como to some agree- 
ment witli the a ml Kiri ties responsible for those gold 
reserves. 

The .igriHMiieiu. would he in tho ualiire of an 
auiiouuccniciib to those authorities as to what you 
are going to do, so that they might take action 
to meet the situation?- It would, as L contemplate 
it, lie an agreement in assist tho situation by allow- 
ing India to borrow temporarily in London and New 
York. 

«V&. U would bo apparent to those from whom 
tho credit* were obtained, would it not, that they 
were obtained for the sake of allowing Tudia to draw 
gold? --Yes. Alter all, it was exactly what was done 
by the (Gorman (joy eminent when it issued its two 
largo loans in 1921. It obtained thereby a rail oil 
tho gold reserves of England and America and 
arrangements were made for assisting tho supply 
of that gold to (Germany without disturbing gold 
prices in tho United Abates. 

534. Considering tho matter entiroly from tho 
point of view of India, nml considering what the 
attitude of those) with whom India would havo to 
bargain would bo in the event of such negotiations 
lwing undertaken, what will ho the inducement to 
the authorities of the world's gold centres to induce 
them to facilitate tho flow of gold to India under 
those conditions?— Indian worst argument would be 
a threat that she would convert tho 80 million emres 
of sterling securities into gold. That would be one 
inducement, l think, on the part of those concerned 
to collaborate in order to prevent any action of that 
sort from upsetting them. But tho other induce- 
ment and the main inducement would be I hope, 
J/hat they would be convinced that in the interests 
of India and of Iho world in genoral, the establish- 
ment of tho gold standard was over a lung period 
going to secure such improvement in the general 
economic condition of India and its position as a 
purchaser and partner in the world's trade and com- 
merce as to mako them willing, taking a long view, 
to assist the process of securing a gold standard for 
India. I recognise that it is a startling proposition 
and that there arc very formidable difficulties in 
the way. But I do express my own personal opinion 
that with goodwill on tho part of tho various autho- 
rities concerned, tho problem is one which really 
might yield to treatment. 

536. You express the view in the final paragraph 
of your memorandum, paragraph 30, 11 It remains 
to consider the second question. Can the transition 


be effected without such a disturbance in the gold 
and silver market of the world as will threaten or 
destroy tho utility of gold as a standard of value? If 
the effect of a decision to attempt tho change lo gold 
in India is going to ho to upset the gold .^taiulaid 
ill tho United Slates of America or in Europe, India 
has dearly nothing to gam by making Iho attempt. 
Even if tho change is likely to cause an apprecia- 
tion of gold by as much as, say, 25 per «viil., India 
must hcsiLato before risking Midi an upset in her 
own internal prices, as would accompany a fall by 
25 per cent, of world prices and you add that yu*i 
do not fool confident to pronounce a division on this 
point?- No. 

530. 1 am sum tho CominisNioii would lu« most 
anxious lo hear whether you have any prut i.eonal 
view as (o whuL likelihood there i.> of mi serious an 
upsot jus that to which you refer here hiking place 
and what influence that will havo upon your opinion 
as to iho desirability of tho policy? — I loci com meed 
that them is a serious risk iu a matter of this sort 
unless them is some preliminary agreement lor co- 
operation among those concerned. But 1 add t-hnl, 
ill my opinion, it ought not to ho iinpo.vublo to 
arrive at soiuo such agreement, and that, Inking an 
uhjeetivo view of tho whole position, the gold reserves 
of England and tho United Slates particularly Iho 
United States could spare* the gold required with- 
out any appreciable eifect. on gold prices, if Iho 
public opinion in those countries was not unduly 
shocked. 

5, ‘17. So that the general elici t of ilia l is lluit these 
am considerations upon which further knowledge aiul 
assurance is necessary before anything can lie 
decided as regards the balance of considerations Inl- 
and against? Yes. From India's point, of view, I 
believe that, in spite of the real objections lo the 
use of gold as currency, it is impossible to get such 
good results so quickly for the economic position and 
development of India by any other system than a 
gold standard system on the lines suggested, hut that, 
tho transition to such a system is a lug problem. 
India would have to pay a litt-lo hit more in hor 
budget during the transit ioual period and lor, say, 
a generation, ImL not, as 1 think, an impossibly 
largo additional charge. The world would, somehow' 
or other, have to he convinced of tho possibility of 
finding tho extra gold required for the transition 
period before it would be safe for India in her own 
interest, quite apart from the general interest of the 
world, to embark on such a plan. But I. have 
expressed my own personal conviction IhuL I do net 
think it ought, to he impossible to convince the world 
that this cun be done. 

•VJK. The world for this purpose being represented 
by tho authorities in Loudon and New York? — I 
boliovo that those authorities can he persuaded in so 
far as they are personally concerned in a short time. 
But they aro faced W'ith the necessity of dealing wilh 
a public opinion wdiich has only hazy ideas on the 
subject of the gold standard and of the amount of gold 
required, and that shares the rather common view 
that a gold reserve is there to be locked up. And it is 
tho difficulties of educating that opinion that would 
give pause to the authorities — not that they really 
believe that it is impossible. Tn the samo way. us 1 
said before, that India could probably gel as good 
results without this system, if public opinion in India 
were capable of realising it, so I believe that. India 
could got this system without damage to the rest of 
the world If public opinion in other countries (ould 
realise that it could be done. 

539. (Sir Henry Strakrmr.h.) I should like to ask 
one or two questions. »Sir Basil Blackett mentioned 
that only the other day 21 good deal of gold migrated 
from America to Germany without having any 
appreciable effect, and that in pre-war days it wat 
the custom to go freely backwards and forwards. I 
should liko to have his view whether, when tlio time 
came to approach the Bank of England and the 
Federal Reserve Board, their decision to help in 
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establishing a gold standard iii India would ho in- 
fluenced by the cuiiMdoruLion whether the gold flow- 
ing into India will, when it has gone there, remain 
available its pari ui the worlds gold currency 
reservoir; li they In-neved Lhul this goid going out to 
India did not go into the gold standard reservoir ol 
the world, whether in Lliu&e circumstances, they would 
not lie very iiiueh more re 1 net ant to part with the 
gold been use they would know that that gold would 
novel- conus back for monetary purposes ?■ -This au- 
thorities would certainly be very mueh influenced by 
the obvious fact that this hundred million is required 
in the hrst in »t unco to go into hoards; but 1 hope 
they would also be influenced by the consideration 
though one cannot put it l'uiward as a fact, but the 
coiiMderatiuu that it i* very probable that, taking a 
long view, the result of this change would be to 
diminish the drain on ihe world supplies ol gold 
within, say, JO years, that ii would diminish the drain 
immediately oiicu the li r.> L operation of a hundred mil- 
lion had been carried through, and it would iliiiiinish 
it to an increasing degree year by year, so Unit over a 
period ol, say, 3U years, the amount ol gold that has 
gone into India would noL have been greater under 
the new sysLein than under the old; uuly in this ease 
it would have been spread more in ihe first live years 
and less in the last 25 years. But 1 do not think it 
would he a consideration for the authorities that, 
taking a long view, this would remove from among 
the dangers which always face a gold standard in 
gold standard countries the threat of an absolutely 
unlimited drain of gold into India. 

bit), i. should like to ask Sir Basil Blackett whether 
lie thinks that the future production of gold is likely 
to keep pace with the economic development of the? 
world and then-lore the increased demand lor gold 
lor monetary purposes. In that connection 1 should 
like to remind him of our days at Genoa when that 
very question was being Llirashed outP-1 have been 
dealing with other questions in tho bust lew years 
than the production of gold in Lhe world, and 1 do 
not think that L alii really in a position to give a 
view of any value in reply to ihe question especially 
when put by an expert like Sir Henry Strakoseh, 
who prohahly could give the Commission a view ol 
in licit more value. 

•Ml. L wanted to remind Sir Basil BJaukell that it 
was, 1 think, then agreed that to keep pace with the 
tfijiioiiiic development of the world, the yearly gold 
prod ue l ion has to amount to about 3 per cent, of the 
whole stock of gold money in tho world and that that 
amount was worked out at a figure of about 110 
million sterling per annum P But that is assuming 
a drain to India of the same sort of proportions as 
had previously been in existence, if this change is 
carried through, one anticipates alter it a reduction 
in thu demuud. it is an anticipation of tho doiuand 
fur a hundred million by a period of about, on the 
average, 20 years, and it surely does oiler a possi- 
bility of eeoiioiny of gold, to get India advanced a 
stage towards having a bunking and monetary 
machinery, that will be more economical in regard to 
precious metals than her present habits are. 

612. Was it not tho proposition at Genoa that 
because tho gold supply of the world was insufficient, 
cun nlries should adopt tho gold exchange standard 
lor tho purpose of economising the use of gold for 
monetary purposes? -As far a a 1 remember those' 
dismissions, the subject of economising the use of gold 
in case it was insufficient was one of tho big subjects 
discussed. But then the most important point under- 
lying those discussions was not so much the econo- 
mising of the use of gold as tho attempt to stabilise 
the gold commodity value; so that in tho event of an 
extra demand for gold, such os 1 am now suggesting 
India should make, the co-operation of the central 
hanks of the world would secure that it did not cause 
a serious appreciation in gold, and, similarly, if there 
were some large new supply of gold from any quarter, 
it should he so absorbed ns between the various gold 
using countries of the world as to prevent a rise in 


gold prices. 1 do nob remember very particular stress 
being laid on the insufficiency of tlio world’s gold 
supply except, T think, by Professor Cussol. 

543. But uro not those two questions almost in- 
separable? if my memory serves me right, the funda- 
mental idea of the Genoa resolutions was that there 
was likely to bo a scarcity in the supply of gold and 
that in order to maintain the purchasing power of 
gold at a stable level, it was necessary to economise 
it and that as a means of economising it, the intro- 
duction universally of tho gold oxchunge standard 
was advocated P — Corlainly; that was one of the 
purposes in view. 1 think, speaking for myself, 1 
Laid more stress on the importance of stabilising tho 
commodity value of gold Ilian on thu economising of 
it; because I was not convinced in view of the history 
of thu past, that we could say that there would ho or 
would not be a sufficiency of gold. Tho foar ol a 
scarcity of gold wus in view of the very much larger 
amount of credit .structure built on the gold during 
the war. That threatened the possibility of a serious 
contraction afterwards. To that extent there was a 
suggestion that it was important to economise gold; 
but I would suggest that in the Gonoa resolutions, 
the suggestions for co-operation between the cciiltal 
banks of the world arc very much germane to the 
subject we are discussing and that it was for this sort 
of purpose tho conference in question made their 
suggestions, and that we arc pursuing our ultimate 
purpose, namely, an international exchange standard, 
by suggesting for India that she should advance to- 
wards that through the stage which, I four unfortun- 
ately, cannot be avoided of using gold currency in tho 
meanwhile. 

541. One last question. Your memorandum says 
that the project is a very formidable one and one that 
should be weighed very carefully. There are any 
number of factors which are highly speculative?— 
Certainly. 

545. And being highly speculative, is it not ad- 
visable to take tho most conservative view of the 
requirements rather than a less cautious view and, 
in the circumstances, would not the conclusion be 
drawn from the proposal that the amount of gold, in 
view of the fact that the factors are so speculative, 
would be far greater than you, with your great ex- 
perience believe to bo the case, and that that fact 
alone would bo a factor in determining the purchasing 
power of gold for a long time? Admittedly, tho 
elements in the problem are largely speculative. In 
Mr. Denning’s memorandum, I believo that in prac- 
licallv every case the figures represent the maximum 
in tin- M»nse that they are so cautious as to lead up 
to the filial figure for the demand for gold whieli is 
i lie maximum which you enu reasonably conceive us 
likely to result from this change. Tho vory fact that 
the main part of the demand must como quickly in 
Ihe first year or two, I think, is tho answer to* the 
other part of Sir Henry Strakoscli’s question, namely, 
that the uncertainty would, over a long period, lead 
to nil appreciation of gold. I believe the uncertainty 
would be of compurn lively short dimensions. 

54(5. (Sir lieginald Mant.) So far wo have arrived, 
l think, at this conclusion: that, in your view, the 
sterling exchange standard could bo introduced at 
urn* without any appreciable difficulty?- Yes; it is 
practically in existence; all that is required for it, 
or almost all that in required for it, is n determina- 
tion of tho ratio at which the rupee is to be fixed 
to sterling. 

517. But you would prefer to introduce the gold 
standard by stages? And that involves tho selling 
off of a largo amount of silver and buying goldP — 
Yes. 

518. With the risk of upsetting both tho silver 
and gold mnrkotR. Tlio question 1 want to ask you 
is whether it would not be feasible to introduce, or 
to perfect at once the sterling exchange standards 
and to let gold come into tho country as it jh dpiug. 
find has been doing for somo time, without attempt- 
ing to force tho process, without selling off rupees 
until the saturation point arrives by this natural 
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process, and to koep the gold standard in view as 
a goal to be achieved later? There have been largo 
imports of gold lately and there is every indication 
of the process continuing? — Ever since the closing of 
the Indian mints to silver, with less or more 
emphasis, except, 1 think, in the case of Lite 
Chamberlain Commission, each Committee or Com- 
mission of inquiry that has sat on this subject has 
spoken about an eventual advance to a gold standard. 
It seems to me that the time has come when India 
in ay justly ask that a final decision may be taken 
on that matter. If, therefore, it is decided that 
tho eventual goal is the gold standard, 1 would 
suggest that it is in the interests of India that the 
linal transition moment should bo reached as soon 
as circumstances will allow' and Mio Rubicon crossed. 
1 IWl that any development of the exchange standard, 
unless it is accompanied by a definite decision to 
build up by all possible means a large gold reserve 
in physical gold — any attempt to develop the existing 
system — would merely mean that the same vast pro- 
blem of converting hourds of silver into gold will 
stand as a wall against further advance at any 
moment that wc can reasonably foresee. 

649. But is not absorption of silver going on overv 
year, and would not the problem become less difficult 
with lapso of time? — It may; but whereas on the 
one hand there lias no doubt been a considerable 
tendency, visible lust year at any rate, to convert 
•diver hoards into gold hoards, L have no doubt that 
hoarding of silver rupees is also going on and will 
go oil under the exchange standard and the lique- 
faction of those silver rupees will always he a problem 
ahead at the moment when tho decision to introduce 
the gold standard has to be taken. 

650. Would it not bo more economical to let it 
come about gradually? --It might bo. I am not sure 
it would cornu about gradually. But assuming that 
it would ho so, it would be inoro economical in the 
sense Lb at it might be less costly immediately to the 
Indian Budget. But 1 do not think it will be more 
truly economical in tho interests of India as a whole; 
because 1 believe that tho introduction of the gold 
standard is a necessary tir at least a very desirable 
‘■tn go in the economic development of India as an 
investing, country using western or highly scientific 
banking and monetary machinery. 

551. Do ‘you think that the fact that we move 
loo slowly is a .sufficient ground really for embarking 
now on this very hazardous course a course Lo which 
Micro is likely to be ho much opposition in both gold 
ami silver markets? 1 think the best argument for 
doing it is that it in in India's best interests to do it. 

552. At once? That is what 1 want to know? -- 
It must Im as soon os possible. If the *viuw is not 
hold that it is in India’s interests to reach this stage 
as soon as possible, thou there is no argument for 
reaching it at all. 

553. It might surely ho said that there was an 
argument for reaching it when you can do it 
economically and without upsetting the rest of the 
world? — I do not think it can bo done unless you cun 
do it without completely upsetting tho rest of the 
world. My urgunient is that if tho first decision is 
taken that it is desiruble, if possible, to give India 
a gold standard as soon ns possible, then tho second 
problem arises, is it possible to make such arrange- 
ments now or at an early date as will enable this 
to lie done without upsetting the rest of tho world? 

664. (Sir Heni'y Strakosch.) And India, of course? 
—Certainly. India is as much interested as the rest 
of the world in seoing that her action docs not 
simply destroy the value of tlio thing which she is 
trying to got for herself, because it would cease to 
ho valuable to her if it caused such an instability 
or such a fall in prices as to amount to a complete 
reversal of tlie existing iMiuilibriuin, such as it is. 

I. would, however, suggest that tho moment just alter 
the Groat War, when things are not ns stable all over 
tho world as they might be, and when there is un- 
doubtedly a large surplus of gold in certain parts ot 
the world, is. a moment when there may he oppor- 
tunities for doing a thing of this sort, which may 


not recur when gold is more evenly distributed than 
it now is. 

6 55. (('hair man.) You ref or to tlie circumstance 
Mint in various Commissions and Committees the 
suggestion of gold circulation has boon held out tn 
Indiu. Is it not relevant in connection with that 
point to remember the proposition, with which you 
agreed earlier in the day, that it had not always 
been clearly apprehended that a gold circulation was 
not a necessary accompaniment to a scientific gold 
standard? -I agree, though 1 think that some of the 
earlier Commit tecs at any rate allowed themselves 
in writing their report to make assumptions about 
the necessity of a gold currency which were 
unnecessary. 

5-ifi. (Sir I'ur&holamdas Thnknnlnx.) Is there any 
country amongst tho Allied countries which took 
part during Lho war which has, as Sir Henry 
Strakosch has suggested, ill accordance with Henna 
resolutions, resorted Lo gold exchange standard 
instead of gold standard? — -Of course, at the present 
lime several of tho Allied countries have completely 
lliiclualing paper standards. 

557. But England has returned to gold standard? 

-Yes. 

55S. What about France ?- -France has a paper 
franc whose recent value lias deteriorated in propor- 
tion lo Llm amount of tin 1 French Budget debut 
which it has not been able Lo cover otherwise than 
by inflation. 

559. What about Japan? Japan is at present on 
no definite standard. lL**r exchange has depreciated, 
but she it no doubt ulLempLiug Lo work back to the 
gold .standard of the kind ihaL she had before the 
war. 

5l>(). Shu is mil aiming at a gold exchange 
standard?- -1 am not sure to what extent gold circu 
laics in Japan, hut all these countries, l should say, 
ire aiming rather at the international exchuiigo 
standard than gold standard, in lho seiisu of mil 
desiring a largo circulation of gold within their own 
comitiy. England lias succeeded in getting on to 
that, I ut that is a stago further ahead Limit it is 
povclib* lei I ml. a io go aL present. 

5(1 1 . L only wanted to know for my own informa- 
tion, because I do imL know much about European 
currency systems, whether any country among those 
who were parties to the League of Nations lias 
acted up to the resolution of the Hernia Conference. 

5(52. (Sir Ur urn St rut: use h.) Yes, all the modern 
currency systems set up or rather reconstituted since 
tho war: Hcnnany, Austria- Hungary arc on tho gold 
exchange standard; so is Holland. Holland lias been 
on t.iio gold exchange standard for a great number 
of years. Hold does nob circulate in Holland, but 
notes ami silver. 

503. (Sir L'u rshutaindas Thakurdas.) But in 
Holland J should have thought that gold currency 
was very much in vogue? 

5(5 J. (Sir llniri/ Strakosch.) No. Hold does 
tmt circulate in Holland, only notes and silver. 
(Sir Basil Blackett.) That is tho difficulty. In India 
gold is wanted internally. In England it is onougli 
to give gold for export. It may ho broadly said that 
all the countries which have acted tip to those resolu- 
tions have been getting into the position of having 
an inconvertible paper currency for internal use 
convertible into gold for export. 

606. (Sir Vurshotnmdus Thakurdas.) In 1921 I 
think the paper was absolutely backed by gold? 

5GG. (Sir llcnry Strakosch.) Holland is on a gold 
standard. But gold does not circulate in tho country. 
The Netherlands Bank will export gold, but there is 
no gold in circulation, nor is Micro any gold, as 
Sir Basil said, in circulation in tho United Stales 
of America. They have certain gold certificates, but 
Micro is no actual gold iu circulation. 

5G7. (Chairman.) I believe there is a publication 
of the League of Nations which will give us full and 
accurate information upon these relative standards 
which it may be wmll worth while to obtain and 
circulate to the moinhors of the Commission? — I have 
not really finished answering tho question. I think 
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Llio answer is Lliul every 1:011 n try that could do so 
is Lrying to educate its public up to tho habit of 
being coil U 1 lit with an inconvertible paper currency 
for internal circumstances, its absolute exchang- 
uhility being inaintaiiicd by the capacity to obtuin 
gold for export. In some of Lliese countries gold is 
actually in circulation to some extent. But in all 
of these absolute convertibility into gold is given, 
thought tho gold is for export. 

568. Just 0110 filial question on this aspect. You 
have told us in your memorandum, and L think again 
to-diiy, that you regard as a final ideal the system 
of uu inconvertible note currency circulating and 
readily convertible into international currency for 
exchange p u r poses ? — Y es. 

569. In order to arrive at that ideal, the process 
is to educate tho public by nil possible means in tho 
use of notes?* Yes. 

570. Does it, in your opinion, recommend itself, 
as a means of such education, that you should provide 
them with another currency than a gold currency P- 
Possibly it may sound a little paradoxical; but 1 
believe that is psychologically the only wuy it can 
be done owing to the existence of tho rupee, over- 
valued and with unlimited legal tender. 

571. Then a lust question ou that; will it bo easier 
to return from a gold standard by this process ol 
evolution which you liu\o just described to the ideal 
system of the inconvertible nolo currency than to 
arrive at it hy a contiiiunaeo of the ovolulion of the 
cxclmngo standards? - That is the conclusion I have 
come U> -1 admit against my will— hut very definitely, 
that it is nut possihlo to roach the ideal system 
except through the temporary or otherwise extension 
into India of the use of gold currency. I believo it 
is necessary to muko your ordinary means of circula- 
tion absolutely convertible into gold and to give 
ocular demonstration of the fact thut it is so 
convertible before you can persuade tho people 
especially of a continent such as Tndia that an incon- 
vertible note is entirely sufficient. 

572. Is llicro any case of a population which has 
once been accustomed to cion a partial gold circula- 
tion proceeding to an inconvertible note currency 
except under llio influence of soma great 
com ulsion sii( a li as tlial of the great war? 1 think 
the United States ol America may nearly be said to 
be a case of Unit sort Llnmgli, of course, there you 
had a civil war and green- backs and the long 
currency history. They did have civil war and 
green-hacks and ail iiieovorliblo paper currency, 
that bail not a gold value; then it was given a gold 
\alue, and they have bad the capacity to obtain gold 
and in practice did not use it except to somo small 
extent, particularly in the Pacific Coast. 

573. (Sir linny Slrakosvh.) Would you say that we 
could have introduced an inconvertible note currency 
in Ureal Britain early in 1914, that is to say, take 
out of circulation the sovereigns current there and 
substitute for them inconvertible notes P it is 
an hypothetical historic question, to which it is 
rather difficult to givo a really useful answer. 

574. ((.! Iiair man.) Thut is tho ideal wo con template 
as regards tho future of India? — I do not think 
necessarily, because there is no suggestion of iorcing 
tho people of India to use gold coin habitually in 
circulation, but merely give them an opportunity of 
having it, as 1 believe they will habitually use the 
smaller coin rather than the gold one that 1 sug- 
gested should be given to them, namely, the twenty- 
rupee niohur. 

575. With regard to tho effective sterling exchange 
standard system, there is the actual benefit of an 
additional free balance of 18 crores? — Or, even 
ignoring that, somo additional income from invest- 
ments. 

576. As regards tho gold exchange standard, that 
allows whatever may bo the additional cost of keeping 
a larger balance in gold in reserve?— Yes. 

577. As regards the gold standard system the cost, 
according to Mr. Denning's original estimate, is 165 
lakhs a year for the first 5 years, and about 1 12 lakhs 


a year thereafter PYes. May I suggest that you 
may take tho figures in paragraph 20 of my note. 

578. You suggest various proposals by which tlm 
cost could bo reduced ? — Either proposals for actual 
reduction of cost or inferences from the estimates 
that they uro unnecessarily high. 

579. In tlio first place, you reduce the estimate of 
200 crores ol' silver rupees for substitution to 150 
crores. In the second place, there is the proposal 
us to a silver import duty; and in tho third place, 
a proposal for a reconsideration of tho proportions 
proposed to be adopted for the new currency reserve ? 
— Tho most important ol‘ those is in any case the 
actual amount, namely, whether the figure of 2U0 or 
some other figure is the right one, and that is the 
one Unit affects tho proposal most. A definite) pro- 
posal for minimising the cost is the 1 annas duty 
on silver. Tho proposal in regard to tho modifica- 
tion of the proportions has somo offecl, hut a 
comparatively small one, on the cost. 

580. Tho substantial proposals are your ru-esLimate 
of 150 crores for substitution instead of 200 crores 
and a silver import duty. By these various means 1 
understand that, you arrive at the result mentioned 
in paragraph 26 of your memorandum?- Yes. 

581. In fact, you reduce it, not to a vanishing 
point, but to an appreciable extent?-- -Yes. 

5^2. 1 have olio or two questions to ask on t-lio 
silver duty on behalf of Professor Coyajcn. Would 
not tho proceeds of tho duly on silver fall when 
Indians find that silver lias entered oil a course ol' 
very low prices? — L am not really relying oil gctt'ng 
anything from tho duty at all during tho transitional 
period. Tho duty would act as a protection of the 
siher market, against any imports, in favour of the 
silver in tho hands of Government; and if it is a 
4 annas duty, such demand as there was lor mu il- 
ia India would be supplied entirely out of the 
Government of India's silver at some figure nearly -1 
annas higher than thut at which any silver could be 
imported from outside, so tlial probably there would 
be no import of silver during dial period. 

583. (A'ir Alcjrtinrft'r Murray.) In paragraph 13 of 
his note Mr. Denning says that when tile gold 
standard is introduced, 71 crores of gold will be 
required for private imports, and that Government 
could force an increase in tho privuto imports of 
gold of upproxi mutely 40 crores annually : will tlieru 
not be another GO crores necessary to replace silver 
which would not come in? That would bring up the 
imports of gold to about HO crores per annum.; if 
the silver does not i‘omo in, gold will come in? — 
No; my suggstiuri is that the imports of silver would 
cease, and iu place of that the Indian demand for 
silver will be supplied by purchase from Government. 
For Llio time being there will ho a reduction of tho 
pressure of silver imports on the trade balance. 

584. For the past three years an average of over 
IS crores havo come in?— That is about the figure. 

585. What, would take tho place of Hub silver to 
adjust the balance of trade?- It would enable the 
Government to mako remittances of tho proceeds of 
the silver sold here for the purpose of purchasing 
gold or buying credits outside India. In effect, it is 
the sumo thing. 

586. (Chairman.) You are contemplating a reduction 
in the total imports of the country in proportion to 
the reduction of silver imports P—1 a in contemplating 
a very large increase, temporarily in tho imports of 
gold, but stopping off of imports of silver would be 
one of the moans by which the effect of the increased 
figure on the dehit side in India’s trade balance would 
bo balanced. 

587. It appears to me that yon and Sir Alexander 
Murray are really at ono, that tho additional imports 
of gold which lie referred to in this connection aro 
really contained in the general increase in tho imports 
of gold P— Yes. They have already been allowed for 
once. 

588. (Sir Alexander Murray.) Mr. Denning does not 
do so in paragraph 13. He says, “ Taking the 
sterling expenditure as £35 million or 46 crores and 
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neglecting remittance by Government in excess of the 
sterling expenditure, Government could force an 
increase in the private imports of gold of approxi- 
mately 4(j crorus annually M ?— Bub 1 do not think 
there is any need lor the oxtra 20 crorus that is 
coming in to tuko the place of silver. Tho suggestion 
is Unit tlio demand would bo mot without any lurlhcr 
imports of silver for a long period from tho 
Government's stock ol‘ silver. 

589. How ubout your balance of trade then? -You 
are so much the bettor olf. That gives India a bettor 
balance of trade to the oxtont of tho cessation of the 
iinportN of silver. Ex hypolhesi , the balance of trudo 
including the extra imports of gold coming in would 
be turned against India to that extent. This absence 
of import of silver will be set oil against that excess. 

590. (Chairman.) 1 understand the assumption is 
that the importation of gold oil private account con- 
tinues us at present? — Yes. 

590a. That really brings tho two points of view 
together. The cost of the Gold Standard System is 
dependant upon the amount of gold required; and 
tho amount of gold required is dependant upon those 
elements of certainty or uncertainty which wo have 
analysed and which it is unnecessary to repeat; but 
wo must recognise that if any of the adverse circum- 
stances are realised they would probably increase the 
cost, such as tho acceleration of the demand of gold 
for hoards? — 1 do not think they would propor- 
tionately incrcft&tt the cost except in so far as they 
made the temporary borrowing involved come a little 
varlier. They do not increaso the liuul result. The 
temporary borrowing is largely ju the form of 
external borrowing, to meet tile exceptional demand 
for external payments balanced by a corresponding 
diminution to a great extent of Iho amount of 
borrowing required in India. From the point of view 
of the budget, the two rnigliL be regarded as can- 
celling each other, but the point is that external 
credits are required rather than internal credits. 

591. Let us take it from that point of view: 
supposing that one possibility were to bo realised, 
that is a real upset of the world’s gold prices, a fall 
nr-gold prices, and a rise in interest rates, that would 
increase the expense of temporary borrowings? — 
Why should there bu a rise in the interest rates? 

592. It will tighten up credit? Yes, but a period 
of falling prices would tend after a short interval Lo 
lead lo a fall in interest rates. 

5911. Might not tho interval be coiucidont with tho 
period during which you required to borrow?-— Yes; 
that would not necessarily mean that llie cost during 
the whulo period of borrowing would be increased. 

59-1. You do not see in the acceleration of the 
demand beyond that which is allowed for in the 
.scheme any linul increase in the cost of introducing 
the scheme? — f think the increase comes in only in 
so far as you have to hold a largo slock of silver 
unrealised, and you uro not ablo to uso llio proceeds 
of tho buIo of that silver for purchase of gold. You 
have to borrow a larger amount abroad, and the 


moment whou you aro able Lo umorbiBO that borrowing 
out of the proceeds of silver is postponed, so that you 
liave u longer interval during which temporary 
credits aro requirod. 

595. (Sir Henry Strakusch.) Those credits will be 
asked for at a time when you uro going to withdraw 
very big amounts lrom the currency rusones uf the 
gold standard countries? -They aro for the purpose 
of enabling you Lo do so perhaps. 1 recognise that it 
is a somewhat bold request to put forward, first in 
the interests of India, and then ultimately of tho 
world. 

599. (Chair man,) From llio general political point 
uf view, might it not be said Unit if the Government 
of India lias anything to give away in tho way ol 
tinancial hone tits at the present lime, that it has 
promised in tile past to sojuc extent to make use ol 
these benefits for other purposes, such as reduction 
in the provincial contributions, removal ot cotton 
excise duties, etc., and that if there is any tiling 
going they ought to come first and not a payment 
lor llio introduction of a new currency system? I 
think 1 have said at ouo stage that 1 should not 
advocate the introduction of this unless the cost ol 
it ami Lho fact that that cost was Lo bo met was as 
fully realised us it was possible to make it ill India 
by all those concerned. I do not think it would be 
a breach of any undertaking oil llio part of tlic 
Government if it were to introduce a new currency 
system and find that thereby some of the directions 
in which it is desired to reduce taxation or give 
relief had to he postponed somewhat. It is a con- 
sideration that has to be met undoubtedly. 

597. (Sir Henry Slrnkoxeh.) 111 order to visualise 
the effect of the introduction ol the gold standard 
— and it is clear lrom Sir Basil’s memorandum tliat 
lie contemplates the establishment of a Central Bank, 
in these circumstances there loro to visualise the 
c licet of introducing iuLo India a big amount of gold, 
what would bo the elfcct or what would have lo lie 
tho policy of the new Central Bank in order to 
achieve that? Would not the policy have to he !•» 
keep a very light hand on credit all the time, until 
saturation point bad been readied, because there 
would be a need to attract gold from tile gold centres, 
and that, of course, is done by raising the interest 
rate and keeping a tight bold mi credit, because the 
llow of gold under that system would have lo he 
automatic through tho policy of tho now Central 
Bank? i think it is probable; I have not thought 
this out before. 1 think it is probable that just as 
we eonteiuplate Llmt it would involve exchange being 
kept normally at llio gold import point lor some 
liltlo time, it would involve a policy on the part of 
those controlling credit and discount rates to avoid 
a period of loo easy money. 1 do not know that it 
would necessarily involve periods of speeially tight 
money, hut it would probably involve action to 
proveut rates falling spcciully low. 


(The wit nets withdrew.) 
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Tin* Hon. Sir Basil P. Blackbtt, K.C.H., recalled, and liullici examined. 


598. {Chairman.) Towards tiiu close of your most 
helpful evidence yesterday, Sir Basil, there is one 
aspect on which 1 should like to ask one or two 
questions, that is, the topic which we postponed ut 
the bogi linin'; of your examination, viz., the Imperial 
Bank of India. On that there are four questions L 
should like to ask, all based upon the assumption 
that there is a transfer of the control of the note 
i>siie to the Imperial Bank of India, and also a 
transfer to the Imperial Bank of the management 
of the Government's remittance business. The first 
question relates to the constitution of the Bank, the 
second to the capacities of the Hank, the third to 
the linancial aspects of the I ransfer, and the fourth 
to the account between the Government and the 
imperial Bank of India in respect of rer vices per- 
formed by the Hank lor tlic Government and (on 
the other hand) the privileges of note issue. \Ye 
might take them in that order. Do you consider 
that upon the transfer of the control of the note 
issue, assuming that- is done, it would bo dcxiniblo 
that there should ho any changes in the constitution 
of the Imperial Bank of India? This is a question 
into which 1 have not tried to go very far because 
1 bolide that this Commission would itself he better 
titled for going into that question and making recom- 
mendations on it than any of us in the Government 
of India at the present moment, it is undoubtedly, 
L think, a question which will have to ho considered 
— if it is decided that it is desirable to transfer the 
management of the currency to the Imperial Bank- 
whclher the existing constitution of the Bank and 
its existing relations with the Government are 
adequate; hut I have not any definite suggestion to 
make as to what form the changes in the constitution 
of the Bank should lake. 

599. There is, 1 believe, a widespread opinion that 
in its constitution a central hank of issue should he 
completely independent of any form of Government 
control : can you tell us what conditions there are 
peculiar to India which would have to he considered 
in connection with that question ? In relation to 
the total of hanking business of tndia the function 
of acting the custodian of the Government's funds 
and managing the paper currency and making 
Government remittances is a larger proportion ol 
the whole than is probably usual in other countries 
at the present time; especially, I think, in the matter 
of remittances, where the Government is making 
remittances for capital or revenue expenditure out- 
side India to the tune of 30 or 40 million sterling 
annually — a very much larger proportion of tho total 
remittance business of India than anything corre- 
sponding in other countries. Even when, just after 
the war, the British Governmont was remitting four 
or live hundred million dollars a year to America, 
that, was u wry much smaller proportion of the total 
remittance business between London and America 
than tho figures I have given for India; and, of 


course, in London that could ho done without any- 
body knowing what the Government was doing, and 
it is much more difficult- here. I think it is tho pro- 
portion that tho work done in India in connection 
with Government bears to ilio total work that is 
probably the most peculiar condition iu regard to 
India. 

ti(K). You are calling attention to the circumstance 
hat the interest of th.? Got eminent of India in tin* 
business under hi lieu by I lie Hunk on its behalf is ( o 
strong that India would rather differ from the 
normal cuso ? -1 was not drawing any conclusion 
from the fact, hut merely saying that it is niiu of 
tho points that would lmvt to he considered in this 
connection. 

601. It does point rather ill tho direction ol 
indicating that there is at any rate an intimate 
connection hcLweeu the financial beers ol’ the 
Government and tho Bank to a greater degree than 
in the normal case ? Of course while 1 agree that 
a central bank ought to be a private institution, 
and its capital subscribed almost entirely if possibly' 
from privato sources mid in a position of entire 
independence politically, and representing tho 
economic life of tho country as a whole, at the same 
time it is most important that there should he a 
dose co-operation between the Central Bank and the 
Government. There could not have been any closer 
co-operation that there was, or now is, between tho 
Treasury and the Bank of England in the period 
since the war; and a very close co-operation of some 
sort is 1 think essential between a Central Bank 
and the Government. It need not necessarily be 
to any great extent controlled hy the Government J 
ill ink. Of course, as things are at present, we have 
tho Controller of the Currency as a Member of tho 
Central Board of the Imperial Bank. 

602. But. you point to the circumstance that 
experience elsewhere teaches one that it is possible 
to attain the necessary degree of co-operation with- 
out uny formal or organized action by way of tbe 
establishment of partial control? - Yes. Historically, 
thu imperial Bank was formed by the amalgamation 
of the three Presidency Banks, There was this 
juspoct of the establishment of the Im per i ill Bank 
that it was in the nuturo of a bargain, an arrange- 
ment between the three Presidency Banks and their 
shareholders on the one hand and those who were 
negotiating the unification on the other, the Govern- 
ment, so that tho present constitution of the 
Imperial Bank represents something in the nature 
of a mutual agreement which might bo looked upon 
us something of tho nature of a sacrosanct charter 
by tho shareholders in the original Presidency Banks. 

603. Do you feel that thoro is any possible difficulty 
from the point of view of that condition in intro- 
ducing lurgo changes into tho constitution of the 
Imperial Bank P—1 doubt if thoBe who were 
responsible for the constitution of the Imperial 
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Bank by the amalgamation of the throe Presidency 
Banka expected that the exact form the Act would 
take at that time would remain unaltered for a very 
long time. I think they must have felt that it was 
a first step, to some extent experimental, and that 
alterations would naturally he made as time went 
on. In particular, of course, that is true is regard 
to the ten year contract lictween the Imperial Bank 
and the Government of India for the management 
of the Government balances. At the same time the 
shareholders have got to he treated with strict 
justice in any change that may be introduced; and 
the existing shareholders, who of course are the 
successors of the previous shareholders of the 1* re- 
sidency Banks, will have to he considered, and pre- 
sumably will have to express their concurrence before 
important changes can he carried through, unless 
there were some suggestions for buying them out, 
which 1 hope will not arise. 

004. By amalgamating the three Presidency Banks 
the shareholders in some degree surrendered u 
measure of independence ? -They may have sur- 
rendered a certain amount of independence, but I 
do not think they have had any reason to complain 
that they have not done well out of the change. 
But it does necessarily mean, I think, that there 
must be a gradual transfer of emphasis, in regard 
In the work of tho Imperial Bank, from the mainly 
commercial hanking work that was done hy the old 
Presidency Banks, to something more in the nature 
of work done hy a banker's hank for the other hunks 
in I lie country. 

(XK5. The second point is, as u condition n| 
transfer, do you consider t at it would be necessary 
to dciiiio more fully the ei parity of the Bank as a 
trading concern, and if so in what direction?— The 
direction is easier U answer than tho details. The 
direction is that of making tho Imperial Bank a 
hankers’ hunk chiefly engaged in guiding tho credit 
policy of the country and tho financial policy, and 
run not mainly for private profit hut more or less on 
a fixed dividend, with a reasonable return on capital, 
ami not doing, at any rate in the Presidency towns, 
ordinary commercial hanking in normal times, hut 
more in the nature of red iscoun ting for other banks. 
Of course, upeountry it must have considerable 
freedom to do ordinary commercial hanking. It hns 
opened branches in new places, and I think it was 
Mr. Keynes in his annexe to tho Report of the Royal 
(Chamberlain) Commission of 1D1H-14 who originally 
made the suggestion that tho model should rather 
lie that of tho Bank of Franco than the Bank of 
England. Wo have now an Imperial Bank with a 
hundred or very nearly a hundred branches newly 
opened since 1920, in addition to the ones that 
existed before all over tho country, which is of 
course quite n different model from the Bank of 
England. 

606. In particular, would you look upon it ns 
desirable, to attain those ends, that there should 
he a statutory obligation upon other hanks to keep 
balances with the Central Bank, something in the 
nature of the Federal Reserve system, which requires 
a bank to keop balances with the Federal Reserve 
Bank, — and I believe it is also the case in South 
Africa P — It would he a matter for consideration. I 
am not sure that compulsion will be nocossary in such 
a case, os soon as it becomes a control bank of issue. 
At present, I boliove, nil the important hanks keep 
balancos with tho Im|ierial Bank. 

.607. (Mr. Pretton.) We keep very large balances 
with the Imperial Bank?— Sometimes they are very* 
small balances, even negative balances. 

608. {Chairman.) What would be the effect of such 
a statutory provision upon the mushroom upeountry 
hank P — May I any, tho upeountry brink is not 
necessarily mushroom. 

009. Let me hasten to remove that implication hy 
saying, an upeountry bank which is a mushroom 
hankP — I suppose it would give the Imperial Bank 
some power of controlling the opening of mushroom 


hanks and to that extont and in that sense might 
perhaps assist tho wise development of Indian hank- 
ing. On the other hand the word “ bank M as you 
know is very difficult to define. Banking business 
in India is done in all sorts of gradations — from a 
man who ih little more than a village shop-keeper to 
the big Exchange Banks, or tho Central Bank of 
India, and so on to the Imperial Bank. It is n 
little difficult lo know at wliut point- you would begin 
your obligation to make a hank keep balances with 
llie Imperial Bank. You would hardly expect every 
village tradesman to do so. 

6L0. The use or the word “ hank " being such an 
important element in the situation, there might 
lie some advantage in making the. keoping of such 
a balance a condition of tho use of the word 
“hank”? — Or you might perhaps distinguish 
between a registered and an unregistered hank? I 
think tho use of the word 11 hunk n has deceived 
many. 

611. Tn nine cases out. of ton it is the case, is it 
not-, that when the public is deceived by an unsound 
institution it is deceived hy the use of tho word 
41 hank ”P — Yes. 

612. Could you define u little further the limit- 
ations upon hanking business in the financial centres 
(o which you refer as being desirable in the cose of 
n Central Bank for India? -Leaving out of question 
all exchange business, which is special, one would 
suggest that its business should he in that evenl 
confined as far as possible to such business as 
financing tho trade and industry of the country hy 
rediscounting general commercial hills of a currency 
of not. mow than say three months with two good 
signatures, — hut that is rather a difficulty in a 
country like India, because in a country which is 
largely engaged in agriculture three months is some- 
what short. 

613. (Sir Jfenry Slrnkosch.) In South Africa a 
provision has boon introduced enabling the- Reserve 
Bank to discount hills with a currency up to six 
months subject to certain conditions? L think it 
would make advances against hankers 1 drafts bullion, 
short-torm Government securities and so on. again 
with a short-term condition if possible. I have 
endeavoured to note down some of tho limitations, 
e.g., that it should not. ns a rule engage in trade or 
have any interest in commercial, industrial or other 
undertakings, etc. 

614. It should not engage in trade, lend on 
debentures, make unsecured overdrafts? — It should 
he lending rather than engaging in trade. There 
is always the difficulty as to where tho line of 
demarcation is. Tt should not advance money on 
mortgage of real property, or make unsecured 
advances, or draw or accept hills otherwise than on 
demand,— and then there is tho rule that has been 
applied in a good many Central Banks, that it 
should not pay interest on balances on current 
account. The Bank of England I hdievo makes it a 
rule that it never gives interest on balances on 
current account, nor 1 think does the Bunk of 
Franco, though of course arrangements are made 
hy which it acts as agent for lending out money for 
its customers and it gets over that difficulty in that 
way. 

616. (Chairman.) What would lie the difficulty in 
India? Do you fee] that there would hen difficulty 
in inhibiting a Bank from giving interest on current 
account in India? — Not on current account 
absolutely, — hut on money deposited for n certain 
time it always has boon the habit in India to give 
interest, and I doubt if it would he possible to 
develop the deposit habit in India unless that was 
fairly freely allowed; mid as I say the Imperial Bank 
lias got to do a certain amount of ordinary hanking 
upeountry, and it is us a matter of fact 1 lielievc 
found that it docs in a good many centres got 
money on short deposit, by offering n rate of 
interest, which otherwise would not bo banked at. nil 
and that of course is obviously in the interest or 
India. 
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Gif!. This is perhaps rather a question for the 
officers of the Imperial Bank hut it may be that 
you can enlighten us upon it. Is it tho ease that, 
•is a result of the amalgamation of tho business of 
the old Presidency Banks, the Imperial Bank has 
still on its hands any volume of private business 
which should not bo looked upon as properly the 
business of a cfMitral hank of issue? Of course flu 1 
Presidency Banks wore subject to considerable 
limitations, and there is a good deal of hanking 
business that tho Imperial Bank is not now allowed 
to do, such for oxainplo as lending oil mortgage; 
and there are a good many other limitations so that 
I fancy that tho tendency must have been for tho 
class of business which one wants to exclude at 
any rate from tlio head offices of tho Central Bank 
to be excluded; but, of course, there aro people 
hero who would answer that cpiostion better than 1 
can. 

G17. (Chairman.) Before I pass on to the next ques- 
tion, are there any supplementary questions on the 
constitution and capacities of the Imperial Bank? 

018. (Sir Norcot Warren.) Whnl is your opinion 
oil tho point that was raised that the Presidency 
Bank might do commercial business up country and 
no commercial business in tho Presidency towns?— *1 
rocogniso that that is a very difficult problem. It. 
must bo a question of originating business 
GI9. I should think it is impossible. I do not 
know whether I am right, hut I might ask Sir Henry 
Slrakosch whether in South Africa the Central Bank 
was puroly a central bank at first, and thou they 
found they had no customers to lend to, nml the 
Statute of tho hank had to he altered to admit of 
their doing commercial business? 

(120. (Sir Henry Slrakosch.) Yes, with limitations 
imposed upon tho hank by its statutes, which wore 
expanded so ns to enable it to do some kind of com- 
mercial hanking business; for instance,, it is cus- 
tomary in South Africa also to allow interest on 
deposits, hut that, provision has remained in the 
Bank Statutes. Therefore its sphere of operations is 
very severely curtailed. Nevertheless it does fin a 
little of tho commercial business; hut, of course, that 
is never capable of material expansion, breauso the 
bank cannot offer tho facilities which an ordinary 
commercial bank could. But. of course, the hank lias 
at times to enter into the general business of the 
country in times of stringency and stress. 

621. (Sir Norcot Warren.) T say that tho ciiro is 
exactly tho Ramo as that of tho Imperial Bank. 

622. (Chairman.) At present. 

623. (Sir Norcot Warren.) At present we aro pro- 
hibited from doing all sorts of business by tlio Act. 
You have only got to rend tho Act to sec the way wo 
are limited. 

624. (Sir Henry Strakoseh.) Of course, your Act 
is far wider, and gives you much more scope than 
tho South African Reserve Bank Act, and it is for 
that reason, I submit, that the statutes are not 
really tho statute's of a real central hank. 

625. (Sir Norcot Warren.) I quite agree with you ; 
but at the same time, just as in tho case of the Bank 
in South Africa, who are we to lend to? What 
hanks aro wo to lend to, or rediscount their bills? 
There aro only about tlireo banks in India wo might 
lend to. Tho Exchange banks T suppose would not 
want to borrow; there is only the Central Bank of 
Tndin, the Bank of India, and perhaps the Punjab 
National Bank. 

626. (Chairman.) Let us son if we can frame those 
points into a question, because Sir Basil is the host 
witness wo could put the point to. 1 think it is 
really contained in vour original question. Sir Nor- 
cot Warren, ns to the difficulty of distinguishing be- 
tween the business of a branch and the businoss of 
the head office, and to that Sir Basil has really given 
us his answer that he does so« substantial diffi- 
culty?- May 1 say that in tho answers I have been 
giving T was quite consciously rather suggesting the 
model statutes for a non-existent, central hank than 


suggesting tho exact form of tho business that 
should bo done by tho Imperial Bank of India, and 
1 recognise that a very groat deal of adaptation to 
circumstances would be essential in India. Whether 
you could get even approximation to some of the 
central banks recently set up, in Central Europe, 
for example, is a very moot question. For instance, 
when wo were dealing with a now central hank for 
Austria it was a very different problem from the one 
we are dealing with in India. 

627. This scheme being obviously so largely ox|»ori- 
mental, that is, as to tho offoct of a true central 
hank upon Indian commerce and industry, that sug- 
gests tho desirability, if possible, of establishing some 
machinery for the revision, without undue waste of 
time and elaboration of legislation, of tho pro- 
visions as to this matter. Is that a matter which 
iwrhaps should ho taken into consideration in 
framing the definition of the capacities of tho contral 
bank?- You would suggest something in tho nature 
of rule-making powers in tho Government to alter 
the rules without coming before tho legislature? 

028. Aro there precedents for such a maxim in 
Indian legislation?— I was wondering whether the 
bank would like that power t.o exist — via., that the 
rules could he altered except otherwise than on its 
request or something of that sort. T have not 
thought out anything on those lines. I think it is 
possible to exaggerate the difficulties of getting an 
Act through the legislature. 

629. (Sir Henry Strakoseh.) If I may say so, T 
think it would ho rather dangerous to allow changes 
in tho statutes of tho Bank to take placo without 
the authority of tho legislature; but T should imagine 
that it should ho possible to frame statutes to inoct 
the requirements of India. Obviously in a country 
where hanking is so in its infancy one might have to 
introduce rules and statutes which differ from tho 
rules of a central hank in a country with a highly 
developed banking Rystem, and nevertheless retain 
the salient features of a central hank, to perform 
its functions properly. I should say iti is not impos- 
siblo to frame statutes on those lines? I feel con- 
fident that it is not impossible if desired. 

630. Of course, while the number of banks with 
whom tho Imperial Bank would have business rela- 
tions at tho moment is small, T believe tho fact that 
the central bank exists, and is able in times of stress 
to offer facilities for rediscounting and, moreover, 
that any of its business connections could only .bo 
establish ('d when tho Imperial Bank has satisfied 
itself that the hank is run on sound lines would 
eventually lead to purifying tho commercial banking 
system of tho country; it will have to act at first 
principally as an educational authority, to build up 
a sound commercial banking system. 

631. (Sir Norcot Warren .) And while tho educa- 
tion is going on, what is to happen to our dividends? 

632. (Sir Henry Strakoseh.) The dividend is all 
right, T think; you have got the right of note issue, 
and you will have the benefit of tho doposit of a sub- 
stantial amount free of interest; I am not worried 
about the dividends; in fact, I think tho dividends 
may possibly be too high, unless you make provision 
to limit them, as is the rule with many central 
Banks. 

633. (Sir Basil Blackett.) Is it suggested that the 
dividend should be paid at the oxpenso of the 
Government out of the Government's share of the 
profits on the note issue? 

634. (Sir Henry Strakoseh.) My ideas are — and 
they have been adopted in very many statutes — that 
a certain maximum dividend should be allocated to 
shareholders, and tlio surplus should be devoted first 
to building up good reserves, and the balance to go 
to Government. 

635. (Chairman.) We will take that as a separate 
heading — that is, tho terms as between the bank and 
the Government; it appears to mo that Sir Basil bos 
really taken us an far os ho could in what ho has told 
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us os to tho possibilities regarding the financial 
capacities of tho bonk? — Rather further. 

030. (Sir Reginald Mant.) Sir Basil, I understood 
you to say that theoretically the central bank ought 
to be independent of Government. l)o you think that 
in the circumstances of India it will he possible to 
find competent management and direction for a cen- 
tral hank in charge of tho currency, if it is cut off 
from the assistance and advico of Government 
officers? Is it really cut off from the assistance and 
advice of Government officers by being made inde- 
pendent? Admittedly the problem of getting first- 
class management is a difficult, onu anywhere, and 
probably especially difficult in the transition stage 
in Tndia. But T think there is always a tendency in 
life, when a difficult task hns to he done, for the man 
to turn up, attracted sometimes by Lhe very diffi- 
culty of the task. 

637. You have not tho resources or anything like 
what you have in London, for instance? — Certainly 
not at present; hut London is not the only compari- 
son. 

638. But yon think that the difficulty is not in- 
superable?- One would hope not; obviously ono can- 
not say really more than that. 

639. You have said that it is desirable to get the 
currency business out of tho political arena— that 
the transfer to the hank was desirable for that rea- 
son. Do you think that the management of tho 
bank could be kept out of the political arena?- -I do 
not think T put it like that— that it would get it 
out of the political arena; what I said was that it 
would get it into a commercial and husiness atmo- 
sphere. The Bank of England has, on the whole, 
succeeded in keeping nut of the political arena in 
England in spite of considerable temptations at 
times for it to come in and for it to he drawn in. 

610. Have not political issues been raised in con- 
nection with the bank— such ns Ind'nnisntinn, for 
instance? They are bound to be in connection 
with anything in India. 

61 1 -2. They are raised in connection with every 
industrial company — that same issue of Indian Na- 
tion. You cannot, got away from politics by 
transfer (o the bank? — No. But. I tliink you get 
it into a different atmosphere. 

613. (Chairman.) Now on the third question to 
which T referred, still assuming transfer of control 
of the note issue. L want to refer to the question of 
any necessary readjustments in the capital account 
of the hank, and ill order to make my question elenr, 
T put it in this way: as T understand, by the trans- 
fer it is proposed that the hank should take over tho 
assets and the liabilities of tho enrrency reserve; 
hut now as to the gold standard reserve, what would 
you propose as to tho adjustments in tho capital 
account of tho hank ns regards the gold standard 
resorveP Tf it took over the assets and liabilities 
just iis they stand, an equal amount of both , it is 
not absolutely essential that there should be read- 
justment of capital. 

644. What would he the liabilities ns against the 
assets taken over from tho Gold Standard Reserve? — 
Tho outstanding notes. 

646. Arc not those covered by the assets of tho 
enrrency reserve? — That is what I mean; T was 
referring to the position under a gold standard they 
would tako over the liabilities for the outstanding 
notes, and on the other side they would take over 
the assets, which in my suggestion include a Con- 
siderable amount of Government of Tndia Debt, some 
of it nowly created, in the form of book debt to covor 
the nominal loss from tho sale of silver. Tt would 
not necessarily involve readjustment of capital; it 
might bo desirable, but it is not absolutely essential. 

646. But here is the gold standard reserve of £40 
millions without any defined liabilities of any sort 
against that asset. That- will now apjienr in tho 
balance-sheet of the Imperial Bank, and what is sot 
against it in the balance-sheet?- -The gold standard 


reserve would under the gold standard proposal have 
been completely used up in buying gold; it would 
have disappeared. 

647. Under the gold standard proposal?— Yes, 
because tho whole of it would have been roquired, or 
very nearly the whole of it, to pay for tho gold that 
is needed for importation into India. 

613. But that gold would cither he held by the 
Imperial Bank or it would have Imcn paid out in 
return for some other asset, would it not? — It would 
have been paid out for silver rupees, which would 
have been melted down and involved a loss. 

649. There being only a balance remaining, the 
bullion value of the rupees melted down? — Exactly. 

660. Bo that wo reduce the free asset as it were to 
the bullion value of tho rupees purchased with the 
gold P— Yes. 

651. And what would appear against them on the 
other side of the shoot? — Tho Government of India 
lxiok debt against ilio loss. 

652. .Against the continuing asset? There is no 
continuing asset, I think. Tho best way T can answer 
that question is this; in paragraph 25 of my memo- 
randum I have suggested a constitution for tho new re- 
serve. Tf you will take the second of tins two tables 
there, L have suggested that against their liability for 
redemption of I ho notes mwl for the maintenance, of 
course, of parity of exchange the hank should bold a 
minimum of assets in the reserve of 45 crorot of gold, 
IX) or ores of Government of Tndia Book Debt, and 
54 J crores of sterling and other gold securities. 
Would not tho hank haw paid sufficiently for being 
given lho.se assets liv taking over the full liability to 
redeem the notes plus the liability to pay something 
in respect of the profits? Mv point is, it need not 
necessarily involve ail alteration in tlie capital 
account. 

653. Tt appears to mo at first sight as if tho 
liability of tlie bank to redeem tho notes was set. 
against tho assets taken over from tho enrrency 
reserve, and although a further liability lias been 
taken over which it may bo said is to bo set against, 
the assets of tho gold standard reserve, tho question 
in liow that- liability is to bo defined P — T think tho 
only liability that is left at tlie stage T am contem- 
plating is tho liahilitv to redeem tho notes. On this 
hypothesis there is 189?. crores of notes in existence, 
representing the promise of tlio Government of India 
to pay mi demand. Tho bank takes over this promise 
and substitutes its own notes for them in duo course 
- not, of course, immediately, but over a certain 
period of time; and ns its own notes are substituted 
for these Government notes it takes over the assets 
that tho Government has. There will not bo any 
surplus assets under tho gold standard proposal, 
because the gold standard reserve will, I think, have 
lmen fully dissipated in meeting the loss on salo of 
silver rupees. 

654. (Sir Henri/ Strnhosch.) Sir Basil, what you 
havo just told us refem to the introduction of the 
full gold standard wdth gold in circulation. But is 
not tho position somewhat different if tho gold 
exchange standard or starling exchange standard 
were to he introduced? Tn that case, as T under- 
stand tho position, there would bo the liabilities of 
the note-issue and assets to cover that fully, hut in 
addition to that there would be 60 Crores of reserves 
which have lieon set aside to meet the requirements 
for external stability of tlie rupee coin circulation; 
that is, an asset which would have to lie taken over 
by tlio Imperial Bank, against which there is that 
liability?— A liability against which there is no 
asset. 

655. No; there will bo assets against which in the 
hooks of the bunk thero will not be any liability; the 
assets would bn 60 crores, which, according to your 
scheme, would be set aside ns a reserve for stabilising 
the exchange. A liability has to be created to meet 
that asset, and would you consider it an appropriate 
method if the Imperial Bank wero to partially find 
that liability in increasing its capital and partially 
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or a deposit by lho Government in terms of the 
charter?- I ngYoo that tho particular form of cur- 
rency (system chosen requires dealing with separately. 
What I was dealing with was the gold standard, i 
think that was the question that the Chairman was 
asking me. The arrangements with the bank will 
have to bo different either under the gold exchange 
or the sterling exchange standard. In my memoran- 
dum 1 have suggested that, there will he? an additional 
liability of 50 (Tores created to represent the liability 
to maintain tlio exchange value of tho rupee, and 
that against that gross liability for notes plus the 
50 mires the Government should hand over to the 
Imperial Bank assets of the paper currency reserve 
and gold standard reserve up to that totnl. Under 
the sterling exchange standard T have suggested that 
that loaves a surplus of 18 ernrm on my figures which 
the Government would not hand over, but which they 
would retain for themselves ns surplus. Tho sug- 
gestion of Sir Henry Strakosch is that tho rupiM* 
liability of 50 crores should bo expressed either in 
the form of an addition to the bank’s capital, paid 
for, I Mip|K>sc, by tho Government by handing over 
these reserve* and representing Government holding 
therefrom in the hank’s capital. . . . 

656. My suggestion was that T think 50 crores 
increase of capital would he unduly high; that a part 
of that. 50 crores should he used to increase the 
capital, and a part of it should appear in the hank’s 
Imlnuce- sheet on tho liability side a* a deposit by the 
Government for the term of the charter?— That 
to say. lho capital of the hank will ho increased by 
any round figure, say 10 crow, and the Government 
would subscribe for that 10 crores by handing over ]0 
crores of assets of the currency reserves — really the 
gold standard reserve. Tn addition the Government 
would make a deposit- of (on that figure) 40 crores. 
paid for by handing over 40 crore* more from the 
gold standard reserve; and is tlmt. to he an interest - 
hearing deposit? 

(557. No; free of interest? -The Government 
getting it* return, oil whatever arrangements were 
made, out of the profits on note issue? That would 
he quite a feasible plan, ns far us T understand it. 
if the shareholders of the hank could be brought to 
see its benefits. 

Jf they get a free deposit of 40 crores they 
ought to lie inlly glad? 

659. (Sir No rent Warren.) And no party to lend 
to. 

660. (Prof. Coyajer.) Would not. the liability bo the 
statutory obligation to redeem rupees as they are 
offered for conversion into foreign exchange, and 
therefore you might save a certain proportion of the 
difference between the nominal value of the rupee 
and the bullion value? — That is ultimately what I 
have suggested; only I have taken the arbitrary 
figure of 50 crores as measuring it. 

661. (Sir Henry Strakosch.) Mny I suggest that 
that does not seem to me to be correct. The bank 
undertakes, under its charter, to maintain the value 
of the rupee coin nr notes, and for that purpose it 
needs an exchange reserve. It receives an asset from 
the Government of 50 crores and its liability is to 
maintain the exchange value; but you cannot express 
that in a balance-sheet; you must set against it some 
concrete figure; henc$e my suggestion. Sir Basil, 
the present capital of tho Imperial Bank is 11 i crores 
subscribed, of which 6| crores arc paid up. Would 
you not consider it desirable, when the Imperial 
Bank is remodelled and established os a pure central 
hank, that the uncalled capital should be cancelled 
and the paid-up capital increased, my reasoning 
being that a liability on bank shares, especially of n 
central hank, is not worth much, because, if the 
Imperial Bank has to call upon its shareholders to 
pay up the rest of the capital, one may suppose that 
the conditions are such that none of the shareholder* 
will lie able to pay it? — T am quite prepared to agree 
as a general principle that nn uncalled liability on 
bank shares, particularly central hank shares, is not 


a very valuable asset in time of trouble for the 
creditors. 

062. And that therefore it would be advisable to 
cancel the uncalled capital and rather increase the 
other. And then another question. Would you 
consider a Capital of 10 crores paid-up sufficient? 
At tho present moment-, as T said, the paid-up capital 
is 5^ th crores. I may perhaps say that the principle 
which has guided many peoplo who havo framed the 
central hanks was that tho capital of a central hank 
should lie moderate, ns, in fact, the Bank baldly 
over needs it* capital except as a reserve, and that 
a liig Capital would be rather an inducement to a 
central hank to launch out into business which it 
would not otherwise do, and for that reason it is well 
to keep tho capital of the hank within renAonnblc 
limits. Would you, in theso circumstance®, regard 
10 crores as an appropriate capital?— I don’t think 
I have any very definite view until onn sees the exact 
scheme. It is rather hard to express any definite 
view. I would agree, I think, that the figuro of 
the capital, as it is at present constituted, would 
a little bit low in relation to the gross 
liabilities if the Imperial Bank took over the nolo 
issue. 

663. (Chairman.) Then we come to the Inst of my 
four headings on this part of the subject and that is 
the account as between tho Imperial Bank of issue 
and the Government. Tho Imperial Bank of issue 
would perform the following services for tho Govern- 
ment. It would lie doing tho remittance business for 
them, and it would he controlling and managing the 
note i«suc for thorn. Are there any other services 
to l*o taken into consideration? -Of course, the hank 
will continue presumably to be the depository of 
Government balances? 

064. Thai is cm the other tide. T was think in <r of 
that as an advantage tn lho hank. Tho hank manages 
the rupee debt for the Government?-- You. It does 
not do all tlin functions tbal the Bank of England 
does. Tliero is a separate public* debt office, but that 
is merely a question of machinery. 

665. What business is transacted at tho public debt 
office?- The business of transfer and all the business 
of registering trarsfer* and so on which in England 
is done in the Bunk of England — rather peculiarly 
in the Bank of England. I think it is rather pecu- 
liar to the English system that tho Bank of England 
is the actual registrar of the debt. 

666. And the business transacted in connection with 
the rupee debt in tho Imperial Bank is tho business 
of issue P- -The business of issue and the payment of 
dividends; and of course in England they have re- 
cently taken over tho actual management of the rupee 
debt from Hie Bunk of England. 

667. Is a register kept in England?— Yes. 

668. Then, on the ether side, the Imperial Bank 
of Tndia has the use of Government balances?— Yes. 

669. And it is proposed that they should have the 
privilege of note issue P— Yes. 

670. Tn Mr. Denning’s memorandum there are 
throe methods suggested by which the Imperial Bank 
of India might make the balance payment in respect 
of these particular services P— Or rather, of the one 
particular service of managing the note issue. 

671. 1 understand that it is proposed that it 
should ho the only payment made by the Imperial 
Bank of India to the Government, or on the other 
lumd that there should bo no further payment by tho 
Government to the Imperial Bank of India ?-- Yes, 
hub T think Mr. Denning was intending really to 
deal with this question by itself, without raising ques- 
tions of tho payment mode or not made in respect 
of other functions of tho Bank. He wished to deal 
with what payments the Bank should make in re- 
spect of monopoly of note issue. 

672. Are you contemplating that this should be in 
fuct the only payment made as between the two 
parties? — At present the arrangement is that there 
are no payments made either way except the pay- 
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merit that in made in respect of the issue and pay- 
ment of dividends, — what is called the management 
of the debt. 

073. Is something in the nature of a fee charged 
in respect of the service and management of debt? — 
Any payments of that sort were left out of account 
in thin memorandum. Mr. Donning dealt solely with 
what was a reasonable arrangement between the 
Bank and the Government in respect of those parti- 
cular functions. They might of course Ik* combined 
with other functions. In that case wo should have 
to look into the other service*. 

G74. £ don't quite follow your last point ? — You 
might take the whole of the relation of the Bank and 
the Government ns a whole, and consider in res|>ect 
of wlmt service, if any, the Bank should make a pay- 
ment or you might even have an arrangement by 
which the Government got its payment in the form 
of a share of profits. Or you might isolate each par- 
ticular service that is rendered and consider whether 
in respect of it there should be or should not be a 
payment and deal with it by itself. 

673. Which procedure would you recommend ? 
Would you recommend that the mutual account for 
services should he balanced by a single payment in 
respect of the privilege of note issue P — T am inclined 
to think that at any rale the easiest way to approach 
it is to leave other things ns they are and consider 
what payment the bank should make in respect of 
note issue. 

676. So that the only other circumstance which 
we would have to keep at the hack of nur minds 
is that a payment is made in respect of the control 
of the dolitP — And that the Bank gets the use of the 
Government balances without charge; and would get. 
not improbably, some slight additional control of the 
balances if the system suggested regarding remit- 
tances to England were adopted. Because in that 
case the balance might tend to Ik* slightly higher 
in India and slightly lower in London. 

677. That is the circumstance to which we referred 
yesterday. Then, in Mr. Denning’s memorandum 
with regard to the payment, of the Imperial Bank, 
three alternative courses are suggested, (1) that the 
Government might take a share in the profits of the 
Bank, (2) a separate profit and loss account might 
he kept for the note-issue department of the Bank, 
and Government might, take annually all, or nearly 
all, of the profit shown therein, (3) the Bank might 
pay Government a percentage on the amount of the 
invested portion of its Currency Deserve over and 
above ii fixed figure which would he free. Of these 
three alternatives, do you feel able to oxpioss a pre- 
ference in favour of any onoP — A preference is ex- 
pressed in Mr. Denning's memorandum on the whole 
in favour of (3). T do not feel that I myself, have 
so far got to the bottom of this question sufficiently 
to express ii decided preference for any. It would 
depend on the whole arrangement arrived at. For 
instance, there are undoubted attractions in the sug- 
gestion that has just been made by Sir Henry 
Strakosch in regard to the Government getting newly 
created shares in the Bank; in which case ydTi would 
introduce there a now set of circumstances and the 
whole would he reconsidered in that connection. But. 
method (3) is undoubtedly the simplest. I don't know 
whether the Commission have seen a nobo circulated 
a day or two ago by Mr. Donning on the profits ob- 
tained by the Government from tho existing note 
issue That brings out some of the difficulties of 
the second alternative. If you look at the Appendix 
you will see that the profit varies enormously. And if 
a separate profit and loss account wasto be kept, 
it would seem to involve some Tathcr difficult calcu- 
lations, and also to involve some control, for example, 
by the Government over the salaries paid to the 


people who an? working in the Currency Department, 
which I think would ho very undesirable. 

678. (Sir Henry Htmkoseh.) Particularly so, if the 
fiduciary part- of the note issue wore covered by com- 
mercial bills ? — Particularly. 

679. Have you any other suggestions to make on 
method (1)?- \ think at the back of my mind I have 
a preference for something in the nature of method 
(1). But I have not worked it out. 

680. Those reasons in favour of method (1) which 
are at the hack of your mind are not yet sufficiently 
formulated ? — It would depend so much on the develop- 
ment of the proposal. On the lines, for example, 
just suggested by *Sir Henry Strukoscb of the Govern- 
ment becoming a shareholder. 

681. May L just say this, that, of course, quite 
apart from tho Government being a shareholder and 
therefore drawing its dividends from that share hold- 
ing, the main revenue would of course come by way 
of surplus profit? — Yes. 

682. (Chairman i.) Then T think we must leave your 
evidence on that point in this stale, Sir Basil, that- 
method (3) commends itself on ncssmnt of its sim- 
plicity; method (2) presents difficulties because ol 
the considerations involved in striking a balance of 
profit, and loss and tho question of somo form of 
Government control. Method (1) may have factors 
to recommend it hut on tho whole it is impossible 
rightly to deride which is tho motb appropriate 
method except after a decision as to the actual 
arrangements involved in substance between the 
Bank and tho Government? — Yes, that expresses mv 
opinion. I must apologise to the Commission for not 
being able to give them any other guidance in tln-t 
matter. 

683. If I may say so. Sir Basil, it needs no apilogy 
because the doubt is due to the circumstance that 
one cannot arrive at an exact decision until one knows 
precisely what tho arrangements between the Bank 
and the Government nro to he in substance?- -Quit** 
so, and that is what T have in mind. A good deal 
depends on what is the arrangement, made in regard 
to the powers of the Bank, r.r/., as to the taking over 
l»y the Bank of tho remittance business of the Govern- 
ment. That may involve, for example, tho exten- 
sion of the Bank’s powers to deal with exchange, a 
point which perhaps T might have mentioned when 
you were asking what changes in tho constitution 
would he required. And it may involve some addi- 
tion to the Bank’s capacity to earn profits at tho 
expense of Government, which to some extent go to 
Government at. present; I mean in connection with re- 
mittances. And that would have to be taken into 
account, I think, as well as tho direct profits on 
note issue. 

6S4. (Sir Henry Stml'osch.) But which would come 
hack if tho Government share tlio profits of tho 
Bank?— That is one of the reasons why I have at the 
back of my mind that a share of the profits might 
he a useful method. 

685. (Pro/. Connive.) How does tlie Government 
share the profits of the Bank, in Franco P Gan you 
throw any light on that point? — I am afraid l have 
not got it actually in my mind. There are so many 
different methods in the various countries. It is 
rather difficult to carry in one’s head nil tho different 
arrangements. There are different arrangements for 
different countries. They are not very difficult to 
obtain. 

686. (Chairman.) We will have this ascertained, 
Mr. Coyajee. I am sure. Sir Basil, tho Commission 
would like to express their very warm thanks for 
your evidence and fhe most helpful manner in whi»»h 
you liavn given it. I hope that we have not occupied 
too much of your time P— That certainly is not the 
case. Thunk you. 


(The witness withdrew.) 
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987. (Chairman.) Mr. Me Watters, you arc tho 
Secretary in tho Finance Department P— Yea, Secre- 
tary to the Finance Department of the Government 
of India since March, 1923. 

OHS. And for the sake of our record, will you toll 
um what your previous experience was?— 1 have ln*en 
21 years in tho Government service in India, of 
which tho last 19 have lieen spout almost cent in iiously 
in the Commerce and Finance Departments of 
Government in various appointments, including 
Wheat Commissioner during the War, and Controller 
of Hidivi and Wool ; ill December, 1920, T became 
Controller of tho Currency, becoming Finance 
Secretary in March 1923. 

989. You wore Controller of Currency for two and 
a half years? Yes. 

090. T understand that you are giving us evidence 
not as representative of tho Government of Tmlia, 
but in your personal capacity? — Yes. 

991. We have had the benefit of receiving from you 
two memoranda an historical memorandum upon 
tho •recent history of tho Indian Currency and a 
memorandum on the stabilisation of tho exchange? 
Yes. 

992. And in addition .to that you have taken part 
in the discussions, as appears from the memorandum, 
between Sir Basil Blackett and Mr. Denning, the 
Controller of tho Currency, upon which both these 
memoranda and others with which wo have Iiccii 
supplied are based. But, I repeat, in all these 
memoranda von are expressing your personal views? 

■ - Yes. 

993. Now, let me turn in tho first place to your 
historical memorandum. Passing to the events of the 
war period during which the Indian currency system 
had new and strange experiences, could you toll us 
in geueral what tlio effect of tho abnormal events of 
that period have been upon the currency system in 
India?-- 'When I arrived in India in December, 1920, 
I think it was fairly easy to obtain a general view 
ns to what bud happened in tho ini mediately pre- 
ceding period mid why the attempt which was made 
in 1920 Iwd broken down. I think, in very brief, it 
was that neither the reserves of the Government ol 
India nor tho position of tho business community 
permitted such 'reduction in the currency as would 
Imvo been sufficient to main tain the exchange at. the 
rate which had been recommended by tbo Bnbingtou- 
timitli Committee. When I arrived in tbo country 
tho rate was already Is. 9| d.. tbo attempt to 
maintain the two shilling rate having been abandoned 
late in the autumn. By February it had reached 
Is. 4 d. By that time the swing of the pendulum, 
owing to tho great fall in prices elsewhere and owing 
to the entire change in tho balance of trade, had 
practically inodo it impossible for tho Government of 
India to do very much directly to .supjiort exchange. 
In two ways they tried to help tho situation. The 
first was by avoiding So fur as possible any action 
which would prevent exchange! rising. They were 
able, lor instance, to utilise the largo sterling receipts 
which they had, mainly owing to payments received 
from the War Office, in meeting thoir sterling ex- 
penses. They were able to borrow to a considerable 
extent in England mid they kept out of tho Council 
Bill market altogether for a period of yearn. At tho 
same time they did actually make certain small re- 
ductions in currency. Tho greater part of the re- 
ductions were made More March 1921. Tho lust was 
in August 1923. Tho second thing was that they 
endeavoured to put their financial house in order by 
balancing the budget; and also by borrowing both in 
Tmlia and at home so as to clear out of tho way tbo 
extremely large and dangerous volume of floating 
debt in the form of Treasury Bilk which at ono time 
exceeded 50 crores. They succeeded in. doing that, 
and it was not until that was accomplished that any 
action which they were able to take in reducing 
currency coukl have had much effect. T think re- 


ductions wero practically nugatory so long as we had 
continued deficits. The deficits in 1921-2 exceeded 20 
crores ; this was reduced to 15 crores in the following 
year; and then, largely as a result of retrenchment, 
and also thanks to good seasons, tliey were able to get 
a surplus of two crores in .the following year. And 
last year also there was a satisfactory surplus. I 
think that putting their financial liouso in order 
probably helped more than any action which they 
took in restricting currency, towards strengthening 
exchange. When exchange reached Is. fid. sterling in 
October, 1924 tbo position then arose that Govern- 
ment had boforo them, ns Sir Alexander Murray 
knows, a strong representation from the Bengal 
Oh am ber of Commorco which pointed out that tin* 
commercial conmiunity wero much exercised os to the 
possible results of tho next busy seusnti. They saw no 
chance of avoiding extreme fluctuations in. exchange 
unless some definite action was taken by Government, 
and the Government at that time came to tho view 
that any substantial rise in exchange above Is. fid., 
with possibly fluctuations up and down— might lie ex. 
tromoly harmful. 

fi94. Lot us stop at that point and take the principal 
events in connection with tho currency since the 
abandonment of the effort to maintain the 2s. 
standard. Let me take you a little further back and 
ask you this. 1 understand that the principal feature 
of the war period was the enormous demand for 
currency. Is it a conspicuous historical feature that 
the result of that has lieen to leave India with more 
elastic currency system than it bad before the war? - 
I think that there was ono very marked change in 
the course of the war period, and that is tho groat 
increaso in tbo paper currency and tlio much greater 
readiness on tlio part of people in India to take paper 
currency. The increase is very marked throughout 
tlio war period and it bus received no setback since. 
To Hint extent the currency is more elastic. 

695. There has been an increased willingness to 
make use of notes P- Yes. 

690. Also there has been a great expansion in the 
fi d uci ary issue ? — Yes . 

997. The last expansion was I think in February 
1925 when the maximum was raised to 100 crores? — 
Yes. 

699. The whole of that- maxi in um is not nmv worked 
up to?- Tho increase from fVS to 100 crores whs a 
permissive increase taken in view of the possibility 
of Government, having to increase tho currency in the 
event of extreme stringency in the busy season. 
Actually the fiduciary issue has not 1*000110(1 tlio 
figure permissible before, and a margin of more than 
15 crores still remains. 

699. Have wo not in that fact an element, of 
elasticity which there was not before the Wa-rP- Yes. 

700. I ii the second place there was the new feature 
of the power to issue emergency currency against 
hills of Exchange? -That was origiunlly 5 crores. 11 
was raked to 12. 

701. Tho date on which that came into force! was 
October, 1924 P — -Yes, and the conditions under which 
it can bo used have been modified; they are more 
liberal than alien first introduced. At first nothing 
could lie taken under 8 per cent.; but now the first 
4 crores can bo taken at 9 per cent, and the 
remainder at 7 per cent, or above. 

702. Resuming now your historical account at the 
point at which I interrupted it, we got to tho point 
at which tho rupee had arrived at Is. 6d. and you 
tell us in para. 18 of your historical memorandum that 
the action taken by the Government of India since 
October 1924, the date in question, has been directed 
towards preventing the rise of the rupee above Is. Gif. 
Will you tell us why the action of Government was 
necessary at that point?— I think the Teal answer 
is that it was the beginning of the busy season. T do 
not think the fact that, it coincided with Is. 4d. gold 
was the deciding factor. T think, bn I have already 
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said, it was due to the strong representations of tho 
commercial comm unity and the anxiety of (iovorn- 
meiit ill regard to the coming busy season; ami as 
exchange was very strong that meant steadying the 
exchango at tho upper rato. 

703. Then shall we put it in this way, that it was 
considered that uctiou must bo taken ut sumo time 
and the commencement of the busy season was tho 
right moment at which tho action should bo taken P 
—It was the only moment to prevent, what we con- 
sidered, might lead to serious trouble. If wo had 
postponed action, as was proved by the actual 
purchases in October, it would have resulted in tho 
exchango rising well above lx. (id. 

704. That -perhaps does not quite answer why the 
Is. (id. rate was chosen os the rate above which it was 
undesirable to allow the rupee .to rise ? — Tt was tho 
rate which exchange had reached be Toro the busy 
season commenced. 

705. (Sir Purahotumda* Thakurdtia.) I should like 
to ask one question about paragraph 4 of Mr. 
MoWatters' historical memorandum. There Mr. 
McWatters says 41 A new system usually described ms 
tho gold oxchango standard was then established ”, 
1 wonder if Mr. Mr Watters will agree with me that 
the gold exchange standard was evolved by a policy 
of drifting away from tho recommendations of tho 
Fowler Committee. They recommended a gold 
standard. The gold exchange standard was not 
part of their recommendations ; it was evolved by the 
Exocutivo bore P — I admit it was evolved. It was not 
in its final form what the Fowler Committee recom- 
mended. Tn fact Cover n men t adopted practically 
Mr. Lindsay’s recommendations, which tho Fowler 
Committee pronounced against. 

706. (C In i inn un.) A feature of recent currency 
history Iiuh been, has it not, tho introduction of a 
new mechanism for remittances ? — Yes. 

707. That is by the purchase of sterling in India 
instead of by tho sale of council drafts in London? — 
Yes. 

708. Might olio say that this is tho adoption of a 
liioro ordinary and commercial method instead of a 
more extraordinary ami official method? — T am not 
sure 'that 1 should go quit© so far jus that. It Is still 
an official litelhod in 60 far ns Government operates 
it direct. 1 should not regard it ns a commercial 
method until the whole mechanism is taken over by 
(he Imperial Bank. it was originally intended to 
tuko the place of the salo of 44 intermediates,” so ns 
to regulate tho market in between council sales rather 
more effectively; and, more particularly, when ex- 
change became more definitely fixed, it was found 
convenient to adopt this method more and more under 
tho particular circumstances of tho last year. 

709. lias it been found to work equally satisfac- 
torily? — I think so. There have been complaints. 
The principal complaint of tho commercial coin- 
rn uni Ly “ Is thembse nee of sufficiently early information 
ns to' "Government's operations. That matter will 
probably be brought before tho Commission by the 
Bombay Chamber of Commerce, which has been 
taking interest in it. Apart from thut, I do not 
think any serious complaints have reached Govern- 
ment. 

710. Of course, the now method of the purchase 
of sterling is a method which is suitable if business 
were conducted by a hank; the method by the sale 
7»r council drafts is less suitable if the business were 
conducted by a hank? ’-Yes. 

711. One final question oil tho historical aspects of 
the currency. What bus been the effect, if any, *n 
your opinion, of keeping tho nominal Shilling gold 
rate on tho statute book?— I think the answer is, 
none. Tho only instance in which I can recall any 
difficulty having arisen was in coniu»ction with 
Australia. At one time tho Australian Government 
applied their dumping legislation against eortain 
Indian products, and the ground alleged by them 
was that India had a 11 depreciated exchange 1 
because exchange waB much lower than tho 2-shilling 


ralo; hut when tho truo history was pointed out 
they at once withdrew (heir order. Apart from that, 
the actual rate remaining on tho statute hook, 
although obviously undesirable, has not caused any 
materi id injury. — - - 

• •**7X2. Would it have been tho cast*, do you think, 
that more gold would have gone in to actual circula- 
tion ns currency if it had not been for this provision? 

• -I do not sco that. Homo statutory rate has to 
remain on the statute* hook, and unless olio is in 
the position to introduce a new rule, I do not think 
gold could go into currency. 

713. Your answer is that if gold has boon kept out 
of tho currency it has been by I ho fluctuations of tho 
exchange rate?— It lias been hv the absence of any 
effective rate. 

714. And not so much by the mere existence of the 
2-shilling gold rate? -It has been by tho existence 
of a rate which was completly inoperative, a rate 
which offered 10 rupees for tho sovereign when the 
value of the sovereign was very much higher. Unless 
the rate bears some relation to tho reality there would 
be no possibility of sovereigns coining in. 

715. (Sir Pvrshuhnndna Thaknnhm.) You said just 
now that tho 2-sliilling rate was ineffective. Had it 
any other adverse effect except tho one regarding 
Australia? Large quantities of gold have been 
imported into India during tho hist two years. If 
you had, say, Is. Gd. on tho statute Imok, people 
could tender gold at. Rs. 1*3 and odd instead of 
Its. 10. To that extent it has proven tod gold being 
tendered to tho Currency Office if peoplo who hold 
gold wanted to realise it? — That, certainly, was the 
position up to a certain point. 

716. Do you know that last season in lYmiihay 
7 per cent, was paid by importers of gold? Tho 
hanks charged hank rate against gold. And is not 
7 por cent, a high rate at which to pay interest on 
gold? — Yes, certainly. 

717. If, therefore, an operative rate was on the 
statute book, it is possiblo that gold would have come 
into the Currency Office?— I entirely agree that the 
sooner the 2-shilling rate can be removed the bettor. 

718. (Sir Reginald Man t.) You said there had boon 
complaints regarding tho purchase of sterling on tho 
score of absence of publicity. Can you tell us what 
degreo of publicity there was?- -Tho purchases are 
published monthly after they havo taken place. The 
Bombay Chamber of Commerce pressed, I think, for 
immediate information of daily purchases mado by 
Government, and in tho alterantive they would 
perhnps have agreed to weekly returns of purchases 
made. Their complaint was that they lind to pick 
up what- knowledge they could get. by going round 
to various brokers. 

719. llow were tho purchases made? -Through tho 
Imperial Bank. Tho Imperial Bank are given a 
liuying limit and they make purchases through tho 
Exchange Banks. They are given a limit, both of 
rale and of quantity. 

720. They an* given tho minimum rate? — An actual 
rate which is fixed under instructions from tho Con- 
troller of Currency. 

721. It might be altered during the course of the 
dayP — Frequently, yes. 

722. Did you consider tho possibility of introduc- 
ing a tender system for these purchases of sterling? — 
l do not at the moment remember whether that was 
considered. T doubt whether in present conditions 
it is preferable to the system now in vogue. 

723. You do not think it would have been prefor- 
nbio when you were purchasing large quantities of 
sterling at varying rates to invite tenders to obtain 
tho best rates?- I think it would have been more 
complicated and could not lie applied from hour to 
hour in tho same way as tho present system. 

724. There are a number of markets? — Yes, the 
operations take place not only at Bombay and 
Calcutta, but at Karachi and Madras. 

725. So you could not really work that system in 
this country? T think it would he more difficult. 
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726. In fact, probably London would bo the only 
market, in wliich you could work it?— -That may 1>© so. 

727. (Sir Vurshutamdax Thakurdas.) You said that 
the deficit in 11)21-22 was about 15 croros Y- Over 20 
crorcs. 

728. Did this include any otw in exchange ? — No 
that is tbc revenue deficit. 

729. Without the reverse councils? — Yes, that is 
quite separate. That is actual revenue deficit. 

730. The loss in exchange is separate?— Such losses 
as have occurred in various ways through reverse 
councils or otherwise are quite separate. 

731. They were not included? — No, they were mil 
included. 

732. (Clini mum.) Now* 1 proceed to your memoran- 
dum mi stabilisation. The initial words of your 
memorandum are: “ 11 may be accepted without 
question that there is a general desire, both on the 
part of the public and on the part of Government, 
that the exchange value of llie rupee should be 
stabilised as early as practicable, and made, so far 
as possible, independent of Government control.*’ 
Have you in mind principally Hie independence to 
be obtained by making the system of stahlisation 
automatic, or rather by transferring tlio actual con- 
trol of the system from Government to some other 
authority? ■ -I was not referring to tho laLter |K>iiit. 
What L was referring to was the inconvenience of 
the present system in which, without a stabilised 
exchange, Government* is practically tho only 
authority wliich can affect exchange by increasing 
or decreasing currency. The whole onus is thrown on 
tlio Government owing to tlio temporary difficulties of 
the present unstahilised system. 1 was not for the 
moment thinking of the question of the Imperial 
Dank. 

733. You were referring to the removal of Govern- 
ment control by making the system automatic?- Ye*. 

734. l)o you regard this public demand for an 
independent -system as a conspicuous feature of 
public opinion in India at present?- Yes, I think hi. 

735. Now, continuing the general aspects of 
stabilisation, let me ask you a general question. Lu 
vour opinion, is the present moment an opportune 
ono for taking measures for the stabilisation of the 
rupee?- Yes. Of course, in a matter of this kind 
the opportunity of forming a judgment out here 
is naturally limited, because it depends on intPr- 
nntioiial factors of tho greatest importance on which 
wo have insufficient information hero. Dut assuming 
that the most important factor- which has occurred 
in tho last year, namely, tho return of tho United 
Kingdom to the gold standard, is a permanent one, 
and also that other countries wliich huvo been aide 
to go hack to tlio gold standard can remain there, 
I think it clearly seems to he a favourable oppor- 
tunity for India to follow suit by stabilising her 
exchange. It depends on a right judgment as regards 
the perina nenco of those factors and the likelihood 
of other disturbing factors not arising, such a factor, 
for instance, ns financial crisis in France. We, here, 
are not really in a position to form a judgment as 
to how far world conditions are secure. Dut, w» 
far as we can form a judgment., T should answer in 
the affirmative. 

736. You say towards tho end of your first para- 

graph: “The fixation of the rupee exchange in 
terms of gold necessarily means that world changes 
in the value of goll and in particular the monetary 
policy in the United States of America . . .*' 

Wlint had you in mind in that reference?— -What I 
had in mind was that once exchangers fixed, of the 
three factors whiciniave“‘t6 be 'c^nsKTered- inter- 
nntionnl prices, internal prices a nd exc hange — one 
will bo completely oiit of your control, namely, Triler^ 
national prices; the intermediate link that is 
exchange will be fixed; therefore the remaining 
factor, internal prices, will he at the mercy of outside 
movements, and it. will not be in your power to 
control the situation. Supposing that the monetary 
position :n America were to h'ad to an increase ! n 
the value of gold, prices in Tndia would he directly 
nffectod. 


737. Assuming ou tho ono hand that it is desirable 
Hint the rupee should be stabilised and on the other 
band that it is undesirable to attompt to stabilise 
it while the situation is still liable to Hueh dis- 
turbances as those which frustrated tho recommenda- 
tions of tho Babingtou-Sinith Committee, is there 
in your opinion, any event foreseeable for the deter- 
luimition for wliich it would be worth while to wait 
before fixing the rate of the rupee? I cannot think 
of any such event. 

738. (Sir lteyinnld Maul.) If you had reason to 
anticipate any considerable rise in gold prices, would 
you consider it advisable to stabilise the rupee at 
present? Would you con template with equanimity 
the possibility of a further rise or any considerable 
rise in internal prices in India? — if tho contingency 
were really a dangerous or an imminent one, I should 
prefer to wait. 

739. (Profrsxur Ooyttjer.) L put to you one argu- 
ment which has boon often advanced at the present 
time,— that we have had n series of good harvests in 
India. Dy the law of probabilities the opposite state 
of affairs may com« to pass soon. Therefore, should 
we not wait for a year or two before we stabilise the 
exchange? 1 think I should answer that in the 
negative. T do not know how the law of probabilities 
applies to harvests, hut we have gone beyond the 
normal period already and we might have to wait 
indefinitely. 

710. (Chairman.) Now as to the rate. Assuming 
that tho rupee is to be stabilised, wlint. rate should 
be chosen? I want to a*k you a question in par- 
ticular as to Lbo effect of various rates upon tbe 
Budget. In your memorandum at page 5 you say 
that if tho rate were to bo raised too Is. 8d„ that 
would ho of benefit to the Budget P— Temporarily. 

741. Were the rato to he reduced to Is. 4d., I 
understand that that would he a temporary burden 
on the Ilndget?- Yes. 

742. WhaL is the toLal immediate additional burden 
wliich, in your opinion, would ho cast ujKin the 
Budget. by a reduction of tbe rate to Is. 4d. P I liavo 
added it up according to your figures hero. Tt ap- 
pears to me that your figures give a total of 5 croros 
88 lakhs?- -Yes. That includes both the railway 
figures and the capital expenditure. That would not 
he the measure of the burden on the Revenue Budget. 
The measure of that burden would be 316 lakhs, 
unless it were then argued that, llie railway con tri- 
bal ion to the general Budget was too high; 'the 
Railway might in that case want re-consideration of 
tlio separation terms which were recently agreed to. 
But, fiiipimsing that does not take plucc, the actual 
loss to the revenue would ho 316 lakhs and the re- 
maining loss would be capital loss distributed be- 
tween tbe railway and the general Budget. These 
figures, 1 should also mention, do not include the 
figures of tlio Provincial Governments which are 
relatively small. The average sterling expenditure 
of the Provincial Governments on capital account 
may ho taken at approximately £500, 0T0 and the 
revenue expenditure at. 2 millions. The extra burden 
in the case of tho Provincial Governments would be 
8 lakhs in respect of capital and 33 lakhs in respect 
of revenue. The total loss is round about 6 crores, 
which I think is the figure given in one of tho memo- 
randa NUppliod by the India Office. 

743. You contemplate that the offect on the Rail- 
way Budget would be such ns to require an increase 
in Lho rate or some other alternative; so there would 
be a burden on the public though nor in tho form of 
increased taxation?— I think it quite possible that 
tho burden might bo in the form of preventing a 
reduction in fares of which there is a possibility iu 
the not distant future. 

744. Finally on the question of stabilisation, would 
you tell us generaly what are the reasons for the 
opinion expressed in the final paragraph of your 
memorandum in favour of accepting tho present po- 
sition of Is. fid. to which you attach special import- 
ance? — I regard tho question purely as a matter of 



MINUTES OF EVIDENCE. 


;>3 


JW November, lttK. | TIhi Uuii. Mr. A. C. McWattkhh, 0.1. K., l.O.S. 


('rnitinue<f. 


adjustment, that is t<» say, which rale will cause the 
least disturbance. 1 think it is u question of choosing 
tho looser evil, if I may say so. 1 am fairly con- 
fident, although it is very difficult to prove, that the 
adjustments necessary at the present rate will l>e less 
than at a rate either above or below it; and among 
tho adjustments 1 include tint adjustment of tho 
Government's Budget. That Budget has been balanced 
mi tiho assumption of a la. (Id. rate. That adjust- 
ment has ulrcady taken place at la. (3d. and a re- 
adjustment of tho Government finances would bo one 
of tho big readjustments required by an alteration of 
tho rate either abovo or bolow. 

74ft. f understand that, in view of .vour special 
responsibilities, your obligation is to look at the 
matter, primarily at any rate, from tho point of view 
of tho national finance?— If it could be perfectly 
established that an alteration in the rate, higher «.r 
lower, would really confer great and lasting benefits 
on tho country, the position of the Government 
fin a m M's would naturally bo a subordinate, considera- 
tion, blit personally 1 do not believe that merely by 
altering the external level of your country's currency 
you can effect any permanent improvement in its 
material wealth. If that could bo proved, I think it 
would weigh very heavily against any argument hared 
merely upon Grnci iimen l nuances. 

7-W. Then, as I understand, the general effect of 
your answer is this, that to adopt any other rate than 
that which at present rules would entail disturbances, 
in the first place to the Budget, and in the second 
place to trade ami industry (including agriculture) 
which would have a harmful effect, and it is only bv 
accepting tho position as it exists that you can avoid 
such disturbances?- I think the disturbances will be 
less if we accept tin* present rate. It is, l think, a 
choice of evils. Tho adjustments arc probably not 
quite complete even at the present rate, hut there 
would ho less further readjustment with tho present 
rate than with any oLher. 

747. Let mo ask a question which I should logically 
have asked at some other stage, and llial is whether 
in your opinion Indian prices have adjusted them- 
selves to the present 18 penny rate? - So far as one 
can judge from recent figures, the downward adjust- 
ment has gone some distance. Comparing Indian 
with sterling prices, and allowing for the great in- 
crease in tho Indian customs "tariff since tin 1 war, 1 
think 'there Is a general indication that prices have 
adjusted themselves although 1 never like to press an 
argument from index uu niliers too far. The statis- 
tics of prices are, T am afraid, in this country some- 
what incomplete. Tho Statistical Department lias 
boon rather starved of funds. But in cxmneclion with 
prices thoro is a publication which 1 should like to 
bring to the notice of the Commission, that is, the 
figures of ■wholesale and retail prices which are pub- 
lished every fortnight in the Cassette for nearly every 
district in India. This publication gives you the 
retail and wholesale prices of the principal food- 
grains in use by tho people. I have not attempted in 
make any tabulation of the figures bill, if the Com- 
mission desired it. this could bo done and some 
inferences might conceivably lie drawn therefrom. 
The figures relied very closely the seasonal position: 
for instance, most of tho food-grains which are 
giown in the autumn aro now standing a good deal 
higher than ft year ago, which is duo to the compara- 
tive failure of the late rains in August and September 
ns compared with last year. From this I think some 
indication of tho changes in the cost of living as 
affecting tho ordinary poor man could he obtained. 
There are also statistics which have hecu prepared 
by the Bombay Labour Office which give some indica- 
tions as to the movements in agricultural wages. 
They seem to prove that although prices have fnllon 
a good deni from their highest point the condition of 
tile agricultural labourer lias been steadily going up. 
and oven the general full in prices this year has not 
prevented a further small rise in the wages of the 
agricultural labourer in tho Bombay Presidency. 


What 1 was trying lo emphasize was that there aro 
so many eon liter acting factors which -affect the pusi- 
tioi r^c.r/., the .state of the monsoon iu a particular 
year- that it is very hard to draw any general con- 
clusion which will he universally applicable to the 
whole of India as to whether prices have moved in a 
particular direction or not. That is why I find it 
Very difficult to give any definite answer to the 
general question, how fur they have really adjusted 
themselves. 

718. Taking the (‘alciilta index iiiiin-hor for what it 
is worth, that would elearly indicate that prices were 
adjusting themselves. (Sin you base any conclusion 
upon theso figures as to whether the process is com- 
pleted or whether it is .still in progress? — The figures 
would almost indicate that tho process' is complete 
hut it_ is 1 think dangerous to press index uuiii1mt.s 
so Tar as to argue within a small percentage and an 
error of even 5 permit, would ntfcct one's conclusion 
considerably. 

741). You suggest that we should consult the Govern- 
ment of India's return of fortnightly prices iu various 
districts: can you suggest any other source 1 of in- 
formation which would throw light upon the question 
of tlie adjustment of Indian prices besides the index 
liuiii hers to which you refer?— 1 think not, apart 
from the figures prepared bv the Itomhay Lal>oijr 
Office which are tlie most lip-to-dale in India. They 
have “cost of living” figures and they also have 
separate inquiries regarding the condition of the 
agriculture! population. This is a honk which 
originated in inquiries made by Mr. Kindlay-Sliirras 
and the figures are kept up-to-date. 

750. The Labour Gazette, published monthly hy 
the Government of Bombay, is one of the publications 
to which you nd’er. As regards the cost of living 
index, there is another special publication dealing 
with agricultural labour in tho Presidency? There 
is another publication dealing with wages in the mill 
industry. 

751. (Sir Ifniinnht Munt.) You said that the 
Govern men t of India's lludgcl had been adjusLud 
already to a Is. (id. rupee: that adjust incut, has been 
"affected by a considerable increase in taxation, lias it. 
not? Yes, certainly, a very large increase in taxa- 
tion. 

752. You think that taxation is undesirably high? 

1 do. 

753. The adjust men l has not been completely 
effected, and the Government, of India have not fully 
discharged their obligations to the provinces?---! 
agree. There are still 733 lakhs of provincial contri- 
butions which have to bo wiped out. Tlie excise duty 
on cotton has also been definitely accepted as an 
obligation, so that, the adjustment is Its. 1ft to £3. 

754. With regard to tile Is. (hi. rate, do you con- 
sider that a convenient figure for purposes of con- 
version? It is not a jierfect figure: it is 13?, Bs. 
to the £. It is not however so inconvenient 1 think 
that this need weigh very much in the decision. It 
is Its. 40 to £3. 

755. It is not ns convenient as Is. Id. or Is. 8d.; if 
you want to change £1, von have to go down to pies? 

- -Yes. 

756. You cannot suggest any figure in that neigh- 
bourhood which would be an improvement in that 
res|M*ct?- - There is nothing between Is. Id. and Js. 8d. 
which is really any better. 

757. Its. 13 to the fj, for instance? J think it 
introduces other complications, r. f/., in the expres- 
sion of the rupee iu pence. 

75H. ( Sir Vurshuhniithts Thnkunla*.) It would 
apiiear from what you have said that the figure of 
Is. (id. was hit upon more by coincidence than hy 
any sort of set purpose. It happened to be the ruto 
ruling just Indore the busy season started and it hap- 
pened to bo ruling when the Finance Department 
Tnade up their mind that they would stop any further 
rise in exchange. Then the argument that you urge 
in your memorandum regarding any change from it, 
upwards or downwards, would apply the same way 
to any rate at which the Government of Tndia may 
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luive stopped, say 1 h. Gd. or Is. »tl. F — 1 agreo, cxcopt 
that I do not think that tho Govern men t of India 
ivnnld ever have contemplated going up to is. 8d., 
because the inonetary position in tho country would 
lm\o I jeon very much upset and also the industrial 
position. I think one can rule that out ua a practical 
impossibility. 

7ot). Take 1 h. 7d. or Is. 5d. : ami suppose t-ln* 
Government of India had decided that exchange 
should bo stopped from going any further: the same 
set of arguments that you put forward in your 
memorandum against any change from the present 
level could have been urged and would have been 
urged by you? — 1 certainly agree that the figure 
might hare been Is. mi. Thou you would have had 
a different budgetary position; otherwise there would 
be very little alteration. 

700. Then was this figure adopted from the point 
of view of your Budget? -No. 

7(11. Therefore the budget position did not enter 
into your Consideration when the Government of 
India stoppcMl at In. Gd. That did not form part of 
your aim?— Wc did not fix oil Is. Gd. definitely for 
purposes of the Budget. One was, of course, very 
glad to be able to gel rid of 2J crores of provincial 
contributions last year, lint if exchange had been 
stopped at Is. 5d. we should have done our host. 

7G2. The Budget situation did not weigh with you 
at all, and, judging from what you have said in reply 
to the Chairman, the K <id. rate happened to have 
been a mere coincidence ns being the rate which pre- 
tailed at the time and very largely an accident? 

We were not considering the Budget in October. 

7G3. Therefore, whatever Lhe rate selected might 
have been, you would have to advance the same 
argu men tri against a change from that. rate, whether 
it ho Is. nil. or Is. 7d.? — If exchange had boon hold 
for a prolonged period at Is. ml., I should certainly 
have argued that Is. ml. was tho best. rate. 

7GI. If it had gone up to Is. 7d., would tho 
Government of India have moved in the matter of 
stabilisation ? If the rate to-day were at Is. 7<1.. for 
example? — I do not think the sit nation would have 
arisen; we should hardly have allowed exchange 1o 
rise to Is. 7d. 

7115. 'WiLli regard to what you say in paragraph .‘I 
about increase in prices .would the same he correct if 
prices went down six months «>r a year hence? If, 
lor instance, they went down from the present level 
by J2 per cent. ? -Wo are now GU per cent, above the 
pre-war level. 

7GG. Take cereals, pulses, and the articles which 
are consumed locally, including wheat. You are 
above the pre-war level, mid my question is, in 
judging whether the cultivator can stand any arti- 
ficial check Jrom sharing tho rise in other parts of 
the world in raw materials, did the Finance Depart- 
ment enter into any calculation as to wluit tho 
increased rust to him was? -Wo have considered 
the question oi agricultural cost. I was examining 
in that connect ion in the Bombay publication first 
ret erred to the increase* in the wngcH of agricultural 
labour. But it is very hard to say whether this in- 
crease in cost is compensated for by any improvement 
in tho actual work of the labourer. There is some 
evidence that tho condition of tho agricultural 
labourer has improved. How far lie is doing better 
work it is very difficult to say, hut ill actual money 
wages he seems to he somewhat bettor off than before. 
The position of the agrieiiltiirist also would appear 
from this same publication to ho on tho wholo bettor 
in the. Bombay Presidency than it was some years ago. 

7G7. As rcgii ids what the agrioiilturist gets for his 
raw produce, ho has to pay something additional for 
labour and the balance is his increased margin?*— 1 
was referring particularly to paragraph 29 of the 
publication which contains the opinions of a number 
of experienced officers who examined the conditions, 
in the various districts, of tho agriculturist and tho 


agricultural laliourcr; there is also a great deal of 
information in the census reports. 

70S. You tell us in the lost sub-paragraph of 
paragraph 3 why in your opinion any rise higher 
than Is. Gd. would he undesirable; you also tell 
us why any decline would be undesirable. The 
difference between Hie two as it may strike olio 
is that in one ease while you say that a rise above 
Is. 6d. would prejudice tho cultivator, when you talk 
of tho lower rate it is not the cultivator or tho pro- 
ducer that you consider, but the Central Govern- 
ment?—! was considering tho country in goncrnl. 
The producer would benefit temporarily, no doubt, 
from a fall to a lower rate, that is, some classes of 
producers. There are producers of different classes, 
those who work their own land, those who do not and 
who uro unable to get the lieneiit of their whole pro- 
duce, and yon hnvo got to consider a very largo 
number of different interests before you can say how 
far a rise in prices or how far a fall iu prices would 
injure them. 

709. May we take the most numerous class of pro- 
ducer: what happens to him? L do not know which 
is the most numerous class. Perhaps they are those 
who cultivate the land a.s tenant aiul have very little 
surplus to sol), hut live on their own production. 
They would, I think, he practically unaffected. 

770. (Sir Alexandvr Murray.) In your opinion the 
largest and most numerous class of proilticnr is 
u naffer tod by exchange, whether it goes up or goes 
down? Certainly iu tho long run, and even tempor- 
arily I think the majority would not get any very 
great benefit. They are all consumers. If they had 
any available surplus, they would have to buy some- 
thing. 

771. (Sir Purshofamdas Tliahurdas.) Then the 
argument against the Is. 8d. rale is not very strong? 
Tf the majoriLy do iu>t. heuelit by Is. id., they would 
suffer by Is. 8d.P The movement lo any different 
lovel does create disturbances. During that period 
Llicro is a disturbance, but ultimately it does not 
make any difference to the class which lives on its 
own production whether Is. -hi. or Is. 8d. is adopted; 
there will lie very little difference, practically 
negligible. 

772. For all practical purposes, whatever the level 
of exchange, it. Mould in your opinion make no differ- 
ence? With the- qualification which 1 have made in 
the memorandum that the gap between the present 
rates and some other rates might he so largo that. Urn 
disturbances would be so great that they could not 
possibly he faced. Tho disturbances iu the immediate 
period in making a big change from tlm present rate 
would he so great that such changes can he left out 
of amount as noL being within practical politics. 

773. Regarding the gain to the Central Govern- 
ment. could you tell iik what was lhe amount MmL 
tho Central Government gained when iu I92U 
exchange was fixed at 2s., and why while it was Is. Ad. 
actually in 1920 Sir Malcolm Hailey got it fixed at 
2s.: can you tell us to what extent India gained by 
that change in tho statutory ratio? «I think there i«« 
a misunderstanding bore. Tim amount that you gain 
doo« not dejieiid on the rate that you put iu the 
Budget, hut tho rate that you realise. The rate 
realised was not 2s. 

77-1. (Chairman.) What would the differoms) in the 
sterling expenditure have been if it had been a Is. Ad. 
rale instead of llm rate which was actually obtained 
in the year 1918-19? — There was nil actual deficit in 
that year, of course. 

77a. lint still you must have gained in your remit- 
tance owing to the exchange that was available being 
higher Lhan Is. Ad. P Ye«. The deficit was reduced 

. -if : ,i,rm!n( * in t,l<! < ost sterling expenditure. 
1 will have a statement worked out to show the 
amount of the gain. 

77G. (Sir PurshuiamdnH Thakurdas .) Havo you any 
figures with regard to the statement that you make 
in the Just sub-paragraph hut one of paragraph 4P— 
l made a calculation for the first five months of the 
present year from April onwards, and taking the 
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import duties ulonu the amount assessed ad valorem. 
was 57 i>or cent. Taking the import uiid export 
duties together, it was 51 ; the rest were nil specific. 

777. Would you not by a lower exchange get a 
higher return oil those assessed ad valorem? -Oer- 
t a inly, you would evontuully, if prices roso uml the 
volume was not decreased. 

778. What would lie the amount roughly in rupees*' 
- 1 should have to work it out. A statement cum I<1 
bo prepared showing tlio actual money difference 
be l wee u Is. 4d. and is. 6d. of tho customs duties on 
an ad valorem basis, assuming that the amount of 
imports is not decreased and that prices rise by the 
full difference. 

771). In the second sub-paragraph to paragraph 5 
you refer to bad monsoon and exchange; would 
it he a fair inference to make from what 
you say in tho latter part of that paragraph, 
that tho lower the rate of exchange, the safer won hi 
I jo tho calculations for the Government of India's 
Budget in the normal cycle of years in India? Take 
a ten-year period P — Yes, I was dealing there with 
tho adequacy of Government’s resources to meet a 
financial crisis, and certainly the lower tho exchange, 
the less the drain would lie, to some extent. 

780. Therefore for purposes of the Central 
Goveruinont’s Budget a higher exchango may eauso 
an undue Btrain to bo put oil the resources of tho 
Government of India? — The real risk of a breakdown 
is, [ think, remote so long ns your resources are suffi- 
cient; but there does arrive a point adieu, if exchange 
is fixed very high, the effort to establish it may 
involve u risk to your sterling resources. I have 
prepared figures elsewhere dealing with the question 
of the actual drain. But 1 agree generally that the 
higher tho rat<o which you attempt to establish the 
grouter the possible drain upon your sterling re- 
serves. 


781. You say in the last paragraph of your 

memorandum — “ Finally, it may tie said that 

in view of tho change in the price level 

since J9H . . .” etc. This practically gives 

tho impression that you think tho ratio of one 
country could bo changed should it suit cither the 
Govern men t or any special cases that limy arise. 
Would that ho a collect construction? — No, I think it 
is hardly u correct inference. What J meant was that, 
over since 1014 thorn huvo boon disturbances quilo 
outside Govern incut's control, which have affected 
debtor and creditor, and creditor and debtor, far 
greater than anything which can tic caused now bj r 
the fixation of exchange. The price level is the main 
factor that has altered and there have been price 
levels in between very much higher than tho level 
now; there has been a constant maladjustment and 
this occurs even in normal times: injustice is con- 
stantly being done to some one or another through 
variations in the price level; blit the maladjustment 
ill the period since J914 is so great that there is no 
sanctity, in iny view, in one rate rather than another. 

782. The maladjustment you refer to has been all 
over the world?*— Yes. 


783. And if thoro lias been any maladjustment in 
India that is because world conditions prevailed and 
nobody coukl possibly have stopped it : has any other 
country in tho world changed its ratio since the war? 
—Many have. The majority who have gone back to 
gold have tried to go back to their pre-war ratio; 
some, such ns Germany, have not; 1 uni aware of 
several that have adopted different ratios. 

784. In one direction you moan? Some have 
changed it in the other direction? Thoso of course 
whose cur roue v system broko down could not help 
doing so; they had to do it; but I do not know of 
any country which had a sound system of finance be- 
hind it which oven thought of changing its ratio as 
the Government of India propose to do : am 1 correct 
in that? Is there any information that you could 
give me which might make me foel that I am in- 
correct?— i am not aware of any country which has 


attempted to *tal>ilisu at a higher rate; many haw 
stabilised at a lower. 

785. (Chairman.) As regards the effect ol‘ a change 
of rates of exchange on the cultivator, I understand 
you to argue that if as a result of tho change of 
exchange rate the cultivator gets more for what he 
sells ho also pays more for what ho buys? — Yes. 

786. If ho gets less, con vcr^el v, ho also pays less? 
—Yes. 

7S7. Therefore alter the period of adjustment, what- 
ever effects it may have ultimately, you can effect 
no substantial change in tho position of the cultiva- 
tor by a change in the rates of exchange? Yes. 

788. That is perhaps a fair summary of your argu- 
ment? Yes. 

789. {Sir Hr mi/ Slwkitsrh.) With regard to the 
question of stabilising; I believe it was in October 
of last year, with the rupee at Is. fid., you were 
guided you said mainly hy the fact that if you had 
not fixed upon a definite rate the risks were that the 
rate would have gone up at that time materially 
higher than wdint it was and that that would have 
caused a material disturbance. May [ take it then 
that, you were also guided hy the fact that at Is. (id. 
a fairly large measure of adjustment had taken place 
between internal and external prices and that if you 
hud allowed the rate to go up, a new adjustment 
would have had to Lake place with a con expending 
disturbance of economic conditions? — Yes, | think 
that is correct. 

71)0. Yon wished to avoid widening the gap of ad- 
justment.?- Yes. 

75*1 . And would you agree that for all practical 
purposes nobody benefits as soon as the adjustment 
has taken place? — Broadly speaking, 1 think that is 
correct. 

702. That is to any, that any benefit accruing to 
any particular section of the coinmiiiiity is confined 
to the period while the adjustment is taking place? 
-Yea. 

793. And when the adjustment has taken place ,wu 
may expect, except for long term debts, like Ian:! 
tax for instance, no benefit accrues to anybody? Y<ss. 

794. One tiling I was not clear about in your ex- 
planation, and it is this: you said tho higher tin: 
point at which you finally fix the exchange, the gn»ntcr 
would be the risk of a break-down or rather the mole 
difficult would it bo to maintain the rate at that 
high level: would you say that it is more difficult 
to maintain it at the higher level when once the ad- 
justment lias taken place?- J was lint considering 
tho period after final adjustment. I was thinking 
of tho immediate position, on tho supposition that 
we fixed exchange, say, at Is. Sd. and a period of 
extreme weakness of exchange ensued. It would bo 
easier for us probably to establish Is. (kl., even if 
exchange weakness occurred ilian it would Ik* to 
establish Is. 8d. I was not considering the ul lima to 
period after adjustment. 

795. Tn other words, what you were afraid of is 
that an adjustment of prices at a level which is 
materially below or above the level at which exchango 
stood would In' more difficult and therefore t-lieru 
would be a greater danger of failing lo maintain tho 
exchange value at (hat point? — Yes. 

790. (Chairman.) In short, if prices are adjusted 
to tho present level (lie adoption of another level 
involves a disturbance, and tho further the difference 
between tho present, level and the other level adopted, 
tho bigger the disturbance involved?-- Yes. 

797. But once the new level is reached and a fresh 
adjustment of prices arrived at to the new level, 
thou of course tho now rate is ns easy to maintain 
as the oldP — Yes. 

798. (Sir Henry Sfrakosch^) You mention that 
little reliance can bo placed on the indices which are 
being prepared in this country. Which authority 
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prepares these indices ? Are there any private in- 
stitution* who do this? -1 am not awniv ol any pri- 
vate institutions; the Government indices are pre- 
pared hy the .Director General of Commercial Intelli- 
gence, and under him there is a Director of Statin tics ; 
they are under the Commerce Depart incut. They 
prepare the Government of India statistics. 

71 ) 1 ). Do yon see any great difficulties in preparing 
a scientific index 14)011 which as much reliance could 
lie placed as upon indices prepared in other coun- 
tries P I think it is more difficult in this country 
owing to ils size and owing to the eiioriuous variety 
of conditions in the different provinces. I think 
that our index ism Id he improved no douht, but 1 
think that the conditions are more difficult here than 
elsewhere. 

800 . But you see 110 insuperable difficulties in pre- 
paring an iudexP 1 think an index niimhcr for the 
wfiole of India would Ik* misleading; I think you 
really require index-numbers for particular areas; 
the conditions differ so enormously in different parts 
of the country. 

SOI. (f 'hninmin.) I shall now turn from Ihc ques- 
tion of stabilisation to the question of the currency 
system for India. I may say that the memorandum 
is so full and clear that if will l»c unnecessary to deal 
with the matter from the beginning; the memoranda 
are bawd 14)011 a comparison of three possible stan- 
dards, the sterling exchange stundard, the gold ©x- 
cliango standard and the gold standard. I would, 
if I may, just ask you some general questions which 
will give you an opportunity of supplementing the 
memoranda in any manner which you think is desira- 
ble, and in particular to show tho (V>m mission upon 
whut .considerations you lay particular emphasis. 
There is one proposal which is common to all three 
possihlo systems, and that is the proposal for the 
transfer of the control of the note issue to tho Im- 
perial Bank of India, coupled with a proposal for 
amalgamation of the reserves. Would 3*014 then it'll 
us ill general what your view is ns to the desirability 
or the reverse of the amalgamation of the paper 
current^* reserve and the gold standard reserve? 

I think that in theory at any rate it is desirable to 
have 11 single reserve. L think it depends entirely 
on what system you eventually adopt. The system 
of gold exchange standard which is outlined in our 
memorandum contemplated the continuance of ?i 
separate reserve, only under a different name -a re- 
serve for redemption of rupees. It really was u con- 
tinuance of the gold standard reserve, fulfilling, not 
quite all the functions of the existing gold sLandnrd 
reserve, but more or less in substitution for it. That 
scheme therefore kept a separate reserve apart from 
the paper currency reserve. In the memorandum 
which Sir Basil Blackett bus submitted separately 1 
see that he contemplates amalgamation of the re- 
serves in all cases, hut that is not a feature of Lite 
first memorandum in which I to some extent colla- 
borated. If the pre-war system were retained I think 
that the gold standard reserve might bo very well 
retained as at present. The point to which I attach 
Importance is more the amalgamation of the cur- 
rency and banking reserves of the country. 

802 . That is the second question I ionic to. In 
your view is it possible to make any scientific defini- 
tion of the difference between the purposes for which 
the gold standard reserve and the paper currency 
reserve exist? — i think it is difficult. I do not think 
that any real definition lias been attempted so far, 
but the gold standard reserve is mainly to provide 
for occasions when there, is weakness in exchange, 
and it is used mainly for that purpose, logically, 
however, T think the reserves ought to bp*ntie. 

S 08 . And the practical aspect is that if they Imth 
serve a double purpose, then hv. maintaining the differ- 
ence between the two reserves, as I understand it, 
neither is so completely available for either of the. 
purposes which it has to serve ns if they were cqjn- 
l)iuod? Yes. 


804 . lu the memorandum, 1 think, of Mr. Denning, 
on the gold standard, emphasis is laid upon tho diffi- 
culty tfwmbini^^ tho reserves owing to tho diffi- 
culty * of fixing any definite relation between . the 
gold standard reserve and tho liabilities which jt 
exists to support. On the other hand ono observes 
that in Sir Basil Blackett’s memorandum on the 
Indian Currency System these difficulties are at any 
rate not looked upon as insuperable. What is your 
view upon that? — The difficulty is, first of all, that of 
obtaining anything like a correct figure for the amount 
of rupees outstanding, and secondly, the variation 
in the price of silver which makes tho contingent 
liability vary from time to time. The position taken 
by Sir Basil Blackett, as I understand, is that 
although that is so 3*011 can safely take on outside 
figure which will l>o good enough and be quite on 
tho safe side. The question of the amount of rupees 
outstanding is a very important 0110 which arises in 
another connection also, in connection with the pos- 
sible amount of rupees which might be returned in 
tho event of your undertaking the obligation to 
givo gold. 

800. That is a question which L shall usk specially 
later. Du l as regards the present question P- 1 
think that if yon are prepared to nccept an outside 
figure, thc~ difficulties ure not insuperable. a 1 feel 
fairly (on fide lit myself that 300 crores is an outside 
figure, including Governirionl’s holding in the 
reserve. 

8(16. Now, to complete the picture, let me ask 
you a genera 1 question as to what is your view ns to 
the desirability or otherwise of the transfer of con- 
trol and management of tho noLo issuo to the 
Imperial Dank?--1 am strongly in favour of the 
transfer. The reasons are practically those given 
on the first page of this memorandum. Tho one to 
which I attach the most importance is that of both 
reserves, the hanking mid currency reserves, being 
under tin* control of a single authority. It is not 
merely an academic point; one could in practice 
give instances where difficulties either have arisen 
or have very nearly arisen owing to the existence 
of three distinct authorities controlling the reserves. 

807 . 1 think it would be of very great interest to 
the Com mission if 3*011 eonUl tell us any practical 
instance, of the sort to which you have just 
referred? -I will give one. Take this last October. 
There was no diffemico of opinion between the 
Government of India and the ^Secretary of State 
as to the policy to be adopted in increasing currency 
when iHH'omury during the busy seusou, hut there 
might have been. 1 merely say that that is a 
particular difficulty that might 'have occurred, but 
did not. But at tho end of October our Govern- 
ment balance in the imperial Bunk was just about 
7 or ores, which wns fairly low; in tho first week 
of every mouth there are always very heavy with- 
drawals for payment on Government account, for 
salaries to their officials and so 011. Tho amount of 
tho drop may be as much ns three crores in the first 
week of aii3 T mouth. The practical point lor decision 
which arose was how* far tho Government should put 
in extra currency during that week to increase their 
balance, and how far they should let tho balaniM) go 
down. Tho Bank’s point of view, which was 
accepted l»y Govern incut as right and correct, wuk 
flint they should not put in more than one crorc. 
Thu ixtsilion of the hank was that if Government 
had done more they would have given what you 
might call an artificial appearance of <xuu nests to the 
money market; they wero able themselves to foresee 
what their coming liabilities wero, how soon tho 
cotton crop was likely to conic 011, and how far tho 
business community would or would not bo misled 
b.v any artificial appearance of ease at that time, 
which would be purely transitory. For that reason 
they advised 11s accordingly, and we accepted that 
advice, and instead of putting in 2 or 3 crores ns 
we originally contemplated, we put in one crore. 
I am giving this instance, not hoenuso any difference 
of opinion arose, but because it could very cosily 
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have arisen if wo hail rejected that view and put 
in more currency ; we should have hud a direct 
diH'erence of opinion with the hunk which 
would have affected iheir policy as regards i-iioir 
hank rate. That is an actual instance in which 
no actual conflict- of opinion arose, but very easily 
might; and the exact opposite is very likely l-» occur 
in the busy season when the hank may wan us to 
in crousc* currency luster than the ('overtime n think 
desirable. The Hank was to watch tin* money 
market and the hank rate, and they have !o carry 
iis with them and differences of opinion may arise 
in practice. 

808. And the responsibility of being able Lo affect 
such a situation is a responsibility of which you 
would ho glad to see the (h>\ eminent, of India rid 
itself ?— Certainly. That is the first reason why a 
change is advocated, namely, the avoidance of 
friction between Lhc different authorities. The 
Sikh) i id is that I think there is a possibility of the 
Imperial Hank, if it were in charge of both the 
currency and hanking reserves, being able to reduce, 
to some extent at any rate, the fluctuations in the 
hank rate between the busy and slack seasons nt the 
year. That certainly was the opinion of Mr. Keynes, 
and he pub that forward in his memorandum regard- 
ing a State Hank. We have tried to work it oul in 
the Appendix to this memorandum to show how the 
rates could ho kepL under control if hotli reserves 
were under one management. 

809. That would be the result of the consolidation 
of the currency and hanking reserves of the country, 
thus rendering the total value of the reserves mole 
readily usu bio p — Y os . 

810. Expaiisiblo and contractible for tile purpose 
of the country? — Yes; those, I think, art) really the 
two main factors. There are others, it lias been 
argued, again by Mr. Keynes, and accepted by the 
(iovernmeiit of India in 19IX), that a hank in charge 
ot the note-issue would have greater facilities for 
developing and making popular the circulation of 
currency notes. They would be able to regulate the 
facilities for encashment and so nil morn quickly 
aud more easily than when they have to make 
reference to Government. On the whole, I think 
there is probably something in that. They would be 
able probably to push the note-issue rather more 
than wo are able to do. Another point which won 1<I 
he very much easier would ho the arrangements for 
seasonal currency. At present, it is more* or less an 
extraneous system; but if tho reserves wore amalga- 
mated it might he made part of the ordinary 
statutory arrangements governing the currency 
reserve. 

811. That is not quite clear to me? In the pro- 
posals we have pub forward for the hank taking 
over the reserve, it is contemplated that in certain 
circumstances they can increase tho investment 
portion of tho reserve on payment of a tax to 
Government. That would practically take the 
place of the present- system by which \vc allow tho 
bank to borrow from currency against hills of 
oxclinugu. It would form part of the arrangement* 
of currency instead of a separate arrangement 
grafted on it. 

812. Tho present system is to make use of the 
unused m-urgiu of tho fiduciary issue and instead of 
that you would have a more characteristically bank- 
ing system by which tho hank would have that 
work?— It is practically tho same system as is 
adopted, I understand, in a good many other central 
blinks, that they can reduce their cash percentage 
helow the minimum ordinarily fixed, by payment of 


a special tax to Government. 

813. So that instead of continuing a rather crude 
arrangement of a maximum fiduciary issue ol which 
a margin is still unemployed, von w r ouhl have the 
more scientific arrangement of an extensible margin, 
an elastic margin, of fiduciary issuo, winch can ie 
expanded or contracted according to the needs or 
tho season?— Yes. And finally there is one further 
argument perhaps; lh ? «™"Koraent8 for 

Government remittances to London conld bo simpli- 


lied ii the bank were given control of the currency 
a* well as L-lic banking reserves. We contemplate a 
bysLem, which .should he exceeding simple, in which 
you practically impose the responsibility upon Lhc 
hank, subject Lo due notice, ol' providing funds in 
Loudon. 

SI 4. Is it role van t in this connection to refer to 
the circumstance that the Government, of India lias 
already, under the existing arrange ! m*ut-s, adopted 
a system of remittance which would bo more normal 
in hanking practice than tho old system of council 
draft*? — Yes; 1 think if is, hut it is loss simple than 
the system wc would like to sco. 

Slo. The m .? lem which you would like to suo differs 
only from Lhc present system in that tho remittance 
will ho carried on by the Imperial Hank and not by 
the Government ? Yes; at present wo give limits 
both ol 1 amounts and of rates, aud the bank simply 
acts as our agent; in tho other system you would be 
calling upon the bank, so long os you give them due 
notice, and they would not remit at any particular 
moment at all; they would make their own arrange- 
ments throughout. 

81(j. it would be an essential part of file exchange 
system that there should be limits." Sumo uiiaiige- 
inciils would have to lie made as to the rates to lie 
appli'-d. Wo were contemplating tak»m» something 
like a monthly average rate linked on actuals; it 
would bo near enough in the long run. Then* is a 
monthly figure which wo use now fur certain purposes 
which is fixed in consultation with the India Office. 

>17. (Sir TTcnry St nikusvh.) 1 wish to ask whether 
you jigreo with Sir Ha.sil in thinking that the 
proposal which lie puts forward in his Infest 
memorandum on Indian Currency with regard to 
providing a reserve of one rupee in reaped ol every 
four rupees issued to the public ol new currency is 
adequate ? 1 think the figures taken by Sir Basil 

are adequate. 

8 IS. And do you regard the system as one that 
could easily he worked and prefeiahle to tile one pro- 
posed by Mr. Denning which is much more compli- 
cated?---! have really scarcely formed a judgment as 
between t ho two systems; I have only seen Sir 
Hnsil’s system quite recently; it has certainly 
aUractivc* features. 

819. (Sir Jtrginnhl Mont.) You said that you pre- 
ferred not to amalgamate t-lio two reserves? That 
perhaps is going rather too far. I think, ii wo wore 
ret a i ii i up. our present system without change, you 
could justify retaining thorn separately. 

S2U. If we were to retain practically the sterling 
exchange system ?— Ye*. 

S2I. If you had tin* gold .standard reserve kept a«s 
a separate reserve, would you not introduce some 
arrangements for contracting the currency when you 
operated against it? At present 1 understand that 
when veil draw on the gold standard reserve you 
do not contract the currency and if fails roallv to 
achieve its main object?— That i« so. That is «»no 
of the reasons why the operations in 1921) were 
ineffective. 

's*22. (V)iild you dev isc machinery lor rt moving 
that difficulty ? -It could he done, 1 suppose. 

823. Do you not think it would ho necessary to do 
that?- 1 tiii ilk it would be desirable if the present 
system wero retained. 

821. (Chairman.) Jleforc proceeding to ask you 
miiuu general questions about tho various alternatives 
that are developed in your memorandum, I think 
it is natural to call your attention to the defects 
in the present currency system in India as specified 
in one or two of the* memoranda submitted to us, 
and to ask you your opinion as to the remedying of 
those defects. 1 refer in particular to the memoran- 
dum of Mr. Denning on a gold standard for India 
in paragraph 2, where llune delects are analysed. 
Tho first reference is to the. defect in tho system 
of the high silver bullion value of the rupee 
affected by possible changes in the price of silver. 
I should iiko to ask you a question ill this form 
whether you consider that tho proposals for tho limit 
ing of Lhe position of the rupee as legal tendo. 
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would themselves remedy completely that defect in 
the existing system ? — The answer is, *' No. 1 ' They 
would eerluinly not remedy it completely, but they 
would, 1 think, make tho problem more manageable. 
In the event of a situation arising in which the 
bullion value ol' tho rupee rose above its exchange 
value, the position would bo that there would bo a 
more limited number of rupees circulating which 
would begin to be melted down, it would be eusi^r 
for Government in any circumstances short of a 
woild crisis to meet the demand for currency by 
iv- issue, for instance, of the omvrupco note as one 
of the steps, or by issuing a coin of reduced metallic 
value, possibly a two-rupee coin. Our proposals 
would certainly not eliminate the danger, but they 
would make the danger somewliuL easier to be dealt 
with. 

8-0. The argument, 1 take it, is that it is common 
ground at the present time that tho reduction of 
the silver value of the rupee or the substitution of 
any other form of more economic coinage, nickel ur 
silver, for the rupee would bo attended by insuper- 
able difficulties? — Yes, 1 think so. 

82(5. That is because of lIio dependence el' II. 
population under present conditions on the silver 
rupee as the familiar basis of their confidence in 
currency values ? — Yes. 

>27. Then L take it the argument continues Ilia l 
licit objection would disappear after lho population 
had been given an opportunity of substituting some 
other form of more suitable currency for the rupee? 

Yes. It is, in short, what Sir William Meyer said 
to Lho Bahington-Smilh Committee, more or less, in 
the same connection. He said: 11 If you are going 
to reduce the rupee to a mere token coin, then you 
must have some other suitable medium. You must 
have your sovereign.” That is, you must give somo 
other currency of intrinsic valuo beforo you can 
limit the legal tender position of the rupee. 

HLN. Anticipating somewhat, we have been told 
by Sir Basil lllackett that lie allows for a continuous 
circulation of some 150 cruras of rupees for the pur- 
poses of small coinago? —Yob. 

829. Quite apart from theoretical considerations, if 
ono is to consider the social reactions on a populace 
uneducated in currency matters, do you think Ihnt, 
even under tho conditions to which you have referred 
which would prevail after the establishment of the 
gold standard, Llicre would bo any likelihood of any 
grave social disturbances as tho result of an attempt 
lo substitute a currency of John intrinsic worth for 
(lie rupee in order to meet tho change in tho silver 
market? — I think that there would bo very much 
less likelihood of serious social disturbance, provided 
that another coin of intrinsic valuo had been made 
mailable. 1 think that a certain amount of social 
disluibunco might occur even in these circumstances, 
but I think lho problem would 1h» a good deal less 
acute than the problem which had to bo faced during 
the war. 

ftM). You percoive, no doubt, that tho difficulty 
which suggests itself Lo me is that for all tho pur- 
poses for which this 150 crorcs is usod, tho luct is 
> how ii that Lho other coinage is not readily uvuilublc 
because it is too largo in dimensions?— Yos, that is 
mi; although 1 think that the other coin would be 
taken in u great many cast's if it were available and 
it the rupee w«re not available. There is a good 
deal of iniornmtion on this point in tho 191.3-14 
report by Sir Henry Howard when Controller of 
the Currency, lie wont in great detail into the 
question of the popularity of tho sovereign, and there 
is ono sLat cme nl of his which hoars on this point. 
Ho says: 11 On tho whole, it may perhaps be fairly 
concluded from this evidence that tho popularity of 
the sovereign ns a medium of ordinary currency 
depends largely on tho extent to which it is made 
available to the cultivator by tho various firms ami 
middlemen who buy up his produce, and that whore 
it is so available in largo quantities it is gladly 
accepted ami usod in everyday transactions.” 

R31. Aral hero any supplementary questions on this 
question of tho relation between the rupoo and tho 


silver market as a defect in tho present system? 
Then, Mr. MoWlattors, the second defect in the ’pro- 
sent system, as set out in this analysis, is that under 
the present system the rupee is linked oil to sterling 
and not on to gold. In view of the recent raliirn 
of sterling to parity with gold in substance, wli.u 
emphasis would you lay upon that as a consideration 
in devising an improved system? — It dopouds, Sir, 
1 think, on Lho confidence one may have iu sterling 
remaining in parity with gold, if one had completo 
confidence that it would do su, 1 think tho emphasis 
need not bo excessive. 

832. Would you ho prepared Lo express any opinion 
as Lo how largely this consideration bulks in Indian 
public opinion? — It is difficult to say. I think that 
the Indian public opinion would probably prefer u 
go hi standard or a gold exchange standard rather 
than a sterling excliango standard. But it is very 
hard to speak for Indian public opinion generally. 
L think tho Indian public opinion that is most widely 
expressed would certainly prefer it. 

833. Is it possible to express any opinion as to the 
relative importance which public opinion here would 
attach to the elimination of this defect as compared 
with the diiferonces of expense of the gold exchange 
standard and the sterling exchange standard? — £ am 
afraid, sir, I could not express any opinion. 

834. That involves no doubt a nicety of considera- 
tion which is perhaps beyond the possibility of the 
formation of public opinion under present con- 
ditions: — I am not quitu certain what the relative 
difference in cost would be. If it is u large figure, 
it would uiako a considerable difference. But I 
should say that tho preference for u standard based 
oil gold is probably very decided in the minds of most 
Indians who have given much attention to tho ques- 
tion. 

835. The diflerence in cost consists in the difference 
in tho expense of keeping a larger amount of gold 
under u gold exchange standard than it would be 
necessary to keep undor a sterling excliango stan- 
dard? — I understand that under Sir Basil’s scheme 
you need keep no gold in the reserve undor a sterling 
exchange standard. 

830. Would you feel it possible to say that under 
a sterling exchange standard it would be possible to 
keep no reserve of gold at all? — Personally, I feel 
doubtful. I think that there is somo difference be- 
tween gold and sterling securities when it comes to 
their use. 

837. What influence would it have upon your mind 
in that connection to consider Lho advisability of 
keeping a reserve of gold in order to avoid what I 
may call the full shock of sales in the security 
market, when you require to make use of your re- 
serve under a sterling exchange standard?— I think 
a reserve of gold — a certain amount of gold— would 
bo useful for that purpose. 

838. So that, under any standard, practical con- 
siderations appear to point to tho maintenance of a 
certain part of Lho reserve in gold? — I think so. 

839. Now I will pass to the third defect in this 
analysis of the defects of the present system ; that is 
tho present system is deficient in its provisions for 
the automatic stabilisation of the rupee and the con- 
traction of t.ho currency. I understand that these 
defects, according to the opinion exprosseil in your 
memoranda, are equally remediable undor any of 
the three alternative systems proposed?— Yes. 

840. Just to make* a matter perfectly clear which 
has been referred to alroady in your examination 
in reply to a question by Sir Reginald Mailt, what 
arrangements would you propose for providing for 
an automatic contraction of the currency on a 
sterling exchange standard? — I think I said in 
answer to Sir Reginald Mant that I had not 
thought out any definite system, but that some 
arrangements were necessary if the system was to 
lie logically complete. The system should impose 
some obligation on Government to contract cur- 
rency rather than, as now, leaving it merely a 
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matter of practice; under tho present system the 
action of Government has been, or could bo, arid- 
trary. 

841. Those arrangements would no doubt diil'cr 
according to whether the nolo issue was controlled 
by tho Government or by tho Imperial Bunkp- 
Ves. 

842. Were the reserves amalgamated and tho 
currency controlled by tho imperial Bank I under- 
stand that no special provisions would bo neces- 
sary? — No. 

843. Oil tho other hand, if tho reserves wore 
maintained in a separate form and the control, or 
tho partial control, ol* the gold standard reservo 
were retained in the hands of the Govern- 
ment, some new and special relation between 
the gold standard reserve and tho currency in cir- 
culation would be required? — Yus. 

844. Would it bo easy to dovise such a method 
in such a case? — Tho arrangements outlined for the 
reserve for tho redemption of rupees are referred 
to in paragraphs 10 (sub-paragraph 5) and 0 of the 
Memorandum on Transfer. 

815. Tho arrangements for meeting that contin- 
gency are .suggested in paragraphs 9 and 10 (sub- 
paragraph 5) of All*. Denning's Memorandum on 
Transfer p - Tho rcsorvo is really described in para- 
graph 8- -the ikse of it, the application of it. if is a 
somewhat complicated method ol dealing with this 
difficulty, but short of the amalgamation of the 
reserve it suggested itself lo us as otic of the ways in 
which it might lie dealt, with. 

810. {Chairman.) 1 am about to pass from this 
heading to tho noxt subject. Are there any sup- 
plementary questions that members would like Lo ask 
upon these general questions? 

847. {Sir Jlcnnj Stmlcosch.) I should just like to 
ask Mr. McWnlters a question with reference to 
clause 2, sub-section (I)); there occurs liic sentence 
“ hilt ill so far as tho .sterling value of the reverse 
councils sold was obtained by drawing on the gold 
standard reserve, the aniuuiiL of the current y in 
circulation was not allotted. ’’ Would you please 
explain why the currency in circulation is not 
ailed cd by the sale of reverse councils? Tho pay- 
ment for the reverse councils may ho liuido by bo r- 
mirimj from the gold standard reserve. There would 
then lie no reduction in the currency. Tho sen- 
tence quoted has actually boon altered in the later 
draft so as lo bring out the point moro clearly. 

848. Hut if no borrowing had taken place the 
currency would have been affected. If sLerling 
securities from the gold standard reserve had been 
sold in India for rupees that, would mean a con- 
Iraelioii of the circulation? — -Yes, if it had not been 
for borrowing from tho gold standard reserve that, 
would havo been so. Hut tho system of borrow- 
ing is resorted to when thoro would bo practical 
difficulties in contraction, with tho dofiriito object of 
no arranging that thoro should be no contraction 
of tho currency. 

811). May I revert to a question 1 had intended 
to ask before? Would Mr. MoWa Iters consider it 
essential in a gold exchange system of currency 
that gold should actually ho held, remembering Ilia l 
tho reserves should be hold in currencies which are 
convertible into gold. To give an example, il a 
gold exchange standard were established and a 
' part of the roservos were, for instance, hold in tho 
United States dollars, thoro would, of course, bo no 
difficulty whatovor in converting any balance 
standing to the credit of the reserve in New York 
into gold at any time. Or equally in Great 
Britain. Would you in those circumstances con- 
sider it nevertheless essential that then* should la* 
actual gold hold in reserve, and, if so, for what pur- 
pose?— The only reason for holding gold is that it re- 
presents something that you might not he able lo got 
by the use of your securities. In tlioory I do not 
think, providod you are satisfied that your securi- 
ties are i hi mediately transferable into gold, that 


thoro is any logical necessity for holding gold. Hut 
tho question arises whether ill practice the securi- 
ties of any country could he realised in all circum- 
stances as quickly and easily as gold, if one wore 
satisfied on thut point the answer is that gold is 
not logically required. 

850. ( L J rof . Coyajcr.) This practice of borrowing 
from the gold standard reserve when the balance 
of trade is unfavourable is an exceptional method. 
Generally the reverse councils are to be sold 
against tho gold standard reserve and Lhe price, 
tho rupees obtained for Lhe reverse councils are Lo 
lie locked up. That is the idea of Lindsay and 
others? — That is so. It is in exceptional ciivti in- 
stances that it has been employed. 

Sol. Generally, when tho gold standard reserve is 
used, as it was intomlcd originally, thoro would bo 
a contraction of currency?- Yes. 

852. {Sir liajinald Mnnl.) 1 would just, like lo 
follow up that point. Y T mi say there would he con- 
traction of currency if the gold standard securi- 
ties wore sold for rupees in India. If those rupees 
are put back as part ol the Government liulniicu 
with the Imperial Ikiuk, is there any practical 
contraction of currency P If you don’t lock up the 
rupees in a separate chest, whore does Llic con- 
traction conic in? — Yes, 1 admit that. 

858. That is why there is not a contraction ol 
currency — because tho rupees are not roally with- 
drawn. They go into the Gox eminent balance anti 
become available for further credit. So really to 
make tho contraction effective you would have to lock 
u]) the rupees?— Yen, T think that is so. 

851. {Chtiiuimu.) .lust to make my mind clear on 
that, to make the contraction effective you must 
adopt some regulation as to a relation between the 
reserve and the liabilities that, reserve is supposed 
to support. If there is no such relation then there 
is no reason why the rupees received, as Sir 
Jtaginuld ManL has pointed out, should not return 
into circulation through some other channel, and 
that is the intrinsic defect of llio exchange stan- 
dard as it lias been constructed hitherto? 

855. {Mr. I* whin.) Mr. Me. Wallers in 1HH7-S. 
at the time of the American crisis, when rexerse 
councils were sold to I lie extent- of about eight mil- 
lions, tho practice then was that when they worn 
sold against the gold standard nvscrxc I lie rupees 
rocoivcd in return xvoro credited to the Indian por- 
tion of the gold standard resort o? -That is so. 

850. And that created tho eon tract inn which all 
along the gold standard reserve has been meant- to 
fulfil? —Ye*: llic Indian portion of the reserve was- 
subsequently abolished. 

857. Yes, hut that was always the method and the 
policy which it. was understood would ho carried 
out in connection with any reverse councils draxvn on 
the gold standard reserve ill England? Yes. 

858. (Chairman.) T now propose to pass away from 
the question of tho exchange standard. Ilaa any 
niomher of the Commission any supp lemon tary ques- 
tions to ask mi tin; exchange standard? Under- 
lying the memoranda which we havo had for con- 
sideration Mr. Mc.Wntters. from yourself, and your 
colleagues ono finds great- emphasis placed upon the 
displacement of the rupee from tho position of 
being a coin of nidi mi ted legal tender. Will you tell 
us what, in ymir opinion, are the disadvantages of 
file privilege of unlimited legal tender as attached 
to the rupee, and conversely what advantages tlieru 
are Lo lx 1 gained by limiting the rupee as legal lou- 
der?— Tho disadvantages, sir, aro shown by tho 
facts, I think, of history, which aro evident from 
what happened in the xvar when tho system broke 
down, when the bullion value of tho rupeo rose 
above its exchange value and exchange was mado 
to follow upwards with it. That was tho root cause 
of tin* breakdown or the Tndiau system, and, though 
that might, or migliL not occur aguin easily, it is 
an inherent defect in tho present system that it is 
liable to break down in circumstances of that kind. 
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it i& not merely a theoretical but an actual defect. 
The second part of tbo question was, i think, dealt 
with in a previous answer. We hope, not to abolish 
certainly, but to reduce to a considerable extent the 
difficulty oi dealing with a situation of that kind if 
it occurred in the future by being able to replace 
ilic rupees when they are limited legal tender 
moro readily by other forms of currency should a 
crisis arise. 1 do not suggest for a moment that one 
can gut rid of the difficulty altogether, but you can 
certainly roducu it and make it u more mauagoublo 
proposition. 

&19. That completes the account given of the ad- 
vantages and disadvantages referred to under the 
heading of the elimination of the uncertain factor 
of the silver market on the rupee. Are there any 
oLhor substantial advantages which may be expected 
to result from limiting the position of the rupee as 
unlimited legal tender ? -If one includes in that the 
establishment of a gold standard, sumo further con- 
siderations arise. What wo wore ultimately aiming 
at was a currency which would not have the rupee 
unlimited legal tender, and ultimately working up 
to a currency such as exists in England, if possible. 
If one could achieve that, i think there are other 
advantages one could mention. 

500. Jtoforo we deal with that point let me ask you 
this question. Is it in your opinion possible to arrive 
at the limitation of the rupee as unlimited logal 
tender without the previous establishment of a gold 
standard? — Our view was that it was not possible. 
The rupee being used not merely as currency but as 
a store of value, it would bu essenti:d to make the 
change by giving in Lite interim a coin of intrinsic 
value - gold. It is only because of the peculiar 
nature of the Indian system, and because the tran- 
sition could only bo achieved in that way, that, 
emphasis has been laid oil introducing gold in the 
currency, which in itsolf is obviously uneconomical, 
it is merely because tho Indian system has this 
peculiar difficulty that wo thought it could not be 
achieved except through this stage. As was 
emphasised in tho quotation I gave from Sir William 
Meyer’s evidence lud'oro, it seems the only way to 
proceed in India. Historically, other countries, it 
is true, have made this step direct, hut in India we 
have the peculiar problem of hoarding, and the fact 
that the rupee is used as a store of value. We felt 
that wo had to give something of intrinsic value to 
replace these stores before anything could he done. 

HOI. You have described as one of the features of 
recent currency history in India the very great in- 
crease in tho circulation of notes employed, and a 
largo increase in their use. That, I think, is a 
prominent feature ol' recent history, is it not? — Yc vs. 

H62. Would it ho impossible to contemplate such a 
growth in tlie liahils of the people as regards tho use* 
ol notes as would lead to a dethronement, if I may use 
the word, of tin* rupee in practice owing to a process 
of education such as would make it ultimately 
possible to elfcct this Limiting of the user of the 
rupee as unlimited legal tender without any inter- 
vening stage of tho acceptance of the liability to give 
gold against rupce.-?-l think it would hike a very 
long time. I cannot, envisage those conditions for 
many’’ generations to come. 

865. Would it- he quite unpractical to go so far as 
to suggest tin fi possibly the process is actually taking 
place, as evidenced by the increase in the use of 
notes? I think the process is taking place to some 
extent. The quotation l mentioned from Sir Henry 
Howard’s report really bears on that point. 1 think 
that, the ordinary Indian cultivator is very willing to 
take practically any form of ciim-nry that is given to 
him. To illustrate my point, might I mention some, 
thing about tho financing of the jute crop in 
f *a lent la? The position then* is that at the begin 
ning of (lie jute season the DcpuLy Controller of 
Currency in Calcutta receives information from the 
I'anks operating in tho Eastern Bengal area unrl 
• nnu the big funis who deal in jute stating the kind 
1 they want. A few y.-ar:; ago they used 


to ask for notes, mostly Its. 10 and lie. 1 notes. Tho 
cultivators ill that area took quite willingly to the 
one-rupee note, and since tho one-rupee note had 
boon abolished they have been indenting very much 
more largely for notes of higher values and a much 
smaller proportion of silver than was represented by 
tho old one-rupeo notes. There is no difficulty in 
substituting for the old one-rupeo currency notes of 
larger value. The expansion of the noLe circulation 
can thus be effected simply by giving currency in this 
form. The pouple uro very willing, in some areas at 
any rate, to uccopb and respond to now forms of 
currency. And yet in this same report of Sir Henry 
Howard’s of 1915-14 ho stated that notes were not 
then Lukoil at all readily for financing the jute crop. 

I am giving you now tho history of 12 years after- 
wards to illustrate how rapidly the position has 
changed. 

HOI. Before I leave that point, lot me ask you a 
question which 1 should have asked before. In your 
opinion what would he the effect upon tho acceptance 
of tho note if it was an Imperial Bunk of India note 
instead of a Government note? I think it would be 
received without any distinction at all by the hulk of 
the people. 1 do not think any difficulty would ariso. 

1 believe that, in 1900 the Government of India 
suggested the possibility of a double signature both 
by Government ami an officer of the Bank; hut in 
my opinion ail Imperial Bank of India note would 
be accepted. 

Mi,). ( Sir liv.yinald Mant.) One poiut I would just 
like to clear up in connection with the instance you 
gave us just now of teii-rupeo notes taking the ploco 
of one-rupee notes. Was not that partly duo to the 
fact that the olio-rupee notes were done up in 
packets, and that it was one- rupee notes in this 
booklet form Limb to a great extent replaced notes 
of higher value? The booklets did not really circulate 
in the sort of area 1 was speaking of. They wore 
very largely used by the upper and middle classes 
in the towns. I myself used always to keep some. 

1 now keep a few ten or live-rupee notes, and break 
into them wIicmi required. It is perfectly true that 
sinco the oiic-rupoo notes have been abolished there 
has been increase in the use of notes of higher value 
by ordinary middle-class people quite apart from the 
financing of big crops like the jute crop. 

866. But don’t you think that tho diiferenoe 
between ten-rupee notes and one-rupee notes and 
between ten-rupee notes and silver rupees was partly 
accounted for by the fact that when tho one-rupeo 
notes were used in place of the ten-rupee notes they 
tended to replace the ten-rupeo notes?- I think the 
earlier history of tho financing of tho jute crop was 
that notes were extremely unpopular. The use of 
them was only gradually doveloped. When the one- 
rupce note was abolished, instead of sending up the 
equivalent amount of small coin, the firms and 
middlemen, as a mutter of con veil ienco, sent up a 
smaller amount of coin and the rest in larger notes. 
In no case has any difficulty been experienced. 

867. Then you would answer iny question in a 
really opposite sense: ins tend of the one-rupeo note 
replacing tho tcii-rupoe note, it led up to the extinc- 
tion of the one-rupee note and increased the 
circulation of ten-rupeo notes?- The circulation of 
ten-rupee noLes has increased considerably sinco the 
one-rupee note was abolished. 

868. (Sir Henry Stmkosvh .) You mentioned that 
the Indian system broke down becauso tho bullion 4 
value of tho rupee had risen above its normal value. 
That was the chief reason why the system broke 
down?— Yes. 

809. Are you aware of any gold standard system 
which broke down for practically the same reason? 
Arc you aware that in nt least three of t.lio British 
Dominions the currency broke clown for the ven 
same reason? — I think in one of my answers I carc- 
lully safeguarded myself by saying 11 except in a 
world crisis such as the war.” I agree that in a 
crisis like that any system is likely to break down, 
and it is u question, on which however a different 
opinion was formed at the time, whether, if the 
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ludiau currency had become inconvertible almost at 
once liko those oi' other countries, wo should not 
have escaped a (good many of the later difficulties. 

870. You ugreo, then, when we generally state that 
no standard, including thn gold standard, is proof 
against an abnormal cataclysm such as the Great 
War?- I entirely agree. 

871. 1 think that is a point which one cannot 
sufficiently emphasise, that evon if India had had a 
l'ull-fledged gold standard, wiLh gold in circulation, 
notes being convertible into gold, the standard would 
ha vo broken down during the war, just as it has 
broken down in South Africa, Australia, and New 
Zeoland, where, I may perhaps add for the informa- 
tion of niv colleagues, sovereigns, owing to the 
omission to suspend specie payments, could he 
demanded in exchange for notes, and those 
sovereigns, because their bullion value was higher 
than their face value, were speedily exported, and 
the country was left without any currency. There- 
fore, you have identical conditions in a full- Hedged 
gold standard country practically as you had in 
India, ami, therefore, if you introduce a full-fledged 
gold standard here, are you going to save the 
country in such circumstances from a breakdown of 
its currency ? - No. I think Lliat if India had had a 
gold standard, 1 lie currency would have become incon- 
vertible almost ut once, and it would in fact have 
raved a good deal of trouble and v:; n:-o, 

872. (I'roJ. Cuytrjvn.) Might 1 submit to you one 
possible criticism of the idea of making the rupee 
limited legal tender? It might bo argued that you 
are forcing the hands of the people and compelling 
them to take a gold currency. The general idea is 
that the people should he allowed to use gold or silver 
ut their will, but ns with, such ail option the people 
would go on using rupees, the idea was adopted of 
making the rupee limited legal tender. Gould that 
criticism he made? I do not think it is a very 
serious criticism. 1 think wo are constantly forcing 
people at all times. The ideal iN to give them the 
currency they want, hut the instance I have given 
from the jute crop show's that we do not; wo give 
them what is most, convenient, and it usually works. 

873. ( Sir Ah’.rtimh’V Murray.) Regarding the 
fi mincing of the jute crop, might I remind you that 
at the time you speak of the price of jute was com- 
paratively low, 11s. 5, Us. G or Rs. 7 per niniind; 
mid it is the case that at that time the rupee was a 
more .suitable currency for financing crops. The ten- 
rupee note was not suitable. I remember when the 
one-rupee note was introduced it was said the one- 
rupeo note would not he suitable. The one-rupee 
note was accepted very frooly ill Bengal. Is it 
the case that the very use of the one-rupee note 
led up to the greater neeeptahility of the ten-rupee 
note? Coming to this further fact the price of jute 
lias doubled since then — instead of being lls. G or 
Ha. 7, it has gone up to Rs. 14, Bs. 15, and oven 
Its. *25 a mail nil, it is only natural that people should 
he willing to tako Rs. 10 notes where formerly they 
took one-rupee notes? — I quite agree: tins higher 
vuluo of jute would give a stimulus to the use of the 
ten-rupee note. Sir Henry Howard's comment was 
that the cultivators disliked taking them. That was 
in 1913. Hut obviously a much more highly priced 
crop would give opportunities for the use of these 
notes that a lower priced crop would not. Also I 
agree that the one-rupee note Incoming n cel ini ati sod 

* led to higher notes being taken later on. 

874. (Chairman.) One further question before wo 

come to the exchange standard. May I refer you to 
paragraph 7 of Mr. Denning’s memorandum on the 
transfer of management to the Imperial Bank. The 
opening words of that pnragraph are : ° A gold 

coin in circulation is not a necessary feature of ii 
gold exchange standard.” Do you find yourself in 
agreement with thafcP--Yes. 

875. It continues hut it is assumed that the 
recommendations of the llabington-Smith Currency 
Committee that a gold coin should be put into cir- 
culation will be accepted.” That loaves me in some 


doubt as to why the assumption is made. I do not 
know if you are in a position to east any light on 
that?- I think it is u ease of somewhat loose word- 
ing. I do not think it is an expression of opinion 
by any of the members who collaborated in tin 1 
memorandum. hi fact, I do not know what Mr. 
Denning’s opinion on that poinL is. We merely 
reproduced thi* as being tlm recommendation of tin- 
Iasi Committee. We did not analyse it on its merits. 
lVrsonally. unless it is a step to something further. 

I do not think that, gold coinage is in an\ wav 
essential. 

S7G. Do I gather from that that, assuming an ex- 
change s tandard is looki-d upon not, as a Iran.- it ion 
but as the final stage, you yourself ace no advantage 
in promoting the eimilal ion nl gold as currency? 
No, Sir, F sen none. 

877. Following that up, are you prepared, on tin* 
hasis of lnat opinion, actually to terminate i In* 
present provisions as regards the position of gi>Id as 
legal tender? I would not do that. 

878. Will you tell us the reason for that dis- 
tinction?- 'rin* position i-, if pm, pie de.-ire to use gold 
they may, and they have tho opportunity, under the 
gold exchange .standard :*f importing gold, lint I do 
not myself see the necivssiLy for fiowm incut-, in 
addition Lo that, to go to a icitain amount of ex- 
pense ami trouble in coining gold, (odd is under 
that, system, available if the people actually require 
it. 

*7!>. Then you would pn^ervo the privilege of gold 
ns legal tender in circulation at (lie rate selected :..s 
pnrt of tho aulomatie protection of the rate of ex- 
change? — Yes, I would revert to the pre-war arrange- 
ment. as regards gold. 

880. But ,\ on would not rccnmmi'iul, on a purely 
exrliniigo standard, the adoption of any measures for 
tho actual promotion of gold in cireulnlinn ? -No. 

88|. Now f pass from that to the gold standard on 
tho basis of vvliat- von have told us about tho rupee 
n.s legal tender, and T would like lo ask you first, of 
all about the eost of that standard. I think it would 
bo ll'icTu] at this stage of the evidence if you would he 
so kind ns to give the Commission a clearer account of 
precisely where, when, and bow the mist of the adop- 
tion of a gidd standard would arise. What would be 
tho objects of the expenditure which involve the cost 
of tho introduction of a. gold standard? -Tim rust 
depends first upon tin* quantity of rupees which we 
must assume will have to be redeemed in gold. 
Secondly, you have got to sell the silver at a rate 
which also lias got to be assumed. You have got to 
redeem a certain number of rupees and the first 
clement lo be decided in determining flu* cost is tlm 
quantity which you have to redeem. The second ele- 
ment. is the price yon are going to get. for the silver 
and Ibis depended upon the price lo which silver 
may be d riven down by your operations. 

88*J. The cost of tho scheme is thus tho cost if 
replacing hy gold whatever silver is tendered, less 
whatever is realised upon the bullion value of the 
silver which is reisdved?- -Yes. 

8KI. Are there any other items of expenditure? In 
providing the gold you will utilise such sterling 
resources as you have ami a. certain portion of lho*o 
will bo required to keep your reserve at tlm point :.t. 
which you wish to fix it,; any deficit, remaining over 
will for the time being have to he borrowed. You 
will have to borrow in order to obtain the gold. 

884. Tlm coat of whatever borrowing has to l»e 
carried out in order to obtain the gold? - Yes. on 
which you will naturally have lo pay interest. Those 
are the main elements. There is a capital charge 
which ran lie treated as such and there remains a 
recurring charge rather higher during the transition 
period, and rather lower in permanency. 

885. Is there any other item of expenditure?—! 
think that is all. 

8HG. Those are all contained in tho analysis?- -Yes. 

887. Having obtained your opinion from the point 
of view of tho nature oF the expenditure, let us take 
now the actual figures. We have in the memoranda 
before ns two lux-ounts of what the onat might be. 
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Tli© first is in Mr. Denning’s memorandum, in which 
lie arrives at a ©hkI, for the installation of the system, 
of 4 crorcs a year lor tlio first ten years and about 3J 
rrores thereafter. I am referring at the moment to 
the Memorandum cm the Indian Currency System?* 
- .If I may point out, Mr. Denning's memorandum 
has lieen corrected in two respects by Sir Basil 
Blackett. 

888. Mr. Denning’s proposal, as corrected after- 
wards by Sir Basil Blackett, is 4 crorcs for tho first 
ten years and 35 crorcs thereafter?* - -Yes. 

HSO. Then Sir Basil Blackett suggests various 
corrections of estimates and various devices, such as 
tho silver import duty, whereby the cost might be 
reduced, and ho arrives at the final estimate 
tli.it. with an import duty on silver, the change 
ran he effected without the addition to tho public 
debt of Tndia of :i charge on tho general revenues 
during the transition exceeding on© crore. I would 
like to ask your opinion us to what arithmetically the 
exist of the introduction of a gold standard system 
would he likely to he? -It is extraordinarily difficult. 
T think, to arrive at any figures which can ho con- 
clusively established. Wo are of course dealing with 
maxima. May I consider first- the figure of 200 erores 
of silver which we anticipate would he the maximum 
that could bo returned to us which would have to ho 
redeemed in gold? 

890. First of all, tako tli© question us to the lmsis 
of the estimate of the Amount of silver which would 
miuire to ho redeemed ? The acceptance of that 
figure, I think, depends on accepting a maximum 
figure for rupees outstanding of something in the 
neighbourhood of 350 erores. hern imp wo have assumed 
that tho amount of rupees which would remain in 
circulation when the rupeo is limiUxl tender is 150 
erores or thereabouts. That figure seems a fairly 
safe one. But the figure of 900 as a maximum 
depends on the total amount of rupees outstanding 
being not greater than 350 erores. 

891. T think it would bo best if we went by steps 
from the beginning. What estimate can he formed 
as to Ih© amount of rupees outstanding, and on what 
basin nr© you able to frame that ©stimnteP — The only 
method which has been continuously employed in 
calculating tho amount, of rupees in circulation with 
Hi© public is t,li© method which was originally devised 
by Mr. T Tar risen and Mr. Adic, who were officers 
of the Finance Department, tho second being a Senior 
Wrangler, and elaborated — with certain additional 
checks — by Mr. Findlay Shirras when he was Director 
of Statistics. This is called the rupee census method, 
which is very fully described at page 1G2 and in 
Appendix II of Mr. Shirras’ Imnk, “ Indian Finance 
and Banking M . The basis of the method is that, 
©very year in the first week of May a certain number 
of rupees, Rs. 1(1,000, is taken at random and ex- 
amined in every treasury in India. and in each of the 
currency offices. There are some 320 treasuries in 
India and seven currency offices; so that wo get every 
year a total roughly of one-third of a croro of rupees 
examined, sorted according to the years of issue, and 
then the |ierc©ntagcs of tho different years of issue 
making up the total computed. Tho figures are pub- 
lished in the Report, of the Controller of Currency 
every year. It is on those figures and making certain 
very broad assumptions, one of which is that Lin 1 
amount of rupees outstanding of each issue bears some 
sort- of relation to tho proportions shown by this ex- 
amination, that this rupee census method with the 
various checks described by Mr. Shirras has boon 
elaborated. These figures are kept up to date. I have 
the latest figuro for 1991 which gives 234 crorcs as 
licing held by tho public, t.e., rupees outstanding 
with tli© public apart from that hold in our reserves. 
You have to mid about 90 erores (including silver 
.‘mailing coinage) which wo hold in the reserve. That 
gives us 324 erores ns the supposed figure for rupees 
outstanding, including the silver held by Government. 
This system has often been criticised, but so far as 

* NOTE.— Thm* figure rf erred to rertuin draft* of the 
mraiorandn. 


it goes it does, I think, throw some light on the 
problem. I have tried to approach the same problem 
in another way to see whether any subsidiary check 
can bo applied. I have taken the total coinage since 
tli© year 1^35, when rupees were first coined- -0471 
erores. This includes 8$ erores coined for Indian 
States, but as these are current in British India, we 
must take 047 \ crorcs. Since that time, we have 
withdrawn tho rupees of the 1835, 1840 and 1911 
issues; when rupees of those issues come hack to our 
treasuries, they arc not re-issued; they are withdrawn 
and sent down to the mints where they are recoined. 
The original amounts of those tlireo issues were, of 
fli© 1835 rupees, 10 erores 40 lakhs, of the IS|0 rupees, 
107 crorcs 88 Inkhs, and of the 1911 rupees, 91 hiklis. 
This last was a small issue which ivos withdrawn 
owing to a defect in design. Altogether there were 
125 erores of those rupees issued. The orders for 
withdrawal were given, £ think, in about 1900 for 111 © 
1835 rupees and about four years later for tho 1810 
rupees, and since that time the amount of those 
three issues withdrawn has been 19 erores 80 lakhs. 
A largo quantity of these issues must ho assumed to 
have disappeared before the year 1900, since our 
latest returns for tho last five years show than on an 
average only Its. 2,00,000 of the 1835 issue are now 
(suuiug haek. Its. 29,13,000 of the 1810 rupees and 
only Rs. 9,000 of the 1911 rupees. You practically 
never see any rupees of theso issues in circulation ex- 
cept by the merest accident and there is not likely to 
ho a very largo quantity of them retained in hoards. 
I think wo may assume that tli© groat majority oi 
those issues have disappeared, ff we allow even five 
crorcs to 1>o still outstanding, wo can deduct a figure 
of 120 erores from the total coinage. Again, tho 
total amount of recoinagcs from 1835 has been about 
90 erores from which we should deduct about 50 
crorcs, representing the recoin ago of the 1835, 1840 
and 1911 rupees and allow, say, 5 erores for recoinage 
of half rupees included in my figure of 90 erores. We 
thus get another permissible deduction of 35 erores. 
Deducting 155 from 647] wo get 4924 erores us the 
maximum possible outstanding without allowing for 
■*»iy incit ing dciiv n or loss of any of I lie other issues 
since, 1802. T think it may be argued from this that 
a figure anywhere in tho neighbourhood of 400 crorcs 
would bo too high, since 921 erores seems much too low 
for tho amount lost by melting and disappearance 
of I ho other issues. This provides somo sort of con- 
firmation of the figure given by the rupee census 
method and would, I think, justify us in taking 350 
as the maximum amount outstanding rather than 
400. 

892. This is a matter of primary importance. 
Might wo ask for a memorandum from your Depart- 
ment giving the result of these methods of estima- 
tion, on tho one hand tho census and on tho other 
your own confirmatory calculation which you have 
just given to us? — Certainly. I have all the figures 
here, if you w r ould like to have them now-. 

893. T Ihink they would ho more valuable if we 
•nirdil have them in the form of a memorandum. 
Such a memorandum would consist of the best 
estimate, based first of all on the census and secondly 
on your own calculations, that can be given as to the 
amount of rupees outstanding, if possible dis- 
criminating between rupees in hoards and rupees in 
active circulation? — That. 1 am afraid, I see no 
method of getting. 

894. There is no basis for a scientific estimate of 
that P— -No. 

895. Nevertheless it is a matter which is of course 
very relevant nod on which von possibly hav© formed 
some rough opinion in order to arrive at your 
maximum for tho introduction of tho gold standard P 

■YYc have to do it backwards by estimating the total 
amount outstanding and assuming tho amount re- 
quired for circulation. 

896. Your estimate is a maximum of 850 erores, of 
which some 150 are in active circulation? — Yes. 

897. One hundred and fifty erores would remain 
in active circulation, leaving some 200 in tho hoard 
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category, which it is very difficult to define. Having 
arrival at that figure as the* basis, may we refer 
to the cost of tho introduction of tho gold standard ? 
Tn your own opinion, tho prinoipal thing to consider 
in this connection is that wo havo one estimate of the 
200 crores of rupees tn he redeemed, and Sir Basil 
Blackett's suggestion that that might be reduced 
to 160 erores. I would like to ascertain your views 
ns to which of those two figures it is Rafer to adopt.? 
-Tf 1 had to take a maximum, T should take the 
figure 1 have just given. Tt is, of course, a maxi- 
mum, and the lower figure may bo nearer the truth 
than mine. I should, however, prefer, so as to be 
absolutely safe, to adhere to iny figure, that is, the 
figure of 20(). T think it is safe from both points 
of view, both to tho amount outstanding and the 
amount required for circulation. 

808. That is a difference of 26 erores in tho cnpital 
cost of the introduction of tho scheme, according to 
Sir Basil Blackett’s calculations, oh expressed in 
paragraph 21 of his memorandum. In tho 
second place, the margin between the two estimates 
of cost that have been suggested to us is covered 
by an amount in respect of an import duty on silver. 
What ia your opinion os to (a) the policy, and (b) 
the consequences of the adoption of that measure? — 
I think it would he justified if the policy accepted 
is that we should work towards a gold standard. 
Then, and only then, would it be desirable to intro- 
duce anything in the nature of a duty on silver 
which was deliberately abandoned as the result of the 
recommendations of the last Committee. But in 
tlioso circumstances, and provided that l lie end war 
sufficiently desirable. L think that it would bo justi- 
fied. I think iL would ho unpopular in some quarters. 

809. Wliat would bo tho reactions, social and 
political, upon the populace of the introduction of 
such a measure?— Tt would confer some benefit, 
assuming you are going in for n gold standard, by 
giving some support to tho valun of the silver retained 
in this country. I think it would really ho some 
benefit to the people of the country who are tho 
possessors of silver. T think it would certainly he 
upsetting to those wlm are engaged in tho silver 
trade. 

900. Any popularity, therefore, will bo with tho 
sellers and not with the buyers? I think so. 

901. Finally, the third factor, which accounts for 
t.lio margin of difference lietween the two estimates 
of cost, is that Rir Basil Blackett allows for a recon- 
sideration of the proportions proposed lo be adopted 
for tlie new currency reserve. Will you give ns your 
opinion as to which of the two schemes proposed 
would bo the safer arrangement to adopt in respect 
of the reserve? The one in Mr. Denning’s memoran- 
dum is tho one to which I personally gave my 
adherence. The amount of gold provided in that 
Kc-hemo is not, so far as I am aware, greater limn 
is considered necessary by most countries, but L am 
open to correction. The. figures in Sir Basil Blackett's 
memorandum seem to be rather low in regard to 
provision of gold. 

902. You enusider that, as regards the actual pro. 
vision of gold, the larger figure referred U> in Mr. 
Denning's memorandum is, on Iho whole, the safer? 

-Yes. 

903. Ro that T receive the impression (you will 
correct, mo if it is an inaccurate impression) that 
you are, on tho whole, of tho opinion that the safer 
course would lie to anticipate that. I lie expenditure 
would approximate to the higher figure than to the 
lower figure? -What we havo attempted lo do in 
this memorandum is to take an absolutely sale maxi- 
mum, and on that basis if you want, an absolutely 
safe maximum 1 should prefer to retain the figures 
in the first memorandum. I think all the figures 
in this memorandum nro possibly a si i ado loci high, 
hut there is one figure which is very uncertain, the 
figure of 24d. as the price which will be obtained for 
tho silver. 

904. Will you explain to us in a little more detail 
why you feel some dniiht. nR to the estimate of the 
price to ho received for the silver?-- Tt is more or 


loss guess-work; I have very little insido knowledge 
of the possible reactions on tho silver market, hut 
I think it is fairly evident, that whatever we may 
do. wo shall not. succeed in reducing very mneli tho 
amount of new silver produced. It is not possible 
temporarily to throw out of action a largo amount, 
of the world’s sources of supply. In tho very full 
roport before the last Committee by Professors Cuth- 
hertsnn and Cullis it was made (dear that only 20 
per cent, of tho world’s silver mines are pure silver 
mines, and in 00 per cent, the main products are 
base metals, silver being merely a by-product, so 
that any action wo can take run not to any great 
extent bring about a contraction of Ihc annual 
supply. Therefore, I should expect, n very heavy 
fall in the price of silver immediately on tho com- 
mencement. of these operations. Tho only parallel 
which I can think of on anything liko this scale was 
tins sale of silver by CJerniaiiy after 1872. (icrinnuy 
threw on the market, in the course of six years a 
supply of silver equal to one and one-half times the 
world's production at that time, ami there was an 
actual fall in the price of silver from 69 6/Hid. to 
•V)<l. ; bill there were other factors then making for 
weakness of the silver market, such as the cessation 
of silver coinage by the countries of the Latin Union 
and Holla nd. and a shortage in the demand from 
India, so that one would have expected a fall in any 
case. Tt follows that, tho operations of dormauy did 
have a comparatively small and a temporary effect. 
Tin* operations hero would be larger, they are twice 
as large relatively to tin* world's production as in the 
case of fJermany. Tli.nl- is the only parallel I know 
of operations on this scale, but even allowing for Ihe 
comparatively small effect of the. Herman operations, 
I myself fc-1 \ery nervous regarding the price I hat. 
we should be able to get. for our silver if anything 
like our maximum figure bad to be sold. 

906. Have you taken into consideration, in form- 
ing that opinion, the possibility that there might, 
be a substantial selling of silver, upon llic announce- 
ment of any such policy, on private account from the 
melting down oT ornaments, and so forth, in Tndia? 

--Tin* fall in the price of silver would prc.siimahly 
stimulate the buying of silver out here. 

9011. That is just the point upon which T want, to 
lie quite clear in my mind. It. has been suggested 
that silver is looked upon in (lie form of a bangle 
as much a* a store of value as of an ornament-, ami 
Hint, if the mine of that store is threatened with 
dcprci'ial ion, there may lie n movement on tho part 
of the holders of bangles to sell out in order to get 
into some safer store of value? 1 am not certain 
what flu* effect would he on the holders. Bangles ami 
ornaments arc very largely regarded as a store to 
In* drawn upon in times of necessity. If one visits 
the bullion market, one can see silver ornaments 
being brought in to be turned into cash in bail 
seasons. They are regularly drawn upon as a store 
of value in bard times, but whether the holders of 
these would get alarmed at- tin* fall in the price of 
silver, I doubt very much. 

907. That is really a question of the rapidity of 
apprehension on the part of the uu instructed public 
as lo tho future movements in Ihe value of their 
silver ornaments? Yes. 

90S. Finally, if we may assume lor the purposes 
of the next question that- the cost will lit* somewhere 
ill tho nature of Ihe higher figure referred tn, will 
you t-cll us in broad outline what would l>e the 
reaction upon the (iovornmoiil-'s finances of the 
incurring or such a oust?— -Tho iNisitioii as regards 
the Budget, is, as T was saying this uioriiiug, that 
it is adjusted on a basis of Is. (id., and I was quite 
rightly corrected h.y -Sir Begiuahl Mant. when he said 
that, we have only adjusted it without allowing for 
the obligations which have been entered into 
definitely so to shape* our financial policy as to reduce 
the 7&J lakhs of provincial contributions still out- 
standing and also to get rid as early ns possible of 
tlic cotton excise duty of anything from 11 to 2 
erores. It is, of course, a matter for (lovevnineiiL 
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and the Legislature to decide whether they would 
he prepared to find the money in some other way. 

1 myself think that, any figure of tho kind contem- 
plated in this memorandum is very difficult to 
contemplate until these obligations have been wiped 
out. 

909. (»S 'ir Henri/ Strakosch.) At wlmt figure would 
you put the loss resulting from the sale of those 
200 cron's of rupees, taking your own estimate of 
the future of silver? — I am afraid 1 have framed 
no figure. The factors am too uncertain, hut 2Jd. 
is, to in.v mind, rather high. 

910. (Chairman.) If there are any supplementary 
questions upon the details of the last passage of 
tho examination, \ve might take them now. 

911. (Professor Coyajev.) May I ho permitted to 
draw attention to some other factors affecting tho 
cost of the introduction of the gold standard. Tn 
the first place, there would he a fall in the price of 
silver ornaments throughout the country. T mean, 
there are Lwo kinds of hoards, (ho rupee hoards that 
will come out at once and claim compensation, but 
ns regards tho ornament hoards, tlioir value will fall 
and they will have lie compensation whatever. Is 
not that an additional element of cost to the country? 

■ -That is one of the reasons why I advocated in 
these circumstances the re-imposing of tho duty on 
silver, because 1 did realise there w’ould ho a loss to 
the holders of silver ornaniei>ts, and to some extent 
you can reduce that. * 

912. But, of course, there is no compensatory ele- 
ment here. L submit there would ho a rise in the 
price of the contents of gold hoards so Tar ns anybody 
holding gold is concerned, and it may he supposed 
that the prico of gold may he supposed to rise to a 
certain extent, and there would bo some compensa- 
tion to tho holders of gold hoards. Don’t you think 
so? If the prico of gold is going to rise, that is one 
of the difficulties, because of its effect on prices. At 
tho same time private holders would gain something 
because of tho rise in the value of their hoards. 

913. Do you think an import duty on silver will 
ho attractive to any considerable extent, beeauso if 
tho price of silver goes down people will be alarmed 
so that people would import or buy silver to a very 
slight extent., and there would he nothing much 
productive financially in any way from the duty? 
Wo did not contemplate getting any money directly 
from tho duty, hilt, through the improvement in the 
price of silver which we would sell in India. There 
was no question of tho import duty bringing in 
revonuo. 

911. (Professor Coyajer.) Beeauso the prico would 
fall hack by a large amount owing to the sensitive 
silver market. In one year, ns you havo yourself 
seen, the price went down to 32d., so that the loss 
would b« very appreciable. 

915. (Sir Pursliotamdas Thakurdas.) T understand 
you have about 90 mires of rupees and bullion, and 
that it is not likely that the Government of Tndia 
will enter the silver market for purchases at least 
for tho next year or two years? — There is no likeli- 
hood in the next year or two. 

910. That fact already has had a certain amount 
of effect on tho silver markets of tho world? — 1 
suppose it has. 

917. Of course, tho situation will he accentuated 
by any such announcement that the Government of 
India will not over be buyers of silver and may be 
sellers of silver, and to this extent the fact that wo 
hold more silver than we need for the next two or 
three years has a certain depressing effect on the 
market P- -1 suppose it. has. 

918. And if the bullion price of silver comes down 
the valuo of the silvefc ornaments in the hoards will 
depreciate and tho Government of India cannot help 
it? — Yes. 

919. But perhaps tho most serious effect of all may 
he that if the bullion prices go down further, the 
very confidence of the people in the rupee may he 


shaken; have you considered this at all P — I had not 
really tnkon ns a facLor in the silver question tho 
Government of India’s recent abstention from coin- 
age; they have not coined silver for some tune, and 
as far ns one can see there is no iiuinodiate likelihood 
of it. Tho silver market is a fairly wide one; but 
1 have really no knowledge of how far the Govfcrn- 
ment of India’s recent position may have temporarily 
depressed the prico. 

920. The silver market lias gone down to 31 d. I am 
told? Yes; it varied from 33il. a short time ago to 
about 31d. new, 

921. I wonder iT at 3 Id. what the actual value of 
tho bullion in the rupee can he said to ho? - It is 
given in an Appendix U> the Hahington-Smith Com- 
mittee's Report,— Sir Lionel Abrahams* evidence 
gives the table. 

922. Roughly the popular idea is that the rupee is 
worth loss than 10 annas lo-day? I could find tho 
figure for you. 

923. I do not think I need an accurate figure: Sir 
Norcot Warren also confirms me in my supposition 
that, it is worth about 10 mums, which means that 
there is already a depreciation of 40 per cont. in the 
value of the rupee. If there is likely to be any 
further depreciation in the silver market then the 
confidence of the Indian public will be shaken very 
rudely in the rupee, and to that extent is it not pre- 
ferable to give them something which is more solid 
mid something which would really have their abiding 
confidence rather than continue Lhis token coin? Aik 
you said, it will be for tho Government and the 
Assembly to decide regarding the extra cost; but. does 
not this other question tveigh equally from the point 
of view of keeping the people’s confidence in the 
currency of the country? — T was naturally discussing, 
tho question of cost so far. T havo not been asked 
definitely as tn tho advantages or disod vantages of 
adopting a gold standard. 

924. (Chairman.) Probably Mr. Mo Watters would 
prefer to answer that at largo. 

925. (Sir Iteginaht Mant.) Do you estimate that 
you will lie able to sell the whole of this silver in 
Tndia? — f donht if you could sell all of it. in India. 

i)2G. But, your estimate of reducing tho cost by a 
four-anna- duty on silver assumes that you will he 
able to dispose Hie whole qf it in India? — It prac- 
tically does, that particular estimate, yes. 

927. IF you cannot sell it all in India? — Tho silver 
duty will naturally help >ou so far as your sales aro 
completed in India; the Indian demand is very hard 
to estimate; but over a period of ten years I should 
hesitate to say ; hut I should rather doubt if it would 
ho as much as 200 crores. 

928. Then you would either have to take a longer 
time to dispose of your silver or you would get a 
smaller price for it.?- That is so. 

929. (Chairman.) Before T ask you a final question, 
there are one or^two matters I want to refer to. 1 • 
understand you will he able to give ns some statis- 
tics of the absorption and return of rupees from 
circulation during the busy season P— Yes; T under- 
stand those figures caino in in tho course of dis- 
cussion when Sir Basil Blackett was being examined. 

930. That is so?— l»have taken tho period from the 
year 1912-13 to the year 1924-25, giving the absorp- 
tion of rupees in the busy season, the return when ‘ 
there was one in the slack season, and the net result 
for cuch of those years in the form of n statement. 

931. Do those give us monthly figures?- -No, the 
statement distinguishes the two portions of each 
year; tho busy season in some years begins earlier 
than in others; I simply call it the busy season; it is 
usually from November to March or April. 

932. What are those figures? — They are crores and 
lakhs of rupees. 

933. What are they, — currency outstanding? — 
Rupees withdrawn from the paper currency reserve 
ami coming baefc into tho reserve. 
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294. That is, figures of rupees withdrawn from the 
paper currency reserve and the rupees returned into 
the paper currency reserve, withdrawn in ouch busy 
season and returned in each slack season P — Yes. 

936. (iStr Henry Strakosch.) Are they divided bo- 
tween notes and rupee coin? — The figures show rupees 
only. 

936. (Sir Henry Strakosch.) It would be interesting 
to have figures of notes coining in. 

937. (Chairman.) The figures of the total circula- 
tion are not given. Are those not given in the 
Appendix to tne Report of the Controller of Cur- 
rency P — Yes; I do not know if they nre in the exact 
form to which Sir Henry refers. 

938. Will you consider that and let us have the 
figures which Sir Henry suggests, cither by reference 
to some readily available source or by addition to this 
table P — Yes. The reason that I prepared the state- 
ment in this form is that the currency reports do not 
distinguish between the busy season and slack season ; 
I thought that what was required was tho maximum 
amount of rupees that would be liable to go out 
during the busy season, it shows that in the year 
191&14 there was a total fluctuation of 26 erores and 
a total withdrawal on balance of 0 croreB. 

939. 1 will give you this back, and, if possible, you 
will supplement it in the manner Sir Henry lias 
described. The second head of information which I 
trusted we might obtain from you was some statis- 
tics os to the amount of the demand on the sterling 
reserves in a period of exchange weakness P — Yes. I 
have prepared n statement. The first period of which 
I hove given information is the crisis of 1907-1908. 
I have givon details here showing the total demand 
to have boon about £18 millions. For the later 
periods the information is given most conveniently 
in statement No. 3 in the Controller of Currency’s 
report for 1923-24 and earlier years. The statement 
does not oc ur in the report for this year; so that you 
will have to go back to the year before; it has been 
omitted in this year's report because it woa thought 
that it was not appropriate in the Controller of 
Currency's rejuirta. But this statement gives the 
whole of the details of the cosh transactions of the 
Secretary of State and from that everything that is 
required to estimate the demand on the sterling 
reserves could quite easily he picked out. It gives the 
sterling hnlancos, war transactions, movements in the 
gold standard reserve, and everything needed in the 
form of a balance sheet and I think that statement 
would give any one who wishes to go into the mutter 
further, absolutely all the information that is re- 
quired. 

940. It can be quite easily picked out by one who 
is not familiar with accounts P — I think ro. I have 
picked it out for the three years in which reverse 
councils were actually sold, and the other years could 
lie worked out in the snmo way. 

941. A mere glance at this table suggests to me to 
ask whether some official of your department would 
be so kind as to analyse that information for usP — I 
think Mr. Aiynr can do it. It is actually his own 
report us Controller. 

942. Just before I ask you the general question to 
which I referred just now, in order to make sure that 
our minds have the same considerations in view, tho 
amount of gold required to put the gold standard 
system into force is estimated in the memorandum, 
if I remember aright, at 103 millions sterling P -Yos. 

943. The requirement being spread over a period 
which may be estimated in various ways P— ' Yes. 

944. The exact period during which the gold will he 
required being subject to many hypotheses P—Yob. 

945. Have you taken into consideration, in form- 
ing your conclusions upon this matter, the effect of 
this demand upon the general level of gold prices? — 

• Yes. I would propose to deal with that i n my general 
observations on my attitude towards tho scheme as 
a whole. 

946. I only wanted to be sure that all major con- 
siderations would be dealt with in your reply. Then 


let me ask you : in view of the estimates of cost into 
which we have entered; in view of the effect upon the 
budgetary situation of tho Government of India; and 
in view of the general considerations as to tho effect 
on prices to which we have referred, what, in your 
opinion, are the comparative advantages of a gold 
standard, the comparison being oitlier with tho gold 
exchange standard or the sterling exchange standard? 
— I agree with the view taken in the memorandum 
that tho gold standard system would remove, so far 
as is pusBible uml more completely than cither of the 
other systems, the defects that remain in tho Indian 
currency system ; and in particular that it would help 
to cure the first defect mentioned, viz., the danger to 
the system from a riso in silver prices. But the main 
Value of the gold standard system must be joined on 
wider considerations, it is impossible to measure llie 
benefit in money and it must he a matter of opinion 
how far the introduction of such a system would in 
practice work towards the ideal system, that is to 
say, how far you will really be able to got through 
tho stage of gold currency to the stage of doing with- 
out it. If you could do so, I think that the gold 
standard system would be both progressive and edu- 
cativo and more suitable far more than any other. I 
think the main problem in India to-day is tho de- 
velopment of the latent sources of wealth of the 
country. We meet this problem at every turn: the 
question of raising rupee loans in Tndia; the question 
gf obtaining money from Indian sources for ull the 
great requirements of the country. If the introduc- 
tion of a gold standard did have the result, ns some . 
of US believe, of weaning people from their present 
habit of storing precious metals, it would be worth 
paying a good deal for it. That it might do so, I 
think, follows or should follow from the fact of human 
nature that when people can be certain of getting 
something readily, they nre less likely to store it; 
when the currency of the country is convertible into 
gold, they will be less likely to wish to keep a store of 
gold. It is really in expectation that something of 
that sort might happen that one desires to take rather 
a wide view of the possibilities of the gold stand- 
ard. As I said, it cannot be measured in money; but 
L do believe that its introduction would bo to the 
advantage of India, if it could be effected without 
corresponding or greater disadvantages—; and to 
(hut point I shall turn now'. As regards the cost 1 
have already expressed my opinion that anything, 
like the figures given in this memorandum* seem to 
me too heavy a cost for us to face, at the presont 
time at any rate. In the second place there are two 
dangers on neither of which 1 am in a position to 
give a definite opinion; first, the effect of such opera- 
tions on the price of gold, with a consequent rein -lion 
on Indiu horse If through a fall in prices and the 
disturbance of the currencies of other countries; and 
soundly, the extremely disturbing effect upon the 
silver market. I think these are kith dangers in- 
herent in this scheme; and I am not in a position to 
form an opinion on their gravity; hut the difficulties 
do appear to mu to be formidable; and if the result 
of going on to the gold standard wera to involve 
India in dangers greater than the benefits which 1 
believe the scheme would bring, it would obviously 
be a dangerous proposition. 

947. (Sir Henry Strakosch.) Do you think that tho 
introduction of gold currency in India would have 
any effect on the volume of the note circulation? 
Do you think that the gold coinage circulation will 
not replace notes which at present are in circulation? 
— I think that to some extent the gold currency must 
replace notes; but with the establishment of a gold 
standard I should expect that there would bo ample 
room for the expansion of the note issue as w r ell as 
for a certain amount of gold in circulation ; I do not 
think in the long run it lfauld hurt the note circula- 
tion. 

* NOTE. — This refers to the fignron in the earlier draft of the 
memorandum. 
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948. Another question is this : would you regurd 
the gold in circulation in the pockets of the people 
hk of any great value to meet any pressure on the 
exchange)* Do you think that in times of strew gold 
would come in about the same proportion as notes ? 
— 1 think that it might be of some use as a reserve, 
though not nearly as useful ns gold held by Govern- 
ment. 

949. Yuli would not think that, under really serious 
pressure), the tendency would lather lie for notes to 
come in that gold?— The tendency would certainly 
be that. 

950. So that one might say, if one were cautious 
that the gold in circulation would hardly be avail- 
able or could not be relied upon os a reserve to main- 
tain exchange? — That is, that gold in circulation is 
an ineffective leserve to rely upon? 1 agree. 

951. And that therefore a reserve to maintain the 
external value of the rupee even under a gold stan- 
dard would have to be practically as substantial as 
the reserve under any other system?- - Yes, 1 agree. 

952. (Prof. Coyujee.) It has been suggested that 
one effect of the introduction of a gold currency 
would be to weaken the hold of the Imperial Bank 
on the local money market, liecause the Indian money 
market will be swayed by the discount rate in London? 
— I am afraid 1 h»ve not considered that. 

953. (Prof. Coyujee ): Because gold currency might 
be wanted in Engluml and so it is the ruto there 
which will sway tlio money market rather than the 
rate of the Imperial Bank. 

954. (Sir Norcut Warren.) I do not quite under- 
stand that. 

955. (Prof. Coyujee.) The hold of the imperial 
Bank upon the local money market will be weakened 
by the introduction of a gold currency because witli 
gold currency prevalent here gold will be coming out 
as required from London, and its ooming out and 
going back will depend more upon the rates prevuleiit 
in London thun on 3-011 r rate. 

956. (Chairman.) Have you any view on that? — I 
have not considered that. 

957. (Sir Punhotamda * Thukurdas.) If I may re- 

peat the question 1 put before. Should there bo any 
further depreciation in the price of silver bullion, 
as is anticipated by some; do you think that the 
confidence of the people of India in the rupee would 
be badly shaken or not? — I should doubt whether 
the confidence of the people of India would be much 
shaken; they have experienced some very extreme 
vicissitudes in the price of silver in the last genera- 
tion from 20d. to 80d. 1 do not think it will really 

affect the position as regards the rupee. 

958. You do not think therefore that any deprecia- 
tion in the rupee bullion values would really matter 
as far as the musses' confidence in the rupees is con- 
cerned? I do not think so; 1 do not think there 
would he any essential danger. 

959. Of course there have been fluctuations in the 
silver bullion value, but it was about 25 years bock? 
— I was referring particularly to the prices, during 
the war, when they went up to over 80d. and down 
to 30d. within 12 months. 

9G0. That was an appreciation first and later on u 
depreciation. The depreciation did not matter very 
much for two reasons, becauso there was no other 
metal available and we were in the midst of a war; 
hut when you referred to the drop to 20d., I thought 
that 3 r ou referred to a longer period back? — I was 
referring to the pm iod from about 1902 to 1910. 

961. During this interval the people have boon 
clamouring for gold currency, and you do not think 
that in view of the lapse of fifteen years and the 
general clamour for a gold currency, any deprecia- 
tion in prices of silver bullion would matter? — T do 
not think it w*ould make any difference to the rupee 
being accepted in India and being welcomed ns the 
coin of the country; I do not think the bullion value 
of the rupee really is known or appreciated by the 
ordinary people who use the rupee. 


962. It would, then, I take it, surprise you, if you 
found that people were really beginning to think 
about this and that they were really watching the 
fluctuation downwards, if there were any, in the 
silver market? — l should be surprised if the mass 
of the people of India were doing so. 

963. For example, if there were talk in the baxaars 
that the rupee generally was worth only eight annas? 
— 1 was not referring to the talk in the baxaar. I 
was referring to the opinion of the people all over the 
country. 

964. The mosses of the people take* their cue, don’t 
they, from what .is being talked about in the basaars, 
say in Delhi or Ahmeduhad for example, leaving 
aside the presidency towns? Of course we know that 
what is being talked about in presidency towns does 
nut come down to the musses so quickly? — Yes; I 
have no doubt the towns influence the country; they 
always do. 

965. Regarding the question of cost, if the people 
felt thut they were having something really solid 
and substantial and that something which was not 
worth the face value of it was being replaced, do you 
not think thut the people muy reconcile themselves 
to reasonable additional cost for that? — The question 
of whether the cost should be accepted really is not 
for me. It may l>e that tlio people as represented by 
their legislature might say it is worth the exist, i 
was giving my own opinion. 

966. I was only asking you since you have been in 
the legislature. 1 was wondering whether you wero 
prepared to express an opinion as to how the legis- 
lature is likoly to view this? — I cun give no opinion 
on that. 

967. (Sir Henry Strakoseh.) With reference to the 
last question that Sir l’urslmtnindns Thukurdas 
raised, whether a fall in the price of silver might 
cause distrust in the rupee, and might make it less 
popular, what was the experience measured by the 
note circulation in relation to the rupee coin circu- 
lation when the price of silver dropped? We have 
in this country circulation side by side of a note 
printed on paper of no intrinsic value at all, and 
the rupee coin which is 11 note printed on silver; 
their circulation side hy side commands exactly the 
same prices. When the price of silver fell, did the 
circulation of rupees diminish and that of notes in- 
crease or vice versa?— The first effect of the year 
L921, when there was a heavy fall in price of silver 
from 80d. to 30d. was an enormous return of rupees 
from circulation. 

968. And notes wore demanded P — Yes. 

909. Which notes are convertible into rupees? — 
Yes; the two years following the fall in the price of 
silver resulted in the currency being choked with 
rupees. 

970. What inferences w-ould you draw from tliatP 
— At the time I did not draw any inferences except 
that it was an obvious proof of the slackness of trade, 
which is always shown by rupees returning. 

971. It did not indicate to you that there w-ns less 
trust in the rupee? — I drew- no such inferences at the 
time. 

972. (Sir Purshotamdus Thukurdas.) Just arising 
out of that question : the people realise that the note 
is only a promiso to pay rupexu and therefore if they 
had mistrust in rupees they w-ould not rush for notes, 
is not that so? — I do not think there was any mis- 
trust. 

973. Even if there was a mistrust in the rupee they 
would not come for notes ; they would come for bullion 
at whatever price they could give for their hoards; 
notes are simply a promise to pay rupees: it is not 
that the notes are hacked by gold or anything but a 
promise to pay rupees?— Yes. 

974. (Sir Jieginald Mont.) I gather from your reply 
to the Chairman that you consider it to be too dan- 
gerous a leap in the dark to attempt to introduce a 
gold standard now 7 . Do you think that the cast and 
the risk will be materially reduced hy waiting a few 
years in view of th* very large imports of gold that 
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have taken place in recent years, especially last year, 
when about 73 crores, 1 think, of gold coin and bul- 
lion was imported in 1924-25 P — I think that both the 
cost and the risk would be reduced after a measur- 
able period. The cost would be, because so long os 
we do not coin any more silver the amount of silver 
help in the reserve is bound to go clown. It should 
go down at the rate of about ninn crores a year. 
And therefore you could soon count upon a drop of 
:10 or 40 crores in the amount of silver that you will 
eventually have to redcom. You will certainly be 
able to reduce the cost by wait ini;. And the risk— 
it should be less also in view of the smaller amount 
of silver to lie redeemed, but I should still find it 
difficult to estimate the risk arising cither from the 
gold problem or the silver problem. 

975. But India is absorbing gold now at a very 
rapid rate?- She did last year at a very rnpid rate; 
this year to a smaller extent. 

976. And that gold — the greater part of it — is pre- 
sumably replacing rupees in hoards?- -Yes there is 
almost direct evidence of that from our returns of 
absorption Inst year. 

977. Well, if the absorption goes on at that rate, 
presumably all the hoards will eventually be con- 
verted into gold by natural processes, without any 
stimulation from Government? - I agree tha tithe prob- 
lem should be made very much easier by waiting. 
The process by which it will he made easier is going 
on. 

978. It may in fact come about by natural causes, 
without any heroic measures ? — That I am not pre- 
pared to say. 

979. I was only asking whether it is a possibility? 
—It will take some time, I think, unless it is given 
a stimulus of some kind. 

980. ( Sir Henry Strukosth.) May T ask another 
question? Mr. McWatters, you mentioned just now 
that silver hoards have apparently been replaced by 
gold boards. But what has happened to the silver? 
T see no record of any silver exports from this 
country except in years of really extreme prices? — 
Wo assume that the silver that has eomo out hns 
been used as currency, because our currency returns 
do not show that umoiiiit of silver lteing issued which 
w© should expect-. 1 n view of the fad particularly 
that the one- rupee note hn.s been abolished, it is most 
extraordinary that the amount of silver that has 
been absorbed during the year is so small as it is, 
and the only way we can account for it is that a 
large number of rupees have been rep I and by gold 
and are being used no currency in the country. 

961. And tlie fact that your accumulation of rupees 
has not gone down might be accounted for by that 
fact? That actually has been given by the Controller 
of the Currency ns the reason in his opinion. 

982. (Chair man.) The replacement of silver in 
boards by gold is, therefore, indirectly inimical to 
the finances of the Gove rrunen t in so far as it delays 
the absorption of the Government’s unnecessary 
stock of rupees?-- 1 had not thought of it in Hint 
way. Bui it is so. We have a redundancy of rupees 
which, strictly speaking, on the ground of economy 
we ought not to hou id. They are uneconomical. 

983. This is the hint question with which T will 
trouble you. I think perhaps you may bo able to 
give us some useful assistance with regard to the 
terms of transfer to the Imperial Bank. Suppose 
there is a transfer of the note issue. We have already 
discussed it in some detail to-day, so that there is 
no necessity for you to do so.. Three alternative 
methods are proposed in the memorandum of Mr. 
Denning, by which the Imperial Bank might make a 
payment in respect of the privilege of monopoly of 
noto issue. Can you express an opinion os regards 


the comparative merits and advantages of these three 
methods which are set out in paragraph 18 of Mr. 
Denning's memorandum?— The first alternative is 
thut Government might take a share in the profits 
of the hank. My personal opinion is against that 
alternative. T think that it is somewhat undesirable 
lor the Government to be in any way dependent, so 
to speak, upon the actual earnings of the bank or 
to he so closely associated with them. I think it 
would interfere not only with the Government's 
budgetting, but also with the independence of the 
bn uk. 1 should think the bank would also find it 
extremely inconvenient for the Government to he a 
part sharer. On the whole, f dislike that alternative. 

984. The second alternative, t-o keep a profit and 
loss account, is practicable? — From the separate 
memorandum which Mr. Denning has submitted I 
think it will bo realised that it involves a fairly com- 
plicated statement of accounts. The appendix to the 
memorandum on the profit obtained by the Govern- 
ment on the note issue shows the various items which 
go to make up the debit and the credit side of this 
account. On the whole 1 1 think it quite a possible 
system, provided that one can arrive at the propor- 
tion of certain costs to he debited. There are items, 
for instance, such as the loan of currency buildings — 
1 think you could arrive at a balance-sheet. It is it 
little complicated and it is extraordinarily fluctuat- 
ing. These* are the two possible objections to it. It 
is fluctuating largely because of the difference in the 
amount of the sterling securities held and because 
the whole of the interest on the loans of seasonal 
currency may be credited in the next financial year, 
as happened last year. On the other hand, the expen- 
diture has gone down owing to the abolition of the 
one-rupee nolo. llut I think that alternative is 
possible. 

985. With regard to No. 2, do you consider it pos- 
sible that the Government might desire to keep some 
control over the overhead charges of the note iwsiio 
department from the point of view of ascertaining 
their pro port ion of the profits? — I agree that 
u’ould lie a difficulty. And also they would have to 
institute a very elaborate audit and examination of 
the hooks. But in any case the hooks would have to 
ho audited very carefully. On the whole I prefer tho 
third scheme of a percentage on the invested portion 
of the reserve, if a workable scheme can be devised. 
If it is revisable after an interval, say, of five years. 
T think a tentative scheme of that kind would pro- 
bably be the best of the three alternatives. 

986. What, specially commends No. 3 to you? — Its 
simplicity and rather the avoidance of the difficulties 
of the other two than any special merits of it* own. 
I think it hears some relation to the actual facte. 

987. There is also the advantage, if it be an 
advantage, that it has not uncommonly been adopted 
and has been found to work well elsewhere ?— dt cor- 
responds, I think, to the German lleichbank 
system. 

988. (Sir Eenry Strukosch.) May 1 ask if the 
second system would not involve tile separation of 
the banking department from tho issue department? 
— I think it would. And that is, in fact, recom- 
mended in the memorandum. 

989. (Chairman.) Are there any further supplemen- 
tary questions on the question of the terms of 
transfer? Apparently no members of the Commis- 
sion have any questions to ask. I do not know if 
there is any topic to which you think you might with 
advuntago refer to supplement the questions which 
we have asked you?- -No, Sir, thank you; I have 
nothing moro to say. 

990. (Chairman.) The Commission is very much 
obliged to you indeed for your assistance to-day. 


(The witneat withdrew.) 
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Sir Rajendranath Mookerjkk, K.O.I.K., 

K.O.V.O. 

Sir Norcot Hastings Ykklkb Warren, K.C.I.H 
Sir Reginald Mant, K.C.T.E., G.S.l. 

Sir Henry Stkakosuii, K.B.E. 

Sir Alexander Robertson Murray, C.B.E. 


Sir PuRSHOTAMDAB TllAKURDAB, C.I.E.. 

M.L.A. 

Professor Jahangir Coovbrjeb Coyajeb. 
Mr. William Edwaud Preston. 


Mr. A. V. V. Aiyah, G.I.E. 
Mr. G. H. Baxter 


(Secretaries), 


Mr. H. Denning, I.O.S., Controller of the Currency, called and examined. 


991. (Chairman.) Mr. Denning, you are the Con- 
troller of the Currency in the Government of JmliaP — 
Yes. 

992. Will you tell us, for the sake of our record, 

what your previous experience in the financial 
administration has been? — 1 joined the Finance 
Department originally in 1916. 1 was a Deputy 

Accountant-General for ahout two years. Then I 
liecaine Under-Secretary in the Finance Department, 
in which position i stayed about six months. 1 then 
went to the India Office on deputation and was Joint 
Secretary of the Babington Smith Currency commit- 
tee. In April, 1920, 1 came out to India as Deputy 
Controller of the Currency, Bombay, in which position 
T remained, apart from intervals of special duty, up 
to March, 1926, when I became Control lor of the 
Currency. 

993. We understand that, on this occasion, the 
evidence which you will give will be given in your 
personal capacity and not officially on behalf of the 
Government of India? — That is so. 

994. We have had the advantage of very full 
memoranda with which you have provided us, in 
particular, a memorandum upon the question of a 
gold standard for India, a memorandum upon the 
terms of transfer of the note issue to the Imperial 
Bank and a supplementary memorandum to that; 
and you have also, I understand, taken part in the 
consultations with Sir Basil Blackett and Mr. 
MoWatters, on which the memoranda with which 
we have been provided were based?— That is correct, 
with one exception, that 1 took no part in the dis- 
cussion on the separate memorandum put in by Sir 
Basil Blackett. 

995. Oh, yes; that I should make clear, that Sir 
Basil Blackett’s memorandum on the fmlian Currency 
System is his own personal memorandum. I should 
like, in the first place, to ask you one or two questions 
suggested by the historical memorandum, and whit I- 
perhaps can best be answered by the precam t occupant 
of the position of the Controller of tile Currency. 
Let me draw your attention, first of all, to the 
system by which loans are made to the Imperial Bank 
of India from currency against hundis and ask you 
whether this arrangement works smoothly?— In my 
opinion, it doeB not work at all smoothly, for more 
than one reason. In the first place, the Imperial 
Bank find considerable difficulty in getting the 
necessary amount of genuine hundis to place in the 
reserve against the note issue, and both last year and 
the year before they had to resort to inducing firms 
which have hitherto financed themselves by cash 
credits to finance themselves by bills in the 
place of cash credits. These bills, although they 
represented a real demand for finance for trade, did 
not represent any definite goods or commodities. 
They were in effect manufactured bills substituted 
for cash credits. Another difficulty is the decision as 
to how the currency shall be expanded when necessity 


requires it — as to whether it shnll he expanded by 
issuing notes against treasury bills put into the 
reserve in London or by issuing notes against hundis 
in India. Tho bank during the last two years, 
mainly because it certainly does not gnin anything 
and may Imo something by taking these loans, has 
always been pressing Government to increase the 
currency against treasury bills in London. On- the 
other hand, Government, in order that it may keep 
its resources in London mote liquid, does not wish to 
tie up its resources by placing treasury bills in the 
paper currency reserve to a greater extent than it is 
compelled to do. Therefore, during the last two 
years, there have always been discussions between 
the Managing Governors and myself as to which of 
these two methods should be employed. We have 
always come to an agreement in the end; but it is a 
definite disadvantage to have two systems of expand- 
ing the currency working side by side under the 
control of two different authorities. The third 
point which I mention incidentally is the possible 
loss to the bank. It is very difficult to estimate 
tins loss, and Government have in the past refused to 
ftnS ™ 16 ” an “ a "y “Mown ins© for this loss 

"f the loss?— The nature 
of the alleged ]<** M t l.| B : The bank rate is at fi 
per cent, wo will say and the liundi rate, we will 
y, « at CJ per eonl. Tho Imperial Itanklend. 
money on three months- bills at 5* per cent. The 
llank rate then goes up to 6 per cent and in order 
to keep the necessary amount of cash in hand, the 
hank has to borrow from the Government at 6 per 
cent, while it has a large amount of money out- 
standing on bills at a lower rate. That 1 think, is one 
of the main ways in which it is alleged that a hut 
ooonrs Another which 1 was going to mention ia the 
stamp duties on the hundis which are manufactured. 

Blam P duty on hundis is regulated by a graduat- 

„ 7/T/Sln b ^, t . 14 work * out about Rs. 9 per 
iw. 1 ( 1 , 000 . The stamp duty on a promissory note is 
at a fixed rate of 4 annas. Ho in order to induce firms 
to finance themselves by hundis rather than by cash 
credits for which they would givo promissory notes, 
the bank paid the cost of the stamp duties on the 
hundis which were manufactured. Government after 
some discussion consented to reimburse the cost of 
these stamp duties to tho bank. 

May I ask what the 
rata isP— Roughly Rs. 9 per Rg. 10,000; but for the 
lower denominations of bills it is according to a 
graduated scale which is laid down in the *8 tamp 

i^Jf?L a T nan u- What y° u have described is 
, turnui « w »*h * certain amount 
i' , 41 ? What is your opinion in 

f®^ ard . . the best method for improving the work- 
ing of this part of the financial machinery P— Do 
you mean without handing over tho ohargeof the 
note issue to the Imperial Bank? 
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999. I mean quite at large P — Assuming that 
Government continue to control the note issue? 

1000. No, making no assumption at all?- Well, 1 
think the best way would he to hand over to the 
Imperial Bank the control of tho note issue, making 
a provision in the statutory constitution of their 
reserve which would allow them to expand and 
contract according to the seasonal demands for the 
currency. 

1001. To complete the picture, excluding that 
possibility, what method should there ho for improv- 
ing matters, accepting the present basis as to the con- 
trol of the note issue?— T am afraid I cannot give any 
definite recommendations on that subject. I have 
tried in my capacity as Controller of the Currency 
to devise a better system end I am afraid 1 have 
not succeeded in devising anything that is really 
satisfactory. 

1002. {Sir Purshotarndas Thakurdas .) You said, 
Mr. Denning, that when the Imperial Bank want 
that emergency currency, they have got to present 
to the Government what you call manufactured bills, 
that is, bills made out of tho cash credits that they 
give P — Yes. 

1003. You are aware that thews cash credits are 
generally given by the Bank against liquid assets 
of the concerns which tho borrowers are in? — Yes. 

1004. So that for practical purposes, there is no- 
thing that can be snid to be wrong in looking upon 
the cosh credits as bills P Except that they do differ 
from a credit given on a trade bill. The credit 
given on the trade hill is self-liquidating hut the 
cash credit goes nil moro or less indefinitely. 

1005. The trade hill is capable of being renewed.— 
1 agree. 

1006. And in ordinary course in a busy trade 
centre, it would be renewed at the current rate of 
the day at the expiry of three months. Tf the nan 
really wanted money and had the liquid assets in 
which he was trading, it could he renewed as long 
as the man's credit was good. — Probably. 

1007. Docs not tho same thing happen in tho case 
of these cash credits? A mill for instance holds 
cotton and holds manufactured articles. Cash credit 
is given against absolutely liquid assets. Yos; I do 
not think there is much essential difference. 

1008. T suppose you are also aware in your 
position as Governor of the Imperial Bank that 
these cosh credits are payable on demand and can 
he called up any time that the hank wnntR to?— 
Theoretically, yes. 

1009. Are you aware that, in a few ruses recently, 
the Imperial Bank have called up cash credits? 1 
have seen reports to that effect; but as far as 1 
remember, a fair amount of notice was always given. 

1010. You arc not aware of any case where they 
have been called up suddenly P I moan, if a few 
carcr wore brought to your notice where cash credits 
have been called upon at a very short noticre, say a 
week — perhaps shorter than a week — then would you 
say that these cash credits are in effect tho same as 
trade hills? — Practically the same. 

1011. (Sir Henry Strakosch.) Dealing with the 

question of cash credits, when you said self- 
liquidating bills, you no doubt had in mind hills 
drawn against goods in the last stages of production 
and on the way to market, bills which are drawn not 
against fixed assets which cannot be consumed or 
against goods which are hold up possibly for 
speculative purposes, hut for goods which go to the 
market and by the process of going to the market 
become self-liquidated P— -Ych, that is roally what I 
meant. . . ... 

1012. So that if a cash credit is given against that 
clan of goods, that cash credit could legitimately he 
turned into a hundi, into a self-liquidating Bill, of as 
good a quality as such bills should be P- Yes. 

1013. All I want to say, is that a cash credit 
given on the security of other things such as, for 
instanoe, the installation of machinery which is not 
a self-liquidating affair or the speculative holding 


up of goods- those you would condemn ? — Yes, those 
1 should condemn. 

1014. (Sir Alexander Murray.) How would you 
treat cash credits issued against stocks of raw 
materials bought by mills either in the shape of 
cotton or jute that would probably he kept up for 
G, 7, 8 months against ultimate manufacture and 
export in the shape of manufactured articles? They 
do not come under either of the categories that 
Sir Henry Strnkosch has been putting to you. — I 
think they do except that tho period is longer. 

1015. (Sir Pur shot amslas Thakurdas.) Gash 
credits which are given to, say, cotton commission 
agontB at Bombay against cotton which is for sale 
would como under one of the categories mentioned 
by Sir Henry Strakosch. Do you think that that 
would be included?— I think, generally 8|>eaking, 
that would como under the class of self-liquidat ; ng 
bills. 

1010. And such advances of cash credits generally 
are very materially reduced always of course in pro- 
portion to the stock of raw cotton, for sale, in 
Bombay, in monsoon months? — Yos. To my answer. 
T would make this qualification : that if a banker 
saw that stocks were being unnecessarily held up, he 
might withdraw the amount of credit given on those 

stocks. 

1017. I am very glad you mention that. You 
know that the Imperial Bank in Bombay did very 
severely curtail their cash credit facilities when they 
saw that the stock of piece-goods was going up 
during tho last six months? — Yes. 

1018. Suppose the cash credit system was dis- 
continued in the Imperial Bank and all the mills 
which are at present financed by cash credit system 
were told that they would have to present hundis 
to the Imperial Bank for GO or 80 days as tho case 
might bo, would you, as Controller of the Currency, 
be inclined to say that these concerns which enjoyed 
facility of cosh credit would he or should he 
debarred from having their hundis accepted by the 
Imperial Bank? — No; 1 should not go so far os that, 
because T do not know the details of all the cash 
credits given by tho bank sufficiently. 

1019. Taking it for granted that tho cash credits 
are given against liquidating assets and not for 
installation of machinery or to finance capital debts, 
taking that presumption to be correct, would you 
then as Controller of the Currency be disposed to 
say that their hundis should not be accopted? — Not 
generally speaking: unless, as T stated before, they 
were holding up stocks unnecessarily. 

1020. I wonder if you were in India in 1923 when 
there was a heavy corner attempted in Bombay 
known ns Hni Sahib Sangli Das Jessiram cotton 
cornor. — T believe I arrivod in India shortly after- 
wards. 

1021. Tn September 1923? — No, 1 was not in 
Bombay, though I was in India. 

1022. I wonder if you ever heard after you took 
charge after September 1923, on your return, that 
the Imperial Bank definitely refused to give a single 
farthing to Rai Sahib Sangli Das Jessiram? — Now 
that you remind me, T do remember it. 

1023. Do you recollect that tho Imperial Bank in 
Bombay definitely refused to give a single farthing 
for him?— I think I remember reading that in the 
reports from Bombay to Calcutta. 

1024. (Chairman.) 'We understand that the 
witness has answered these questions from his 
general knowledge from the newspapers. 

1025. (Sir Purshotarndas Thakurdas.) I do not 
think so. Mr. Denning said he read it in reports 
from Bombay to Calcutta. I wonder if ho means 
newspaper reports or his assistants’ official reports. 
—As regards that particular question about cotton 
corners I cannot rec olle ct where I road it. 

1026. (Chairman.) What is your view in regard to 
the advantages or disadvantages of making the 
amount of loans against hundis, under present con- 
ditions, a percentage of the note circulation instead 
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of as at present limited -by the gross amount P—i 
think the pemmtago systom has the advantage that 
you huve not to incroaso the amount by which 
notes can be issued against hundis periodically as 
the needs of the country expand. In India, the 
needs of the country for curroney will probably be 
expanding continuously and it seems likely that the 
needs for the seasonal currency may expand also. 

10*27. Supposing that it were considered a more 
advantageous course can you make any suggestion as 
to the actual percentage which it would be desirable 
to fix ? — 1 have not really considered that point. 
Hut I think ten per cent, of the note issue should 
probably be the maximum. 

1028. I was going to ask one or two questions 
about the purchase of sterling by the Government. 
That is a matter which has come rather specially 
within your own sphere of experience?— Yes 

1029. We understand that the method of direct 
purchase of sterling lias recently been introduced. 
Are you in favour of continuing this method of 
remittances, either in its entirety, or, secondly in 
partial substitution of council bill sales ? I am in 
favour of introducing it entirely in substitution tor 
council bill Bales. 1 think it is possible that one 
might supplement it by a tender system in India. 
Hut 1 think that the conduct of the government 
exchange operations in two different places, that is, 
in London nml in India, must necessarily lead to a 
lack of co-ordination between the two controlling 
authorities, and therefore a lack of continuity in the 
policy of Government. 

1030. Will you amplify a little the reference you 
have just made to a possible system of purchases by 
tender ? Would that, in your opinion, be a practic- 
able course, and, if practicable, would it be a desirable 
course?— I think it would he a practicable course. 
Tn fact, 1 see no greater difficulties in receiving 
tenders, say in Calcutta, than in receiving tenders in 
London. 

1031. What would the advantages of that method 
he? Well, I am not quite sure whether there would 
he any ad vantages under a stabilised exchange; hilt 
during the last two or three years, when exchange 
has been fluctuating, there have been occasions on 
which it has been an advantage to have a weekly offer 
of council hills — I will take as an instance from 
January to March this year when Government were 
not prepared to purchase below Is. 6d. From 
January onwards exchange weakened considerably, 
and Government were still anxious to make remit- 
tances to London in order to strengthen their 
sterling resources. If we had to come in to purchase 
sterling at Is. 6*1., there would have been some little 
difficulty in knowing how far one would let exchange 
go up, or liow for one would keep it down by pur- 
chasing sterling. There was a weekly offer of 
Council Bills on the market, and in some weeks the 
tenders at Is. 6d. or above amounted to the full 
amount of the offer; in other weeks they were smaller. 

1 do think that during that period, at any rate. 
Government were able to remit certain amounts al 
Is. fid. without affecting the market at all seriously, 
and that if we had attempted to remit by purchases 
of sterling, wo might have introduced unnecessary 
fluctuations into exchange. 

1932. Am 1 right in thinking that the conclusion 
at which you arrive is that the system of tender 
might bo hold as it were in reserve as a possible 
method, giving desirable results at times of fluctuat- 
ing exchange, hut not for use at ordinary times of 
stable exchange? — Yes. I would limit it rather more 
strictly than that, and I would say that the system 
of tenders should be limited to the times when 
exchange is fluctuating with a tendency to weakness 
and when Government are anxious to remit. 

1033. Mr. McWatters told us that there has been 
ft demand by the commercial public for the more 
frequent publication of statistics of purchases, etc. 
Do you think there is any objection to meeting tbar. 


demand P — 1 see no objection to meeting that 
demand to a certain extent. One form of the demand 
is that we should publish each inoruing the amount 
wo purchased the day before. I do not seo why we 
should give away such details of our operations to 
tho public. On the other hand, 1 see no harm in 
meeting the demand so far us to publish a statement 
of our sterling purchases weekly, possibly two or 
three days aftor the end of the week to which it 
refers. 

103-1. What would bo tho consequences which you 
anticipate from more frequent publication P— Wel| 
1 cun give yon an example which 1 think will bIiow 
what evil consequences might result. In the early 
stages of purchasing sterling I was as Controller of 
the Currency giving the Deputy Controller of tho 
Currency in Bombay certain limitB up to which he 
might purchuse at each rate; that is to say, I might 
instruct him thut lie might purchase up to £250,000 
at a certain rate, and when he had purchased that 
amount at that rate he should raise the rate and 
inform me. Well on one occasion a speculative Bank 
surmised the amount of my limit conveyed to the 
Deputy Controller of Currency, and came in ami 
bought the whole of that £250, OCX), and the rato was 
raised. 1 would point out that I have to give the 
Deputy Controller of the Currency in Bombay definite 
authority of this sort because I cannot give him a 
limit and bell him to stop. He cannot purchase 
£250, (XX) at a certain rate and then leave the market 
hanging in the air while he wires to me for further 
instructions. I have to decide the amount which i 
am prepared to purchase in Bombay and give him 
that limit, and tell him l.hnt lie may raise the rate 
as soon as that limit is reached. On this occasion, as 
I say, this particular Bank rcalisod wlmt inv limit, 
was and bought the whole amount and put the rate 
up. So I say that if you give exact information 
immediately, that is the day after you have made 
your purchases, you will encourage speculation. 

1035. (iS Hr Henry Strakosch .) I would ask Mr. 
Denning whether the sale of sterling in India is not 
a great convenience to the commercial community 
in Indin as compared with the tender of Council Bill* 
in London? Yes, I think so. 

1036. You think it would ho conducive to improv- 
ing or facilitating trade in India if sterling were 
purchased in India? 1 think so. T think that fact 
is rather clearly brought out by considering that 
most of the tenders for Council Bills are originally 
sent from the offices of Exchange Bunks in India toi 
the Head Offices in London, and that tho Head Offices 
in London merelj* put in those offers which originally 
come from India to the Bank of England. 

1037. Coining to the practice of selling Council 
Bills in London and making purchases of sterling in 
Tndia, your objection to that is, I take it, that you 
think it would bo preferable to have one authority 
only intervening in the market in the same direction, 
in fact, to concentrate the sterling demand in one 
hand?— Exactly. 

1038. So as not to interfere in the market, and 
possibly one authority in reality counteracting the 
efforts of the others? — Quite. 

1039. You would therefore concentrate at one spot. 
And that spot should be India? -Yes. 

1040. I did not quite follow the objection to tho 
system of tenders in India : what is the objection to 
offering sterling by tender in Tndia somewhat in tho 
same way as Council Bills in London? — I do not 
think there is any great objoction. But, on the 
whole, T think that the system of purchases of sterling 
such as is being worked now is easier both for 
Government and for the public. 

Would you not by inviting tenders first of 
all obviate speculation, and, secondly, inform the 
public of what amount of sterling is being demanded? 
Do you assume under that that there would be inter- 
mediates between the tenders? — Yes. 

1041a. And intermediates would be sold at a fixed 
rate?— Yew. I do not think that there would be any 
great objection to a system of that nature. 
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1042. You would then satisfy the public demand 
for regular publication. In the light of what would 
happen if the Imperial Hank were to take over the 
note issue, and, of course, the duty of maintaining 
exchange, would you point out what would happen? 
You would then say that tenders are to bo asked 
merely for Government remittance?— I suppose so. 

1043. You mean to say that the Imperial Bank 
would call for tenders?— Yes. 

1044. Supposing the Imperial Bank takes over the 
note issue and the obligation to maintain the 
exchange, and also the obligation to remit money to 
England on behalf of the Government of India? — 
Then they would be the authority to deal with the 
oxchanges, and they might then offer sterling on 
tender on behalf of Government? On behalf of the 
Government or in order to transfer funds for them- 
solves to London, I do not think there is any great ob- 
jection to the system, hut, on the other hand, I do not 
quite see why the Itnpcriul Bank should not be 
allowed to come into the innrkot in order to supply 
itself wfth funds in London. I believe there is no 
other country in the world where a system of tenders 
of this nature holds. 

1045. That is true, but there is no other country 
that has to make Biich substantial remittances on 
behalf of the Government as the Government of 
India? — Probably not so large, but there are a large 
number of conn tries who have remittances to make, 
and they make them by the Central Bank operating 
on the market in the ordinary way. 

1040. And you would say that as the Imperial Bank 
would not only be dealers on behalf of the Govern- 
ment but also for private people and companies, it 
would hardly be right to distinguish between pur- 
chasers oil behalf of one of their customers or 
another, the one being the Government and the 
other private people P — Exactly, l think they would 
have to arrange their exchange operations so ns to 
satisfy all the requirements, those of Government and 
those of their constituents. 

1047. (iSiir Alexander Murray.) Do you recognise 
any difference between remittances made, such as arc 
being made now with a view to keep down exchange 
and remittances made purely by the Bank or by 
Government in the ordinary course? Are they 
equally suitable for tender? —Obviously, you do not 
want a tender system if you are simply buying 
sterling at the upper gold point because your rate is 
fixed; if you are buying an unlimited amount at the 
upper, gold point in order to keep exchange down, tlio 
weekly tender is no use to you at all because you 
simply take all that sellers bring to you. 

1(M8. (Sir No rent Warren.) Mr. Denning, you just 
said, talking of tonders and the way we do it now, 
that it is just as easy to buy sterling in Calcutta by 
tender os it is to sell councils by tender in London. 
But iB it os easy to call for tenders in Calcutta, 
Madras, Karachi, and Bombay, that is four places? 
— 1 think it could he arranged in much the same way 
as the tenders for reverse councils have been arranged 
in the past. I admit that there is necessarily a 
certain amount of delay. Ah far ns I remember, the 
tendon for reverse councils were received in Madras, 
Bombay, and Calcutta, and they had to he put in at 
the various Government offices by 1 o'clock. Owing 
to tho necessity of telegraphing these tenders to one 
place, and having tho results collated there and then 
re-telegraphing back to the original office of receipt, 
the result of the sale could not be published till the 
next morning, that is to say, that after putting in 
their tenders at 1 o’clock on one day the market acre 
unaware how much was going to be allotted to tho 
market as a whole, and to individuals in particular, 
till the next morning. 

1049. Does not that create a great deal of uncer- 
tainty P— I think it does. But I would say that it 
creates no more uncertainty than a system of tenders 
in London. In order to put in their tenders in 
London, the exchange banks I understand have to 
cable early on the morning of the day fixed for tho 


sale, and they do not hoar the results till the next 
morning, so that the time that elapses between the 
time at which they have to put in their tenders and 
the publication of the results is less in the ease of 
tenders in Calcutta than in the case or tenders in 
London. 

1050. Don’t you think that objection is an objection 
to the tender system?—! think it is. 

1051. (Sir Jleyinahl Mont.) Mr. Denning, you said 
just now that the tender h € >stom is useful when 
exchange is fluctuating, but not when it is stabilised. 
Even though exchange may be stabilised in the 
ordinary sense of the word, there will always 
periodically bo fluctuations between the upper and 
lower gold points -will there not?— Yes, 1 imagine so. 

1052. There will he u considerable period of 
fluctuation even with a stabilised exchange? — Yes, 
between the gold points. 

1053. You would agree then, that the tender system 
is an advantage when exchange is fluctuating between 
the gold points? — That is rather too general a state- 
ment of tho case. I said there are advantages in 
l he tender system when exchange is fluctuating and 
inclined to be weak and Government wish to remit. 
If exchange is fluctuating mid tending to he strong, 
then 1 think it is perfectly easy to regulate purchases 
ol sterling so ns to let tin* market up gradually. 

1054. But you gave an instaiue, didn’t you, of a 
rising market? — No, I gave an instance of a weak 
market. 

1055. No, you said you didn’t know when to 
come in— at Is. 6‘d., was it not?— I. gave as an 
instance Jniiuniy to March of this year, when ex- 
change was inclined to he weak and to drop below 
Is. 0d, It had been strong. We had been purchasing 
sterling at the end of December at Is. O&d. 

105G. Do you say there is no advantage in the 
tender system when exchange is rising hut is still 
below the upper gold point? — I don’t sen any 
advantage in tenders when the trend is definitely 
upwards; for instance, I think the way in which 
the remittances have been made since last May, 
when exchange first went above Is. (id. up till now 
when it is Is. G, 3 *d- has given fairly general satis- 
faction to everybody concerned. 1 do not see how 
the supplementing of purchases of sterling in such 
circumstances h.v an offer of councils would havo 
offered any advantage at all. 

1057. You mold not have got better rales at times? 

-I think that is very unlikely. F distinctly remem- 
ber instances when the rates at which council bills 
were allotted by the Secretary of State were dis- 
tinctly below the rate at which l could have pur- 
chased on the very same day in Calcutta. 

1058. (Mr. Fronton.) Mr. Denning, would not tho 
present system if kept ill force rather give the 
Imperial Hank an undue advantage when they were 
dealing in exchange oil their own behalf if before a 
rise or full in the bank rate as they alone knew what 
was going to come along? -L do not quite follow. 

1058a. Let me straighten it out. Supposing next 
week the Imperial Bank wore going to drop their 
bank rate from 8 to G per cent. Exchange naturally 
would become weak. Now they alone would have 
that knowledge as against the market and by the 
present system they could nporute to the disadvantage 
of the market. Would not that be correct? — They 
would operate, but would it necessurily bo against 
the market? 

1059. Well, they might be operating on their own 
account. Tt might be even to the disadvantage of 
Government?— But you must assume that the powers 
of the Imperial Bank will be limited, as I state in 
my memorandum. 1 say that their powers of deal- 
ing with the public should lie nil, except in so far 
os they have to make remittances for their own 
constituents. 

1000. (Chairman.) Let me develop that, Mr. 
Preston, with one or two lending questions, and then 
perhaps we will get the whole matter fully elucidated 
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as we are now oil this point of the Imperial Rank 
and remittances. Have you any further questions 
to ask, Sir Reginald P 

1001. (Sir Reginald Mant.) Yes, I hadn’t quite 
finished. Mr. Denning, you recognise that there are 
certain disadvantages in the system of purchases 
of sterling. You gave one instance in which there 
was undesirahlo speculation P — That, 1 say, was 
because a certain banker made a surmise. I admit 
that 1 was inexperienced at the time. 1 took steps 
later to prevent similar speculation by varying the 
amount of my limit. 

1062. Have you had no complaints otherwise of 
certain parties hoing favoured ns nguinst others in 
purchases of sterling ?- 1 have had no complaints. 

1063. The Bombay Chamber of Com merce, for 
instance, have made a reference to it in their 
memorandum.* They say “ Their Committee are 
strongly of opinion that Government remittances 
should he effected by means of public tender, either 
in London or in India, rather than by private pur- 
chases of sterling as tho former method is more 
equitable ami promotes a greater feeling of con- 
fidence in the minds of the public”? T do not see 
how it is more equitable. 

1061. 'Well, 1 presume they mean that the ainountN 
will be published and everyone will be at liberty to 
tender?- But everybody is at liberty to sell sterling 
through any broker or direct to the Imperial Hank. 

1065. They don't know how much you are trying 
to buy. I am only trying to elucidate what they 
moan?— Quite; 1 don't see anything in that point. 

1066. They say it will create a greater feeling of 
confidence in the minds of the public P- I don’t see 
quite how it is going to create a greater feeling of 
confidence with the public. As far ns I know, there 
have been no complaints against the system of pur- 
chasing sterling this year. 

1067. Of course, we shall have to dear up Ibis 
subject with the Bombay Oliambcr, but 1 wanted to 
know whether, from your experience, you could 
throw any light on it?— While I think there have 
at times been speculation^ hut the purchases are now 
so regulated that speculation is practically impossible. 

1068. (Sir Alexander Murray .) Mr. Denning, with 
reference to the position indicated by Mr. Preston, 
where tho Imperial Bank, acting on inside informa- 
tion of a likely rise in the hank rate might operate 
in exchange taking udvuntagc of their position under 
tho present system, if tho Imperial Bank wero pre- 
pared to act- upon inside information under present 
conditions, would they not bo prepured equally to 
net under a public tender system? —Not quite equally. 

1060. Why? — Been uso they would have to announce 
the amount; that is usually done under the present 
system; they would announeo the amount for which 
they were asking for tenders and the public would 
have some indication of the extent of their opera- 
tions. I admit that so far as the rate is concerned 
there will he no difference. 

1070. (Chairman.) I understand you to mean that, 
under the tender system, if the Imperial Bank were 
to act in this manner its operations would become 
more obvious to the public eye? — Yes, I think so. 

1071. Some of the supplementary questions referred 
to the state of affairs which would prevail supposing 
tho Imperial Bank were to take over the remittance 
business of the Government. Will you Loll us 
generally what are the relative advantages and dis- 
advantages of such a change? — I think that question 
is mixed up very closely with the control of the mate 
issue. It is rather difficult to answer the question 
without considering the advantages of transferring 
the note issue. 

1072. Would it enable you to answer if you were 
definitely to assume that the note issue were trans- 
ferred P — Assuming that the note issue were trans- 
ferred to the Imperial Bank. I think that it is almost 
inevitable that the control of the remittances should 
be transferred at the same time, ff the Government 
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are remitting independently, their remittance policy 
might come right up against the money policy of 
the Imperial Bank, and the remittance operations 
of tho Government are so large that they might 
nullify tho action takeu by the Imperial Bank in 
pursuance of its policy. Another point is that 
Government would not have the same facilities for 
remittance directly. At present part of their le- 
mittances are made on India If of the paper currency 
reserve. If the paper currency reserve is handed 
over to the Imperial Bank such remittances must 
voase. If Government retain tho gold standard re- 
serve, that might possibly he used to some extent, 
but the greater part of tho Government remittances 
would have to bo met from the Treasury balances, 
and it would not he possiblo to arrange remittances 
so conveniently as it iB possible to do now. 

1073. Supposing the transfer of tins business were 
to be made to the Imperial Hank, what is the nature 
of the agreement which you would suggest between 
the Government and the Imperial Bank under which 
the bunk would transact the business for the Govern- 
ment? — The bank should, I think, undertake the 
obligation to supply the Secretary of State with funds 
as required in London against payment in India 
in rupees; and assuming that the Imperial Bunk 
is responsible for the maintenance of exchange, 
either directly or by the influence of its discount rate, 
I think that it ought to be laid down definitely that 
Government would never borrow 7 in London merely 
in order to lessen its demands on the Imperial Bank. 
Tt. might want to borrow in London lmcnuse it could 
not obtain sufficient funds in India to meet capital 
requirements, but that would he tho sole criterion 
for borrowing in London. Except in so far ns the 
Secretary of State mot his requirements by borrowing 
in London upon those lines, tho Imperial Bank should 
undertake the obligation to supply nil funds required. 

1074. Supposing that such n definite obligation 
were undertaken by the Imperial Bank under the 
suggested agreement, do you consider the arrange- 
ment would lie open to criticism on the ground that 
it gave a preference to Government over the public 
in the market at times of great pressure for sterling? 
— I do not quite see why it should. 

1075. To put it roughly, when there is not enough 
to go round tho hank would he under the obligation 
to give the Government all that there was and the 
public would have none?— I think the Imperial Bank 
would always have to supply the sterling required, 
l»oth by Government and their constituents, evon if 
they hud to borrow temporarily in London to do so. 

1076. Finally, to complete the picture, assuming 
that tliis arrangement had been made, what essential 
limitations upon the capacities of the hank to trans- 
act business in exchange would you suggest? -I sug- 
gest that they should not lie allowed to deal direct 
with the trading public at all, but should be per- 
mitted to buy and sell in India from the exchange 
banks and possibly a few firms which have always 
tendered for councils, and that the banks and firms 
from which the Imperial Bank might buy should 
bo put on u list which would have to be approved 
by Government, that is, their buying and selling 
wonld be limited to buying and selling from certain 
bi nks and firms on the list approved by Government. 
In addition, they should bo allowed to make remit- 
tances to London for their constituents for bona fide 
purposes as they are doing now, and there might be 
u further limitation that the amount that they 
should buy and sell in any one transaction with an 
exchange bank or a firm should not be less than 
£10,000. Further, I think that the operations of 
the London office of the Imperial Bank should be 
limited strictly to remittances for bona fide con- 
stituents. 

1077. That is tho tale of restrictions? — I think 
that is tho tale of restrictions. 

1078. (Mr. Preston.) I would just like, with refer- 
ence to my previous question, to put this: that if 
public tenders wero adopted, would not that once for 
all remove all and every difficulty of Government 
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getting all weekly requirements in the market? The 
point was raised when the statement was made that 
there might have been a possibility, where the bank 
was operating for Government, the bank might give 
all their purchases of sterling to the Government 
and the market get none? — I do not think the market 
was intended. I tried to make that dear. I thought 
that the constituents of the bank were intended. 

1070. (Chairman.) And perhaps you Bkould also 
regard it from the point of view of the market as 
Mr. Preston suggests?— -Gan that possibly arise? 

1060. (Mr. Preston.) If you make the tender pub- 
lic you undertake to buy a certain amount of 
sterling. The Imperial Bank operating as they do 
at present might buy your requirements, and then 
they might conceivably say for the remainder of 
the week to the market, “ I am not buying 
further 11 P — Yes, but during the period when the 
Imperial Bank is buying anybody has a right to 
sell to them. 

1081. Granted, but markets change from morn- 
ing till afternoon; Monday and Tuesday there may 
be no move in the market; during the balance por- 
tion of the week there may be heavy movements?— 
Quite, but assuming that you had a weekly tender 
various exchange banks and firms might put in for 
tenders on Tuesday, and the market might be ab- 
solutely different on Friday. 

1082. What l would say is that if you have a 
public tender for a weekly amount the market always 
gets its portions of that amount at the average 
rate? — Provided it overbids the other man. 

1083. Exactly, hut still the market knows that 
thoro is, say, a croro of rupees or a million pounds 
put up, and that provided they bid the rate they 
will get their proportion of the tender or the whole 
of it?— That is true. 

1084. (iSir Henry Strakoach.) May I ask Mr. Den- 
ning with regard to the question that has been 
raised regarding the advantage that might accrue 
to the Imperial Bank in the exchango market be- 
cause it is in possession of the knowledge as to its 
own hank rate policy, on the supposition that the 
Imperial Bank becomes the note issuing authority 
with the obligation to maintain the exchange value 
of the rupee, would you agree that it is a perfectly 
legitimate thing for the Imperial Bank to use the 
only legitimate weapons there are to maintain the 
external value of the rupee, namely, the hank rate, 
and direct intervention in tho exchange market?— 
Yes, I think it would bo legitimate. 

1085. Not only legitimate, but absolutely essen- 
tial to itB functions?— At certain times essential. 

1086. Now if it is essential to itB functions to 
operate in tho exchange market, is it not logical 
that the Imperial Bank should have thu utmost 
freedom in its dealings in exchange?— I would say 
the utmost freedom provided that it is not allowed 
to compete unfairly with the exchange hanks. 

1087. Yes, but iB it not conceivable that the 
policy of tho exchango banks may be running coun- 
ter to the policy of the Imperial Bank? The Im- 
perial Bank may think it necessary to contract 
credit in order to appreciate tho rupee, and the 
exchange banks may be of a different view. Whose 
view is to prevail, and whose duty is it to carry 
into effect the policy; obviously the Imperial 
Bank? — I should like to think out this point n 
little more, because you are in effect, I understand, 
suggesting that the Imperial Bank should he allowed 
to deal directly with the trading public. 

1088. Well, what I suggest is that the Imperial 
Bank if it acts as the Banker’s Bank would in the 
ordinary course of its business not deal with the 
public except with its customers, who will be the 
banking institutions of the country; but I would 
not by statute debar them from dealing if they think 
lit, and if in their view it is essential that exchange 
should take a certain course?— I think that might 


have advuiitngoH, hut I should like to think it out 
more, because I have never contemplated such an 
arrangement. 

1089. (Ghtarnnun.) The question, I suppose, to 
which Mr. Denning would diroct his attention is 
whether tho Imperial Hunk would discharge itR 
essential functions as regards the control of ex- 
change within those limitM as to trading and ex- 
change which Mr. Dunning has specified? — I think on 
tho whole that it would he able to exercise its func- 
tions adequately. 


1089a. (Sir Henry Strakoach .) With tho limitations 
you put?— Yes, I would say that in effect the limita- 
tions placod on tho Imperial Bank are the limitations 
already placed on Government operations. At 
present Government purchases only from exchange 
bankfl and certain firms and Government does exercise 
its functions of controlling the exchange without 
dealing diroct with the trading public. T do not see 
any reason at present why the Imperial Bank should 
not do the Rnine. 


1090. Then one other- point regarding the agree- 
ment between the Government and the Imperial 
Bank with regard to the supply of sterling 
remittances to the Government. Would it not be 
the Imperial Banks’ duty, having entered into the 
agreement, and liuving undertaken tho obligation to 
supply the Government with exchange first and 
the public after, therefore to give the Government 
ns compared with the public tho advantage which 
accrues to anyorio who is first in the market?— 
I ain not suro that the question would arise hr 
to whether the Government should ho given sterling 
in London or tin? Bank’s constituents. T think 
in practice tho bank would have to arrange 
to BUpply both. If it had temporarily not been able 
to remit enough from India for thut purpose, T think 
it would have to borrow the money in Loudon in 
order to meet its sterling obligations. 

1091. My question then is, why make an agree- 
ment, because the Imperial Bunk under its statute 
would )>n obliged to keep the exelinnge value of the 
rupee between the two gold points? Yes. 

1092. It therefore has to supply any demand for 
sterling within those points by statute? Why is it 
necessary then U» say that it must supply tho 
»overnmeut with tho whole of its require merits? - 
It is necessary because if you treat Government 
as an ordinary constituent of the Bunk, in its 
capacity as a consitucut it lias to enter into some 
contract, with the Bank as to the supply or funds, 
and the contract would he that tho Bank must supply 
all the funds required. If there is no obligation to 
that effect there is nothing to prevent the Imperial 
Bank saying to the Secretary of State when ho 
asks for a million pounds or two million pounds, 

it is not convenient for us to supply it now.” 

I, " |wrial Ha,lk > l it, would act on 
behalf of tho Government of India merely as agents 
and the Imperial Bank would buy whatever 
exchange there is to he got and at the same time 
being obliged to give sterling at the gold point, 
the Government can never ho in danger unless the 
Imperial Bank fails to comply wit* the provisions 
of the statute? — T think that yon must have some- 
thing down in the agreement that the Imperial 
Bank will supply nil the demands which the Secre- 
tary of State makes in sterling on payment by the 
Government of rndia of the equivalent amount in 
rupees in India. That is undertaking a definite 
piece of business for a constituent, the constituent 
boing Government, and unlesB there is an agreement 
between the Bank and the Government, I do not see 
why the Imperial Bank should not refuse to put 
through any particular transaction of that sort at 
a given moment. 

1094. But then all the other banks are there to 
supply the Government?— Yes, presumably they are. 
But the time the Imperial Bank would choose to 
refuse would probably he a time when it would he 
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extraordinarily difficult for the Government to put 
the transact ion through uny other banka. 

1095. If they refuiio thoy have broken one of the 
essential conditions of their statute which provides 
that the Imperial Bank haa to sell sterling at one 
point and buy it at another.— I do not see that the 
conditions of their statute would necessarily be 
broken. Supposing exchange is at par, midway 
between the gold points; the statute imposes upon 
them no obligation to buy or sell ; thoy could simply 
keep out of the market. On the other hand Govern- 
ment wants certain funds in London, and must get 
those funds either by direct remittances themselves 
or by remittances through a Bank. I say that 
there should b« a definite obligation by tho Imperial 
Bank to supply those funds when required, and I 
think that obligation must be incorpora toil in an 
agreement between the Bank and the Government. 

1096. (Sir lleginald Mant.) Mr. Denning, at what 
rates do you contemplate the Bank should undertake 
to supply remittances for Government)' Would you 
take an average rate?- I think on the whole the best 
rate would be tho average rate for tho month pre- 
ceding the date of drawing by the Secretary of State 
from the Bank. 

1097. And the Bank would then he under an 
obligation to supply any amount required hy Govern- 
ment at the nverago rate of the preceding month? 
Yes: T predicate that the Secretary of State would 
give the Imperial Bank an estimate well in advance 
of the amount of liiH probable requirements and 
would state definitely a month in advance the 
amount of his drawings. If he were drawing in 
August, ho would have to give on the first of July 
notice to the Bank of the amount which be was 
going to draw in August so that the Bank would 
have the time to make the necessary arrangements 
and the Secretary of State would be definitely bound 
to take that, amount. He could not suddenly say 
<f I do not want, so much. I will take a little less ”. 
lie would have to take that amount, and in the 
present circumstances transfer the balance to the 
Bank of England. 

1099. As you know under the present arrangement 
under which the balances out here carry no interest 
and tho Secretary of State gets interest on his 
balances in London, it often suite him as an 
economical arrangement to make large remittances 
from the balances here to his balance in London at a 
period when exchange is strong and it also suits him 
to get a largo portion of his annual requirements in 
advance when the exchange is strong?— Yes. 

1099. Do you contemplate that arrangements of 
that kind would continue under the new arrange- 
ment? — No; I think there are two separate points 
.in your question ; one is the question of levelling 
out the balances in India and the second iB the 
question of the rate at which Government will nhtuiu 
its sterling. As regards the regulation of balances 
in India, T tliink it is possible to achieve much the 
same results as we arc achieving now by issuing 
treasury bills for short periods which would carry 
us over the times when our expenditure tends to 
exceed our revenue. 

1100. Treasury Bills in India?— Treasury Bills in 
India. They would -probably never he outstanding 
for more than six months. It is fiossihle by regulat- 
ing treasury bill issues to produce a practically even 
balance in India all the year round. We would have 
lower balances on the whole too. As regards the 
rate of exchange I agree that Government might 
not obtain their remittances, and probably would 
not obtain their remittances at so favourable a rate. 
The tendency now is for the Government to remit 
in the busy season when exchange is strong, lend 
that money out on the London market until the 
slack aeason when it is required and exchange is 
weak, and it ia not desirable to remit; so that on 
the whole tlie average rate obtained by Government 
for remittanrea is a high one. Under the system I 
propose, the rate obtained by Government would be 


approximately the rate prevailing for the time being, 
that is to say, it would he tho average of the rate 
prevailing throughout the year and the effect would 
he that the gains hy Government on exchange would 
be less. The amount that Government lost would 
go to the Tni]>erial Bank, if they arrange the remit- 
tances ufmn the same basis that we arrange now 
and that could be regurded as remuneration to the 
Bank for the business they had undertaken on behalf 
of Government. 

1101. But do you contemplate that the Secretary 
of State should not in future lie entitled to antici- 
pate his requirements?'* -I contemplate that he should 
only draw os required for current expenditure. 

1102. (Sir Pu rxhotamdax Thakurdax.) Would the 
responsibility for maintenance of exchange which you 
propose should he put on the Imperial Bank entail 
any risk al all of loss on the Lmpcriul Bunk?- 1 do 
not think so. 

1105. You don’t think that the Imperial Bank 
runs the risk of any loss by honest errors of judgment 
by the people who may he operating on their behalf? 

That is possible. 

1 104. You have already said that the amounts 
which have to be remitted from India by Government 
are colossal nnd have no pnrnllol in any other part of 
tho world? — I think so, yes. 

1105. Do you know of any Central Bank with 
power to issue its own notes replacing Government 
currency notes having such liability for maintenance 
of exchange put on to it? — No, I do not think I do. 

1106. Tho proposal hero is that tho Government 
notes should be withdrawn and should be substituted 
by tlio Imperial Bank currency notes. The Imperial 
Bunk is a commercial institution and side hy side 
with the other risks of loss which they incur in their 
ordinary course of business, one more source of pos- 
sible lass due to honest errors of judgment is being 
added on to it. — Yes, T agree that the larger the 
functions of the Bank the greater the possibility of 
loss from mismanagement; hut on the other hand the 
larger the functions of the Bank also presumably the 
greater the gains, and T ain, as T have pointed out 
just now, presuming that the Bank will, on the whole, 
gain hy their exchange operations. 

1107. They may or may not?— Well, I think almost 
certainly they will. 

1109. You mean there is no room for an honest 
error of judgment which in exchange operations may 
land them in lasses? — T did not say that. By an 
error of judgment it is possible there may be a loss — 
but an error of judgment is really mismanage moot 
for tlie time being. 

1109. T then wanted, Mr. Denning, to ask von, 
knowing India as you do, where rumours are very 
liable to exaggeration, whether the note issue of the 
Bank may not suffer under some peculiar circum- 
stances owing to rumours of loss by the Imperial 
Bank? Do you consider that this liability should b* 
put on the Imperial Bank?--! think the contingency 
is remote. I see no reason to believe that the losses 
incurrod by tho Imperial Bank on their exchange 
operations would be known to the public. 

1110. You are going on that presumption. But, if 
they happen to be known to the public through tlio 
exchange banks or through other sources which are 
well up in the exchange operations, would you con- 
sider that a risk to be avoided ? — I do not consider it 
n serious risk. 

1111. You have said in paragraphs J think in your 
memorandum on the gold standard exchange that 
the ideal that is to ho aimed at is the system in force 
in England?— Yes. 

1112. What difficulty is there in acting np to that 
ideal in India? 

1113. (Chairman.) We are getting rather in ad* 
vance of the examination in connection with .this 
point. 

1114. (Sir Pvrxhotamdax Thakurdax.) No, 6ir, it is 
just in connection with the liabilities pvt on tho 
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Imperial Bank. I am restricting myself strictly to 
that. Tou set out your ideal there. What objection 
is there to aiming at that ideal being achieved as far 
as the Imperial Bank is concerned P — That ideal neces- 
sitates a complete change of the currency system. 
That really is covered to a large extent by my memo- 
randum and is a big subject rather disconnected from 
the risk incurred by the Imperial Bank. 

1115. I was coming to that. I was wondering 
whether what you mention in the next stage — the 
legal tender of metallic currency being d : spensed with 
in India, wonld yon consider it advisable not to saddle 
the Imperial Bank with this liability by remitting 
money to England P — No, T don’t see any objection to 
putting this responsibility on the Imperial Bank. 

1116. It is indispensable for Government to insist 
on thoir being responsible for remittances on behalf 
of the Government of Tndia to the Secretary of 
State?— I don’t think it is absolutely indispensable. 

1117. It could be dispensed with? — 1 think it is 
quite possible to imagine the Government making its 
romittamvs direct. But 1 do say that that would lead 
to dashes between the policy of Government in 
making remittances and the policy of the Imperial 
Bank. 

1118. (Chairman.) That was your previous answer. 

1119. (Sir Henry Sfrakosch .) 1 should like to ask 
some supplementary questions with regard to the 
points raised by the previous speaker : they seem to 
me rather important. The question has been asked 
whether there is any central hank in existence which 
has' the right of note issue and which at the same 
time has undertaken the obligation to maintain the 
exchange value of its money. The answer was 11 no.” 
—Yes, Sir. 

1120. May I remind Mr. Denning that Germany, 
Austria, Hungary, Holland, Switzerland — the 
national banks of these countries are in that position 
and also the Bank of England by its obligation to 
sell gold at a given figureP Tea, I am afraid that I 
understood Sir Pursholamdas’s question to moan to 
maintain the stability of the currency under a gold 
exchange standard. That does not apply to the Bank 
of England. 1 am not quite sure bow far it applies 
to the others. 

1121. Now, then, the question was raised whether 
the encashment of the notes may not he endangered 
by possible losses which the Imperial Bank may suffer 
through having undertaken to maintain thn stability 
of money, the exchange value of money. la it not a 
fact, that if the Imperial Bank has under its control 
the whole machinery of currency management, it is 
in a position to maintain the purchasing (>owcr of its 
money stable, just as the Government or India has 
kept it stable — with the exception of catastrophes 
such as war. Is that soP — Yes, I think so, provided 
it hns the necesary reserves. 

1122. Would it be correct to say that in theory ns 
well as in practice the Imperial Bank, provided it 
keeps its money stable, cannot make any loss because 
it will buy at the lower gold point and sell at tho 
higher gold point, which means in other words that 
the Imperial Bank must make a profit P — Yes, T 
think that was a point I made. But Sir Purslio- 
tamdas was asking about a possible Iobh due to an 
honest mistake of judgment and those losses would 
probably occur. But, generally speaking, if the busi- 
ness were properly run I agree that they must mnkc 
money over it* . 

1123. Therefore, is it correct to say that the Im- 
perial Bank cannot make any losses on exchange 
dealings, but if it does make losses, it makes them 
because of incompetence of its officials or the failure 
of some of its customers to fulfil their obligations. 
It is really loss bn oredit, not loss on exchange deal- 
ings?— t think that there might he losses on exchange 
deali figs. 

1124. HowP Let me put if this way; because that 
will eliminate frills. Hie bank is obliged to buy at a 
jjiven point and sell at a given point. There is a 


margin of lei us say one per cent. The bank buys at 
tho cheapest rate and sells at the highest rate - hy 
statute? — Yes, but its operations are not confined to 
that. It it only buys at the highest rate it would 
probably not buy sufficient in the course of tho year 
to moot tho sterling requirements of Government, it 
has to sell in addition to buying to maintain the 
stability ol the rupee — it has to buy in order to 
supply the KwreLary of State with funds. And in 
those buying operations it. might lose— it might 
possibly buy at a low rate and have to supply the 
Secretary of State at a higher rale, if it did not 
manage its business properly. 

1125. But if it buys on commission, as I suggested 
before, on behalf of the Government of India, it would 
never lose?— No, if it buys on commission, it would 
not lose. 

1126. Therefore, the contract which Government 
proposes to enter into with the Imperial Batik might 
land it in a loss through the fact that it would have 
to supply exchange at the average rate of the month. 
That is what you have in mind? — J only say it might 
land the hank in bias if the exchange operations of 
tho Bank were mismanaged. I say that normally tho 
Imperial Bank would remit when exchange was 
strong and keep out of the market vlion exchange 
was weak. 

1127. And would you consider that these losses 
might endanger the convertibility of the notes of 
the bank? Could the hiss he so formidable?— No, 1 
don’t think so. 

1128. (,S'ir I'urshottnndns Tlmkurdaa.) 1 said 
11 exaggerated by rumour.” 1 did not suggest Hint 
t.li« losses hy themselves might endanger. 

1129. (Chairman.) We will put it as a question to 
tho witness. Do you roo any possibility of serious 
danger in the exaggeration hy rumour of such a loss 
on the purt of the hank? — No, I don't see it. 

1130. (Sir Ilvnry Sfmknxrh.) Is it not a fact that 
almost every central hank is in the habit of publish- 
ing weekly its returns and showing weekly the 
amount of foreign currencies it holds in its issue 
departments? Docs not, therefore, the public know 
exactly tho state of the hank’s position in regard 
to the holdings of foreign exchange? — Yes, I think 
the public would. 

1131. Therefore, there cannot he, except in tho 
interval between one return and the other return, 
any misconceptions as to the position of the hank?— I 
mu not quite sure. I tie think you mean quite the 
same ns Sir Piirsliotnimlns even now. What I think 
Sir Purshotamdas means is this. The hank incurs 
an exchange loss. The rumour gets round the bazaar 
that the hank 1ms lost n large n mount of money. 
This rumour proceeds nil over tho country, ami in the 
course of proceeding ull over the country the amount 
of money which the Imperial Bank is supposed to 
have lost is grossly exaggerated. People up-country 
say to themselves: The Imperial Bank has made a 
loss, so many lakhs or so many c cores. Wc are not 
sure of the soundness of this hank in view of this 
loss. Wo will go and present our notes and get 
metal. I think that is what Sir Purshotamdas means. 
Well, I say the risk of anything of that sort hap- 
pening on account of an exchange loss hy the Imperial 
Bank is exceedingly remote. 

1132. (Chairman.) And the reserves are there to 
meet it. May T put it in this way. Might it not bo 
tho case that the same circle that is likely to he 
affected hy a rumour as to exchange loss on the part 
of the hank would he approximately the same circle as 
would ncqunint itself with tho weekly published 
returns, so that the remedy might he available where 
the disease might be caught?— Well, I am not quite 
sure that that is correct, Because rumours grow in 
the bazaar and the ordinary inhabitant of the baaaar 
is not accustomed to reading the statements 6f the 
Imperial Bank. 

1133. We have it now that in your opinion there 
would he a possibility of some loss on the part of tho 
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bank in the conduct of these remittance transactions. 
Does not a precisely equal risk attach to their present 
operations conducted on behalf of Government?—* 
No, because they act merely as the agents of the 
Government. 

1134. I beg your pardon. Is the Government itself 
not liable to a precisely equal risk in view of the 
operations that are transacted in its behalf?- Well, 
it is not so much a risk of loss as a failure to realise 
a gain, 1 think. 

1136. Is there any difference in the case of the 
bank under the proposed arrangement and the case 
of the Government under the present arrangement? — 
No, none. 

1136. What is the actual experience as regards the 
realisation of a loss in this respect, or, as you have 
put it, a failure to realise a gain? — The actuuL 
experience of Government has been in normal years 
a very considerable gain by its exchange operations. 

1137. Is there any experience of a loss in monl 
yearn under modern conditions? — f don't remember 
one. But I should liavo to look that lip. L don't 
think there lias boon one. 

1138. We must take it then that the normal 
experience has been that there has been a gain? — 
The normal experience has been a gain undoubtedly. 

1131). This might perhaps be looked upon as east- 
ing some light upon what the prospects of the bank 
would be of making a loss or realising a gain under 
the new arrangement? — Certainly. 

1140. (Sir Alexander Murray .) Do I understand 
this proposed agreement to he entered into between 
the Government and the Bank will be one under 
which the Government will make certain it gets tin* 
average rate for a month or year for its remittances, 
leaving it to the Bank to inako profits or losses as 
may happen, in other words, they are to have a 
certainty on their side, leaving the Bunk with un- 
certainty on its side? — No, Government is not to have 
a certainly. 1 say that the funds drawn in any one 
month will bo drawn at the average rate of exchongc 
of the previous month. So, in effect, the rate at 
which Government will draw will follow the fluctua- 
tions of exchange. 

1141. In tho past, Government used its discretion 
in its exchange policy ami sometimes found it desir- 
able to sit out of tho inurkeL altogether lor weeks 
and months on end. If a (piestion arises of tho 
Imperial Bank in the exercise of its discretion wish- 
ing to do the sume thing, who is to decide whether 
they are right or wrong? — They would have to decide, 
us they would be in control of exchange and tho 
remittance operations generally. 

1142. And Government then will just have to take 
tho remittances as the Imperial Bank choBe to give 
it to them?-- Oh, no; Government would draw what 
it required each month. It would not inquire when 
the Imperial Bank remitted those particular 
amounts. The Imperial Bank would remit them 
when they liked but it would have to pay them as 
required. 

1143. For all types of expenditure— revenue and 
capital expenditure —in Loudon?- Yes. 

1144. (Sir llenry Strakosch .) Therefore, if 1 may 
continue, the Imperial Bank under such an arrange- 
ment stands to make losses because it may buy at 
a point which makes the cost to it higher than the 
average of tho month? — -Yes, hut I think wo havo 
touched that point he fore, and I say, if they manage 
their business properly, there would he, judging from 
the experience of Government, a very considerable 
gain. Before the War the differences between tho 
rates at which Government remitted and Is. 4d. 
wore taken to the head “ Gain by exchange.” In 
•very year there was a fairly large credit to this 
head. 

1145. But would it not mean that the hank would 
have to speculate as to what the average of the 
month is going to be? They have to sell to Govern- 
ment at the average of the month. Therefore, unless 


they hit the right figure and buy at a figure in the 
market which will afterwards turn out to be the 
average, to that extent the bank is speculating? — 
I think 1 must explain a little more clearly how 1 
imagine the hank would conduct their operations 
throughout the year. 1 imagine that tho hank would 
conduct their operations throughout the year in much 
the same way as Government conduct their opera- 
tions now. In the busy seasons when exchange is 
strong, Government normally remit large amounts. 
They may remit a portion of that amount through 
tho paper currency reserve and create currency 
against it. I imagine tho Imperial Bank would have 
to do the some thing to sonic extent. To a certain 
extent also they remit and keep it in their Treasury 
balances in London in the form of Treasury Bills. 
Well, it would be for the Imperial Bank to decide 
wliethor it paid them and l think it would pay them 
to remit amounts in excess of their immediate 
requirements during the busy season when exchange 
was strong, and keep it in London in the form of 
Treusury Bills which might or might not ho placed 
in thoir currency reserve. It would probably pay 
the Imperial Bank in the same way as it has paid 
Government to make most of its remittances at 
periods when exchange was strong and to keep the 
money so remitted in ono form or another in London 
until requirod for meeting the Secretary of Stute’s 
demands. If they arrange their operations in this 
way there would be a considerable gain by exchange 
over tho whole year. 

1140. (xlfr. Preston*.) Mr. Denning, with reference 
to your last remark, in Appendix XI to your memo- 
randum giving the history of tho Indian currency 
system, at the end, the sterling purchases in 
thousands are given: — 


On the 8th October, 1924 ... 

On the 9th October 

On the 29th December 

On the 0th Juno 

On the 24th June 

mid then again, given lower 
down, 

On tho 29th August, 1925 ... 

On tho 14th September 

1147. Would it he a fair question And would it be 
right to assume that these represented Government 
transactions? -Those are the sterling purchases on 
behalf of Government. They don't include anything 
else. 


2 million sterling. 

£1,920,000 

£2,220,000 

£1,330,000 

£1,315,000 


£2,290,000 

£1,080,000 


1148. It wna no operation on tho other part of 
Government? These are purely commercial trans- 
actions? — The remittances were actually made. 

1149. Just so; but they did not represent trans- 
actions of yours on thn other side of the book in any 
way? —You mean 1 was not selling sterling on the 
other side? — No, 1 was not. 

1150. That wan a purely market transaction?— 
Yes. 

1151. (Chairman.) In other words, it was not a 
flutter. 

1152. (Sir Alexander Murray.) Mr. Denning, you 
said that in pre-war days the Government always 
made a profit on the basis of exchange at Is. 4<I. 
Admitting that it did, it does not follow that the 
Imperial Bank is going to make a profit because the 
profit is going to be made on the average remittances 
of the preceding month, not on the average rate of 
Is. 4d. — No, but let me take a case in point. We will 
go hack to last year. 

1153. You said that previous to 1914 the Govern- 
ment of India always made a profit on their budget 
rate through their exchange transactions and there- 
fore there was no reason why the Imperial Bank 
shonld not do the same. Then, you proceeded to say 
that the Government took the budget rate at Is. 4d. 
and always made a profit on it. I quite believe it 
because the average rate waa usually above Is. 4d. 
But that is a different matter entirely lrom suggest- 
ing that Government will take their average rate 
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for remittances at the average of the preceding month 
and leave it to the Imperial Bank to make a profit 
or a loss. — I don’t say it ie exactly the same thing. 
But 1 say there will be atill very considerable gain* 
by exchange on the bank operations, taking the whole 
year together. 

1154. (i Chairman .) Then, Mr. Denning, I should 
like now to turn to another topic, that is, the prob- 
lem of stabilisation. I should like to ask you in 
the first place whether, in your judgment, thero are 
any factors still uncertain in the general world posi- 
tion of a sort to make it prudent to await their de- 
termination before fixing the rate of exchange for 
the rupee? — No, 1 think there are no uncertain factors 
of such importance as to justify the postponement 
of the stabilisation. 

1155. Are there any factors of any importance? — 
Well, there are such uncertain factors as the fate 
of the franc, the settlement of the inter-allied debts, 
which might exert a very distinct influence over 
general financial conditions throughout the world. 
But when England, practically the whole of tho Em- 
pire and the greater part of Europe have decided on 
stabilisation, it seems to me that there is reason to 
believe on general grounds that thero are no serious 
factors which India ought to regard as of sufficient 
importance to postpone stabilisation. 

1156. Wliut importance do you attach in this con- 
nection to tho circumstance that there is a large 
amount of gold in the United States and that there 
may be n possible change in tho monetary policy 
in the United States? — I think it is possible that the 
gold in the United States might bo so used as to 
produce a very considerable rise in gold prices. But 
1 do not see any particular reason to suppose that 
the Federal Deserve Bank will change its present, 
policy of sterilixing a portion of its excess gold. 

1157. Can we take it then that you are definitely 
of opinion that the present is a favourable moment 
at which to undertake stabilization?- Yes. 

1158. And that there is nothing to bo gained in 
comparison with the advantages of stabilisation by 
waiting? — No, nothing I think. 

1159. In this connection, apart from tliu question 
of index numbers which has already been considered 
by the Commission in some detail, can you indicate 
to us any data to show how far prices and wages 
in India have adjusted themselves to the present 
level of exchange? — I do not think I can indicate any 
reliable data except price indices which you have 
already considered. Statistics of that nature are 
rather scarce. 


1160. Assuming that tho rupee should be stabilized, 
let me ask in the first plueu if a rate other than the 
present rate approximately Is. (id. were adopted 
for stabilisation whether you can give us a general 
idea of the magnitude of the difficulties that might 
be encountered in working ( a ) to a higher ratio (for 
the purposes of discussion we might take it at Is. 
Hd.) or (h) to a lower ratio (taking there for the 
purpose of discussion Is. 4d.)P — The process of work- 
ing to a higher rate would in the first place involve 
a considerable contraction of currency. That might 
lead to considerable internal difficulties and tho 
fuilure of a certain number of businesses. Tn the 
second place it woukl probably necessitate Govern- 
ment keeping out of the exchange market, drawing 
on their sterling reserves and possibly sterling 
lmirowing. In the third place tho rise to Is. 8d. 
would I think take a considerable time. The con- 
traction of the currency would take some little time 
to effect and even if Government kept out of 
the market, it would probably take some time 
to raise exchange permanently to the new level of 
le. 8d. During thia period exchange) would be liable 
to very considerable fluctuations, fluctuations which 
Government might to some extent temper by going 
into the market. Then you would have presumably 
a general fall in prices. Daring the period of 
appreciating exchange, undoubtedly the industries 


of India would suffer very considerably, although in 
tho end when the necessary adjustments have been 
made, the effects might not be appreciable. During 
the period of appreciating exchange also it is pro- 
bable that the producer would suffer, but again 1 
think that would he only during the period of 
appreciation mid when things had adjusted them- 
selves it would make < > oinparatively little difference. 
That is all I have to say about the question of min- 
ing exchange, I think. As regards lowering 
exchange 1 think that within n very abort time after 
Government declared that they were aiming at a 
lower rate say Is. Id., the exchange would go down 
to that rate. In fact I think there would ho a very 
sudden drop. That sudden drop would be followed 
by a reaction. 

1161. Would you expect tho fall to go below 
Is. 4d.P — I do not think so, followed by a reaction 
in which Government would have to come in and 
purchase sterling to keep the rate down to the 
Is. 4d. point, and the amount they might have to 
increase the currency would probably he very large. 

1162. The reaction would come, I take it, from 
the apparent cheapness of the rupee creating an 
abnormal demand? — The reaction would come I 
think partly because speculators who had remitted 
between Is. Gd. and Is. 4d. would bring their money 
l>nck to Tndia when the Is. 4d. rate was reached. 
A largo increase in the currency would almost 
inevitably mean a larger rise in prices and a general 
adjustment of wages and salaries, but after the 
period of adjustment is over there is no reason to 
suppose that any interest in India would ho very 
seriously affected by tho change from Is. Gd. to 
Is. 4d. Certain interests would because they would 
probubly not be able to obtain remuneration 
equivalent to the rise in prices, in particular the 
people on fixed salaries. 

1163. Do those considerations lead you to any 
conclusion as to tho advisability of choosing a rate 
different from that which at present prevails?--! 
think it is inadvisable to make any chnnge in the 
present rnto because I see no sufficient reason for 
putting India generally through the process of 
adjustment which would be involved by a change 
either way. 

1164. Your preference for the present rate is 
based therefore rather on tho negative basis of the 
avoidance of the evils of any other course P Yes, 
exactly. 

1165. Rather than oil anything that is inherently 
desirable in an 18d. rate as compand with any 
other figure? -Quite. 1 have no special predilection 
for that particular figure. 

1166. (Sir Norcut Wanrn.) If the rate was fixed 
at Is. 4d., would there, in your opinion, be a sudden 
drop front the la. 6d.? I think so, right at once, 
within a very short time. 

1167. Why do yon think that?— Because thero is a 
considerable amount of latent remittance in India 
which would come forward at once and 1 think the 
speculator would say, “ This is an extraordinarily 
good thing, let us get to England all the money we 
can before the rate actually goes.” The more tho 
speculators como in, the quicker the rate would go. 

1168. ( Sir lteginald Mnnt.) Mr. Denning, with 
regard to the Is. tkl. rate is there any particular 
advantage in having the rate fixed in a round 
number of pence? — 'Well, you want either a rate 
fixed in a round number of ponce or an even number 
of rupoos to the sovereign. 

11G9. Would not the 1 a tier he preferable? — 1 do 
not see that it makes much difference. The latter 
has this disadvantage that the method of quoting 
the rupee sterling exchange would have to be 
changed. 

1170. But supposing the sovereign becomes current 
in India; Is. 6d. means that you would get Rs. 13 
and one-third rupees to the pound. — I agree it 
makes it almost impossible to have the sovereign in 
circulation. 
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1171. Well, would it be possible to get any figure 
in that neigh bourlioud that it would be more con- 
venient to enable the sovereign to circulate P — 11 it 
was Its. 13 to the pound it would not l>e very far 
away and that would enable the sovereign to 
circulate. 

1172. Would not that be inconvenient for uecounts 
purposes, the figure of Its. 13 to the pound?— Is it 
much more difficult to deni with than a figure of 
15? 1 do not think eo. 

1173. it was thought so. With 15 you could 
convert crores into millions very simply?— Yes, i 
admit that, but you can convert crores into millions 
comparatively simply at a Is. fid. rate. 

1174. Yes, you can at Is. (id., but it has the 
objection you pointed out that you could not change 
the sovereign? — Possibly 13 is not a very convenient 
figure, but I do not think it is a very serious matter. 

[ do not think the inconvenience of a particular 
figure for accounting purposes should really huve 
very much inlluence in determining the rate at which 
the rupee should be stabilised. 

1175. Du you consider the question of changing 
sovereigns as of more practical importance? I do 
not consider that of importance either. 

1175. Assuming that tlio sovereign does not 
circulate? — I do not think that makes very much 
difference. If a gold coinuge is wuntod in India, 
gold coinage of so many rupees could easily be 
minted. 

1177. Well, you ore assuming that the sovereign 
would not circulate; but if you had a gold currency 
the rate of Is. fid. would make it necessary to havo a 
special gold coin in India? — T think it would 
necessitate that, yes. 

1178. ( Chairman .) Passing away from the question 
of stabilisation, 1 have first of all to ask you one or 
two questions in connection with the proposed 
transfer of the management and control of the paper 
currency to the .Hank. A question peculiarly applic- 
able to you its Controller of Currency is, would the 
notes by the Hank be likely to bo accepted by the 
public with the same confidence as Government 
notes? — Yes, I think so. There may possibly at 
the slurt be a little hesitation, hut the process of 
substitution would bo gradual and 1 think before 
the process had got very far there would ho no 
hesitation in accepting an Imperial Hank note as 
readily us a Government of India note. 1 think 
the amount of hestitation might bo similur to the 
amount of hestitation when Government changes 
the pattern of a note. 

1179. Does the experience of the past show that is 
any hindrance to the note issue? — No serious 
hindrance. 

1180. On the question of the noto issue and its 
acceptability, it may perhaps be a convenient 
moment to ask you the following question which 
relates to the scope for the further popularisation 
of notes. Is there any such scope to be found in 
raising the limit of universality of notes and could 
th» be done without any great strain on your 
resources?— I do not think that raising the limit of 
universality of notes would have any mutorial effect 
on tho popularity of the note issue. Notes of R«. 
500 and over have a very Bmall circulation. 

1181. On the other hand, it represents in pro- 
portion a very largo amount in the economisation 
of currency compared to small notes. To get one 
ten-thousand rupeo note into circulation is more 
economical than to get ten thousand one-rupee notes 
into circulation ?-- -The circulation of notes of Rs. 500 
and over is comparatively small, and their circula- 
tion is limited to business centres and towns. In 
those business centres and towns there is no real 
preference exhibited for metal. In fact, I doubt if 
there is much scope for increasing the popularity of 
tho note issue in the business centres and towns. 
Where there is scope for increasing the popularity 
of the note issue is in the rural districts and 


particularly in the more backward tracts and in the 
frontier districts. I do not see how the universality 
of the Rs. 500 note will affect that in the leaBt. 

1182. Your last answer suggests the question os 
to what in your view is the true policy as regards 
tlm issue of the one-rupee note?— Well, my personal 
opinion is that the issue of the one-rupee note 
should be resumed. 

1183. For the sake of our record, will you tell us 
the circursbances under which the issue was dis- 
continued? — The circumstances under which it was 
discontinued were that the Jnchcape Committee 
recommended as a measure of retrenchment that tho 
question of the cost of issue of one-rupee notes 
should be examined with a view to discovering 
whether any saving could be made by abolishing the 
one-rupee note. As u result of this mxnnmend- 
ation the question was examined. It was found 
extremely difficult to frame any very accurate 
estimate of the cost of keeping a certain number of 
rupee notes continually in circulation as against 
the (Hist of keeping the same number of rupees con- 
tinually in circulation. In fact, I believe that the 
result of the calculations was that tho cost normally 
would work out to practically the same. Hut 
Government at that time had a large stock of rupees, 
and those rupees wero being made no use of except 
as cover far the note issue and it was decided Lhat 
for some years at any rate Government could make 
u considerable saving by stopping the issue of onc- 
rupcc notes and by issuing bik4i rupees ns were 
required from their stocks. I think that was the 
main deciding fuctor, the question of suving money 
for the time-being. 

1181. Weighing the benefit of tho economy effected 
by the use of rupees against the benefit to bo derived 
from tho encouragement of the use of notes, what 
conclusion would you come to as to future policy? — 
My conclusion would be that I think the one-rupee 
note ought to lie re-issued. 

1186. (Sir l*nrshotamdus Thakvrdas .) Since the 
one-rupee noto was discontinued has it come to your 
knowledge that tho districts which Lake notes at 
the time of tho marketing of their raw material 
have taken to tho bigger denominations to Us. 5 and 
Rs. 10 notes?— Well, I am afraid that I have not 
rollcctod sufficient information on the subject to 
give an absolutely definite reply to that, but 1 will 
take the jute districts in Bengal which prior to the 
abolition of the one-rupee note took notes freely and 
took very little in tho way of silver rupees, prac- 
tically nothing. During the last jute season, 
Government had stocks of one-rupee notes which 
lasted about half way through the season. There- 
after they had to issue higher demomi nation notes 
and rupees. It was found that there was a large 
absorption of rupees amounting to 3 or 4 crores of 
silver rupees in the jute areas, whereas in the pre- 
vious year there hud been a very small absorption, 
under 1 crorn ; so that the indications that I have at 
present are that to some extent at any rate tho one- 
rupee note has been replaced by higher value notes, 
but also to a considerable extent it lias (been replaced 
by rupees. 

1186. That is your experience and information 
about the jute districts. Arc you in a position to 
say anything about the cotton districts of Berar, the 
(Tentral Provinces, and Gujerut? — I have not any very 
definite indications, 1 am afraid. 

1187. Regarding the note issue by the Imperial 
Bank, do you think that it is likely that people may 
ask whether the notes which are being withdrawn 
and the new notes lieing substituted carry the same 
undertaking by Government or not? When I say 
people I mean the mosses, the general bazaar people? 
'-Generally I do not think they would enquire. 

1188. The paper borrowings of the Port Trusts are 
in the case of the three or four main ports, Bombay, 
Karachi, Madras, and Calcutta, trust securities, and 
the other, municipal paper is not trust security. Are 
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you aware of any difference in the popularity of the 
twoP — There is at present certainly a considerable 
difference. 

1189. What is that due to, Mr. Denning P — 1 am 
not sure that it is due to the fact that one is a trust 
security and the other not a trust security. 1 think 
the present difference is due partly to the state of 
the finances of the various municipalities as against 
the state of the finances of the various Port Trusts. 

1190. You have not heard that investors look at 
whether certain paper has been admitted to be trust 
security or notP — Oh, I think they do. 

1191. And that it popularly carries in the minds 
of the people an idea that that paper is backed by 
the Government?— 1 have not heard of that. 

1192. Take the two Municipalities of the Bomlwiy 
Presidency, the Bombay Municipality and the 
Alimedabad Municipality. The Bombay Municipal 
paper has the undertaking that the Government are 
responsible for the interest. The Ahmedobad Muni- 
cipality has not that. Have you heard that the 
Alunedabad Municipality some time hack tried to 
iloat their paper at 6J per cent, and, comparatively 
speaking, failed? — I had not heard it. If 1 did hear 
itj I should possibly explain it by other causes than 
the one you mention. 

1193. You do not think that it has anything to 
do with the Government undertaking to pay interest P 
— 1 think it possibly has something to do with that. 

1194. ( Sir Henry Strakoseh.) What limitations 
have been put upon the notes above the value of 
Its. 600? — They are limited to the Circle of issue. 
There are in India seven circles of issue, which cover 
cortaiu areas; for instance, the Circle of ii-wue at 
Lahore covers the whole of the Punjab and North- 
Western Frontier Province. A fivo-hundred rujiee 
note issued from Lahore is legal tender only in tho 
Punjab and North-Western Frontier Province. It is 
not legal tender anywhere else in India. 

1195. Would you see any groat difficulty in relaxing 
that condition by making these notes of higher 
denomination* payable at all the big centres in India, 
for instance, Bombay, Calcutta, Kurnclu, and 
Madras?— You mean payable at the general (centres 
only. There is an arrangement by which notes of a 
foreign circle can lie presented at any other Currency 
office and they will be received there on payment of 
a charge by the presenter equivalent to the charges 
which we make for remitting funds between one Trea- 
sury and unother. 

119(5. Would that not account for tho unpopularity 
of the notes? What I am trying to got at is, would 
it be a very great difficulty for the Government, or 
later on for the Imperial Bank, to be ready to encash 
these bigger notes at any of these centres? — The 
difficulty at present arises from the fact tliat it costs 
a certain amount, usuully one anna per cent., or 
1/IOtli per cent., to remit money from one centre to 
another. That is the general rate. It is sometimes 
lower. It depends whether the Imperial Bank is 
prepared to lower the rate; but the Imperial Bank 
has agreed to remit between any of its branches at 
that rate, and the Government has undertaken to 
remit betweon any of its treasuries at that rate. So 
tho cost of the remittance to the general public from 
one place to another is usunlly 1/lGth per cent. it. is 
cheaper for remitters of large amounts to cut cur- 
rency notes and send the two halves in two separate 
packages insured for a nominal amount to the pkicu 
to which they wish to remit, to join the notes together 
and present tho rejoined notes at tho place to which 
they have been sent. That is to say, they employ our 
Currency notes as a cheaper method of remittance, 
and in the process they destroy our Currency notes 
because they cut them in half and we cannot use 
them again. 

1197. Having regard to the centres 1 hnve just men- 
tioned being very important centres, would you not 
in the ordinary course keep a very substantial reserve 
of coin there for the encashment of notes, and could 
you not rely on the ordinary movement of exchange 


to settle the difference between the greater amount 
of notes encashed ut one centre at one time? ■•There 
is no difficulty in that. The point is that if we make 
the higher value notes universal, all we should do 
would be to oucourage their use l'or remittance pur- 
poses; that is, we should encourage the public to 
cut them up into halves and remit them, because it 
is the cheapest method of remitting. 

1198. (Sir Jftyinahl AInnt.) With regard to what 
you said about one rupens miles, L understand that 
when the issue of those notes was stopped a certain 
number of rupees were absorbed to replace them? — 
It is very difficult to say anything definite about that, 
because the process of the withdrawal of notes was 
a gradual ono and during that period alien the with- 
drawal was going on thcro were u largo number of 
other factors affecting the absorption of rupees. So 
it is impossible to say definitely that the withdrawal 
of one-rupee notes lias involved the absorption of a 
certain amount of rupees. As l pointed out, ill the 
jute areas in Bengal it lias undoubtedly resulted in 
tho absorption of n considerable number of silver 
rupees, but it is im possible to give any definite 
figures. 

1199. Quite so. If you re-introduce the note now 
some of those rupees would come back into your 
Currency offices? — Yes, I think they would. 

1199a. And further rupees would lie replaced by 
paper notes? — ] should hope so. Yes. 

1200. Would not the return of these rupees increase 
your present, embarrassment* in regard to your silver 
holdiings? — What do you mean by our present em- 
barrassments? 

1201. I mean that you have goL more rupees now 
than you can conveniently carry. I understand that 
you have great difficulty in finding places to keep 
them in? — [ think that is only a matter of building 
new storehouses. Tt is not. a very serious matter. 

1202. But it is an mi mimic waste having so much 
silver which you are not likely to want for years?— 
There is another WAy of dealing with it: Govern incut 
might sell a portion of it. 

1203. They might. But that also presents many 
difficulties? — 1 don’t know: if it wore sold very 
gradually I do not think that it would present very 
many difficulties. Supposing we sold the equivalent 
of two or three crores a year, that would not affect 
the silver irmrket much. 

1204. 1 only wanted to bring out the fact that at 
any rate tho reintrudiicLion of the one-rupee note 
at present would increase tho rupee holding of 
Government. Would it not? — Probably yes. 1 think 
that would be the net result. 

1205. (Sir Alesamler Murray.) May f ask whether 
you might not wish to modify the reply which you 
gave to Sir Beginald Mant just now when you suid 
that it would bo difficult to get figures to prove that 
the withdrawal of tho one-rupee note line resulted 
in greater ahsorbtion of rupees, by referring to your 
own iteport os Controller of Currency for the* year 
1924-2*5, at page 48, in which you give the actual 
comparative figures of the absorption of rupees and 
notes in tho Jute Districts last year, for the year 
before and the year before that? 1 have tho figures 
before me? — .lust let me explain. As I mentioned in 
my roply to Sir Pursholamdas, I said we could not 
judge from last year in the Jute Districts, because 
for half the year one-rupee notes were available. You 
cannot judge accurately until you have had a whole 
season with no one-rupee notes available. In 
hope to lie able to produce some more reliable figures 
at the end of this jute season. 

1206. Quite true. But with nota< running only for 
half the year the figures hear out your point?— 
Certainly. 

1207. In the year 1922-23 you state that the per- 
centage of rupees taken upcountry was only 3 per 
cent. In tho year 1923-21 the percentage was only 
2 per cent. Last year, that is, 1924-25, which is the 
year in which tho rupee notes were withdrawn, the 
percentage of silver rupees taken rose to 10 per cent., 
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which on the face of it seems to bear out the sug- 
gestion that the actual withdrawal of the one-rupee 
notes has resulted in silver rupees going into circular 
tion again?— Yes. 

1206. And the figures are further supported by 
your own remarks on page 34 ns well as page 48 of 
your report for 1924-26 ? I agroe with yon; what 1 
said was 1 could give no exact figures on the subject. 

1209. But I am giving figures? — But they do not 
give an exact indication of what has been happening, 
because you have not had a period in which the full 
effect of the withdrawal lias been felt. 

1210. (i Chairman .) We come now to the question 
of the best standard to adopt for tho Indian currency, 
and in the short time that remains to us I will ask 
you one or two questions to clear the ground for 
further discussion on the matters particularly sug- 
gested in your note. In the first place, referring to 
tho relative advantages of a gold exchange standard 
and a sterling exchange standard, l would ask 
whether, in your opinion, there will be a strong 
popular preference (and 1 lay emphasis on the word 
11 popular ” here) for the gold exchange standard as 
described by you in your note, in preference to tho 
pure sterling exchange standard as described in Sir 
Basil Blackett’s note?— I think there would he a 
distinct popular preference, from what T have heard 
in conversation with people generally who 'are 
interested in the subject. 

1211. Could you amplify your answer a littlo by 
telling us what the state of popular opinion is and 
what considerations weigh in this matter P— Roughly 
I think the main popular objection to the sterling 
exchange standard is that it ties the rupee definitely 
to sterling, and therefore associates tho rupee with 
all the movements which may take place in sterling. 
Tho popular demand in India is that the rupee 
should have a value which is independent of any 
management and should have a value which is fixed 
by statute, automatically in terms of gold. Generally 
speaking, a gold standard is asked for, and if a gold 
standard is impossible of attainment immediately, 
I think that a gold exchange standard would bo 
much more readily accepted than a sterling exchange 
standard, because the rupee would be definitely linked 
to the standards of the world and not to one parti- 
cular currency. 

1212. Correct me if 1 am wrong, but 1 think the 
gold exchange standard which you describe in your 
memorandum allows for no actual holding of gold, 
but for the exchange reserve being held in various 
foreign currencies? — Tt does allow for the holding 
of gold. In clause (d) of paragraph 7 (F) of the 
memorandum on the “ transfer of the management 
of the paper currency to the Imperial Bank of 
India ” I say 11 of the metallic holding, not more 
than 60 crores should bo in the form of silver rupees, 
or silver bullion valued at purchase price, the 
remainder being in the form of gold coin or gold 
bullion.” 

1213. I was thinking of paragraph 4 of the 
memorandum on the gold standard for India, in 
which you show that the defects (B) and (C) could 
be remedied without departing from the gold ex- 
change standard, and then a scheme is outlined for 
holding, as T understand it, only foreign currencies? 
— 1 did not intend that. 

1214. (Sir Henry Strakosch.) May I interject? 
Perhaps you have in mind clause 7 of the memoran- 
dum on “ the transfer of the management of the 
paper currency to the Imperial Bank of India,” 
sub-section (D) where you find that “ all bank 
notes should bo payablo on domund in rupees, and 
the bank notes of the denomination of Rs. 10,000 
should he payable on demand in rupees or in foreign 
exchange at the option of the presenter,” no mention 
being made of gold. 

1216. (Chairman.) At any rate, we take it now 
from Mr. Denning that his basio evidence in sketch- 
ing any scheme for a gold exchange standard is that 
it should be governed by paragraph 7 (F) (d)P — 
Yes; that is correct. 


1216. There should be a metallic holding of Isot 
more than 60 crores in the form of silver rupees, 
the remainder being in the form of gold or gold 
bullion ? — Yes. 

1217. That answers by anticipation the question 
which I was about to ask on thq,t matter. It will 
I M3 useful at this point to ask you a question which 
is relevant when we are considering any gold holding 
in a reserve, whether it be a sterling exchange 
reserve or a gold exchange reserve, that is a question 
a 8 to tho proper location for the gold held in such 
a reserve. Will you tell the Commission what is 
your opinion as to the location which is proper for 
such a holding?- I do not think it makes very much 
difference whether you hold that gold in India or 
in Borne big financial centre like London, where it 
would possibly have to be employed in time of 
necessity. My reasons are that it would be poBBiblo 
to employ the gold if held in India hy one of two 
methods. It would bo possible to sell gold as there 
18 nearly always a demand in India for gold, and 
one could huvo the neiHjssary effort on exchange hy 
selling gold in India to meet part of the internal 
demand, thereby decreasing the amount of gold im- 
ported. The second method would be to obtain a 
sterling credit in London uguinst that gold. There 
ore therefore two methods of employing tho gold if 
it is located in India quite apart from shipping the 
gold to the particular financial centre in which it 
might 1m required. T favour holding the gold ill 
India, beciiuse there is a considerable popular demand 
that the gold reserves of Tndia should lie locuted in 
the (country, and j think it advisable to meet that 
popular demand, as it would make little essential 
difference in tho use of that gold. 

1218. (Sir Henry Strakosch.) You mentioned just 
now that gold in India would serve first to stabilise 
the exchange by avoiding importation of gold which 
would he imported if gold were not saleable in India, 
and, secondly, hy enabling India to borrow money 
abroad on thu security of gold held in India. Do 
you think that a foreign bank would lend on gold 
which is not in its own possession P - 1 think the 
Bank of England wnilc? lend on gold held in India. 

1219. Personally I doubt it? — I think it would. 
We have held a part of tho Bank of England's gold 
before now. 

1220. (Sir Norroft Warren.) Might I say to Sir 
Henry Strakosch Lhey have lent to the Imperial 
Bank on securities held in India? 

1221. (Chairman.) Quite a general question on this 
question of tho gold nxchango standard and the 
sterling exchange standard. Taking into considera- 
tion what you have just told us os to the popular 
demand in India for an exchange which is guaranteed 
against any divorce between gold and sterling; taking 
into account, on the other hand, the consideration 
familiar to the Commission of the lurge proportion 
of India’s foreign trade which is settled in sterling 
and the still larger proportion of Indla’B foreign 
trade which is actually transacted in sterling-using 
countries, what is your opinion bh to the relative 
advantages of the two standards? — The difference 
between the two standards does not arise until sterl- 
ing is divorced from gold; and asNiiming that India s 
remained on a gold standard and sterling were* 
divorced from gold, it would mean fluctuations in 
the rupee sterling exchange. That, I admit, would 
probably he an inconvenience to trade; hut I think • 
that inconvenience to trade ought to bo faced rather 
than n variation in the standard of the currency in 
India. 

1222. Is it quite right to say that the difference 
between the two standards does not arim until there 
is ail actual divorce l>e tween sterling and gold? In 
your opinion, would the reserves in normal times 
that would have to he kept under the two standards 
he precisely identical P— - No, certainly not. Aa re- 
gards the reserves, 1 admit there is a distinct 
difference. If a sterling exchange standard ware 
adopted it would probably be very much cheaper. 
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With a sterling exchange standard it would he 
unnecessary to keep any gold in the resorvos. But 
on the other hand, the stability of the system would 
depend on being able to realise sterling investments 
in London in case of necessity. 

1228. In view of that necessity, would you be pre- 
pared to say that it would be unnecessary to keep 
any metallic gold reserve under the sterling exchange 
standard, even for the purpose, if I may put it in 
that way, of acting as a buffer against a glut 
sales in tho security market? — Yes, it would probably 
act as a buffer; in so far as gold were kept, it would 
decrease tho cheapness of the sterling exchange 
standard ns against the gold exchange standard. 

1224. What would become of the balance of expense 
as agnihst tho gold exchange standard? — That would 
depend on the holding of gold which it was docidcd 
to keep. 

1225. fn your opinion, would it ho necessary under 
tho gold exchange standard to keep a larger reserve 
of gold than it might lie considered desirable to keep 
under the sterling exchange standard? You have 
given us a figure in your memorandum of a balance 
of 50 crores? — Yes, T think it would probably be 
desirable to do so because you would have to be 
prepared, in tho case of sterling becoming divorced 
from gold, to face the demand for foreign exchange 
which could be turned into gold. 

1226. 1 understand your proposal is that, under 
the gold exchange standard, you contemplate that 
a part of tho reserve should be kept in currencies 
other than sterling? -Yes, I think it might be 
advisable to do so. 

1227. I do not think that you have suggested any 
fixed proportions nr maxima or minima for such?-- 
1 have not suggested any fixed proportions. 

1228. As a question of practice, apart from theory, 
would those holdings in otlinr currencies serve any 
very practical purpose? — Only in tbo event of tho 
divorcement of sterling from gold. 

1229. It would rather bo in tbo nature of i 
theoretical tribute that the currency was being 
divorced from gold? — Yes, I think so; it iB practically 
the same. 

1280. For practical purposes the bulk of the 
reserve would have to he kept in sterling? — Yes. 

1281. ( Sir Ilnnii Strakonch.) I have not quite 
appreciated why the gold exchange standard need 
be more expensive than tho sterling exchange 
standard, provided that in each caso you kept an 
equal amount of gold in reserve. Why should the 
one be cheaper than the other? — One is not cheaper 
than tho other, if you kept the same amount of 
gold in both cases. 

1232. (Chairman.) Mr. Denning’s answer was that, 
under the sterling exchange standard, lie thought 
you would have to keep a larger amount of gold. 

1233. (Sir Henry Strakonch.) May l ask why you 
would keep a biggen amount of gold under tbo gold 
exchange standard P Supposing always that your 
reserve consists, apart from sterling, of currencies 
that are convertible into gold? — I admit that with 
a proper distribution of your securities betwoen 
sterling and securities of other countrios under a 
gold standard it might not be necessary to keep any 
more gold than under a sterling exchange standard. 
The point is, I think, really that the transactions 
by which your reserve of securities would bo increased 
and decreased would be between London and India. 
And therefore originally at any rate, in building up 
or increasing your roserve of securities, tlmy would 
be increased in the first place in the form of sterling. 
There is no reason why you should not trunsfer them 
afterwards to some other country. 

1234. You say that in the first instance they would 
be sterling' securities, I take it because the bulk 
of India’s money transactions are with England? — 
Yes. 

1235. (Sir Henry Strakosch.) I see. Thank you. 

1236. (Sir Reginald Mant.) Mr. Denning, do you 
think that there is any serious risk of sterling break- 
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ing away from gold again? — That is rather a wide 
question. It involves tlio consideration of whether 
we aro likely to have another world war, for instance. 

1237. Quite so — I realise that. But that is your 
main remsou, is it not, for preferring tho gold 
exchange standard to the sterling exchange standard 
—the main reason is, L understand, the risk of 
sterling breaking away from gold? That is why I 
put it? — That is one of my reasons, and the second 
reason is to meet a popular demand. There are two 
definite reasons. 

1238. Woll, you would rather not answer that, 1 
take it. It is too wide? — I think it is rather a diffi- 
cult question to answer. Assuming normal political 
conditions, I don’t see any reason why sterling 
should break away from gold. 

1239. Take your other reason — tho popular demand. 
How is it expressed? Where do you collect this 
popular demand from? — T collect it daily by talking 
to people, and by reading the writings of Indians 
who arc keen on this subject and, to some extent 
at any rate, represent popular opinion. 

1240. Hut you have not gathered any reasons for 
it beyond the one that I mentioned, the possible 
instability of sterling? Well, I think there are Borne. 

1241. May 1 just make my point clear? One is a 
reason, the other is rather a belief, is it not? And 
I wanted to know whether it is ail intelligent belief 
- whether any reasons bad been given you in support 
of it? — 'Well, T think the popular opinion is to a 
certain extent based on the feeling that India’s 
reserves, if Lhey are held in tbo form of sterling, 
are not strictly under Indian control, that they are 
under the control of an authority in London, and 
thnL they are not nocessarily in a ringed in India’s 
interests. That suspicion is entirely unfounded, but 
it is there. 

1242. Well, then, that reason is unfoundod? — I 
think it is unfounded, yos. But it is there, and it 
uffect.s popular opinion and the attitude of the repre- 
sentatives of the people towards the Government on 
currency questions. 

1243. You said just now that it would not be 
necessary to hold gold under a gold exchange stan- 
dard, that sterling and other gold securities might 
bo bold. Was not that what you said just now? — 
Well, 1 think it would bo advisable to hold a con- 
siderable proportion of gold as a buffer. 

1244. But I am referring to this popular belief 
that the securities would bo under tho control of 
London and not of India. But under your gold 
exchange standard, you would hold a largo number 
of securities? — One would hold a certain number of 
securities. But one would lessen tho amount of tho 
reserves of India which would lie under the control 
of someone else. 

1245. Would there bo any more control — Indian 
(control —over thosn reserves under that system than 
under the sterling exchange system? — No, 1 do not 
think there would. 

1246. So on that ground also the opinion is hardly 
a reasonable one. -No, T am not suggesting that it 
is a reasonable one. But it is there. 

1247. Then you cannot mention any reasonable 
grounds that have been given for it? — [ don’t think 
t can. 

124S. (Chairman.) f gather, from what you have 
told us, that popular opinion on this subject would 
bo eompuratively indifferent to where the actual bulk 
of the securities was hold if it obtained tho right 
to get either gold for export or tho currency of any 
gold-using country; and it is on those two latter 
conditions that emphasis would be laid as a pro- 
tection of tho Indian currency from a divorcement 
between gold and sterling?— Yes, I think eo.— 1 
think that states the cose. 

1249. As likely as tioL it would be contented with 
the formal right to get either gold for export or 
the currency of any gold-using country, and it would 
cease to have any strong feeling as to where the 
actual securities were heldP — I think it would cease 
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probably to havo any strong feeling as to where the 
t itles of the reserve were held. 

1250. (Sir Alexander Murray .) Is it not the cose 
that until quite recently the distinction between a 
sterling exchange standard and a gold exchange 
standard did not exist. Right down till war time we 
heard no emphasis laid upon the gold exchange 
.standard simply because the sterling exchange standard 
in practice was the same thing, and it is only within 
the past year, shall I say, if not within the Inst few 
months, that emphasis has been laid on the sterling 
exchange standard as apart from the gold exchange 
standard. — That, I think, is a reasonably accurate 
statement of the case, but the fact has been brought 
into prominence by the divorce of sterling from gold 
during the war. There lias been no other occasion 
when sterling has heen divorced from gold since tho 
gold exchange standard was instituted in India. 

1251. in effect the matter is largely aeadoinic so 
long as sterling and gold 'are not divorced from each 
other again?— Quite. 


1252. (Sir Vurshotamdan Thalcurdas.) Do you think 
that the Indian public or the popular opinion that 
you refer to may be based on this, that in view of 
the experience after the outbreak of war, they feel 
that if they are on a gold standard in preference 
to the sterling exchange standard, they may be in 
better touch with the financial world in case of a 
serious dislocation and not bo tied to what is happen- 
ing to the pound sterling? — Yes, 1 think I have made 
it clear that it docs moro effectively maintain India’s 
standard in the event of sterling being divorced from 
gold. 

125M. Therefore, that feeling need not necessarily 
lie based on mere sentiment or mere political feeling. 
There may be something behind it in what I have 
mentioned.- Dh, yes; 1 admit that. 

125-1. (Chairman,) That clears the way now for 
dealing oil llm next occasion with the question of 
the gold standard us raised in your memorandum. 


( The witness withdrew,) 
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Mr. 11. Denning, i.g.h., re-called and further exiimined. 


1255. (Chairman.) Mr. Denning, I now want to 
take you through the memorandum signed by you on 
a gold standard for India, the consideration of which 
will enable us to raise most of the remaining points 
on which we hope for assistance from you. You deal 
there, in the first place, witli the defects of the 
existing system, and analyse the possibility of remedy- 
ing those defucts by having an exchange standard. 
Tn the course of that analysis, you draw attention to 
the difficulty of amalgamating the paper currency 
reserve and the gold standard reserve as long as the 
rupee remains unlimited legal tender. In your 
memorandum on the Transfer of the Management., 
you outline a seneme under which the transfer could 
lie effected by retaining a separate rupee redemption 
reserve under control of the Government. Sir Basil 
Blackett, in his memorandum on the Currency 
System, outlines another sehemo by which un amal- 
gamation of the two reserves is effected, coincident 
with the transfer of the note issue under an exchange 
standard system. Having considered the scheme in 
Sir Basil Blackett’s memorandum, do you find thnt 
it at all relieves the difficulties which you describe 
in your own ineiiioramliiin in regard to the ainalgama 


lion of the reserves?— In my opinion, the defect in 
the scheme outlined by Sir Basil Blackett is that his 
liabilities are an estimate in th*e first place busod on 
a factor which is extremely difficult to estimate, that 
is, the amount of rupeos in circulation, and, in the 
second place, on the difference between the bullion 
and exchange value of the rupee which varies from 
time to time. So his reserve is a reserve against 
liabilities which are indefinite, and, therefore, it is 
rather difficult to say whether his reserve is a 
sufficient one, or whether with such a reserve there 
might not he a considerable danger of a breakdown 
of the system from causes which we cannot see now. 

1256. Is not some estimate as to the liabilities 
involved implied oven in your own proposals, accord- 
ing to which the present total of the reserves held 
against this particular liability now in the gold 
standard reserve, and in future in tho rupee redemp- 
tion reserve, is fixed at a definite figure P— I admit 
that there is a possibility that my rupee redemption 
reserve would also not bn sufficient to meet certain 
contingencies. But I do not necessarily propose to 
keep that redemption reserve on its present level. If 
it were decided it is not sufficient, it would go on 
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being increased ns opportunity arose. Sir Basil 
Blackott’a reserve would remain constant, except in 
so far os he would increase it from 25 per cent, of the 
amount of coinage of rupees. 

1257. Sir Basil Blackett's present scheme allows 
for a proportional increase of the reserve with an 
increase of liabilities against that reserve P He 
assumes that the increase in the liability is only 25 
per cent, of the amount of rupees issued. 

1258. As you soy, Sir Basil Blackett’s scheme fixes, 
apparently once and for ull, the proportion of the 
reserve, but might not that be open to reconsidera- 
tion with experience just as the amount of the rupee 
redemption reserve would be open to reconsideration ? 

-| agree, if Government, retain responsibility for 
reserves. It would lie more difficult if the reserves 
were handod over to the Central Bank. 

1259. It would be more difficult; it would involve 
some negotiations or agreement with the Banking 
authorities ? — Quito. 

1260. You refer to the necessity, in estimating the 
amount of the reserve to be hold against this liability 
under Sir Basil Blackett’s scheme, of taking into 
consideration the doubtful factor of the bullion value 
of the rupee according to the changes in the silver 
market. Under Sir Basil Blackott’s scheme would 
that, in your opinion, be a relevant consideration ? 
Would not the relevant considcraiton as to the 
amount, of the reserve lie only the contractihility of 
Lhe currency, looking upon a rupee that came in ns 
the rupee that would go out again somo day?— I 
think that is correct, assuming that there are no 
facilities for converting your rupees into some other 
inet.nl. 

1261. Supposing that in Sir Basil Blackett's 
scheme were to ho found a practical solution «>l the 
difficulty of combining the reserves, would that, in 
your opinion, remove tho chief or a substantial argu- 
ment in favour of limiting the legal tender of tho 
rupee? — -It would remove a substantial argument, 
hut not tlio chief argument. 

1262. I would point out that in your memorandum 
that is put forward, I think, as really the critical 
argument for limiting tho legal tender of tho I'lpoo? 

-No, I think the critical argument is the danger of 
tho breakdown on account of the rise in tho price 
of silver. 

1*263. At this point let me ask you whether, in your 
opinion, the system of tho gold standard currency 
outlined in your memorandum completely remedies 
the defect in the existing system that it is at the 
mercy of changes in the silver market? Not com- 
pletely, I think; because the subsidiary silver coinage 
would be affected. But once having reduced the 
rupee to a subsidiary coin, 1 think there is compara- 
tively little objection to reducing its fineness. 

1264. Let U6 envisage the situation. You have, as 
wo have loarnt. from your estimates, still a rupeo 
circulation of 150 crores. What will he tho social as 
well as the financial reactions upon tho un instructed 
public, even when tho rupeo is no longer unlimited 
legal tender, of a reduction in tho finoness of the 
rupee, or the substitution of an allegorical coin for 
the rupee, or an attempt to substitute small notes 
for the rupee circulation P — l think if it were done 
gradually, the social and economic effects would not 
be BerioitB. But I do think that thoy might he 
serious if an attempt woro made to do so as long as 
the rupeo is a full legal lender. 

1265. Undoubtedly. But would you not expect to 
see your subsidiary coinage going to a discount on 
fho hypothesis described, even if the rupee were no 
longer unlimited legal tender P — I do not think so. 

1266. Tn expressing that opinion you have con- 
sidered the social effect upon the time-honoured and 
inveterate reliance, which has been explained to us 
of the nninstructed public upon the rupee coin and 
its fineness as the chief circumstance to which they 
attach importance in their currency system?- -1 think 
by going on to a gold standard, you would modify 
those circumstances very considerably. 


1267. There is a minor question upon your descrip- 
tion of tho objections to transferring tho com- 
bination of tho roserve that I would like to ask. 
You say in tho middle of paragraph 6, “ and the 
liability to redeem silver rupees outstanding would 
have to he provided for by a separate reserve and 
you give as a reason, as I understand it, that coinage 
is obviously a function of Government. That sug- 
gests tho question whether we. have not boon taught 
to consider that the rupee is not. so uiurh a coin as 
a note on silver; and that, although coinage is a 
function of Government, a note issue is in ordinary 
practice tho function of a Central Bank. Do you 
find anything to onuhlc you to agree with that alter- 
native aspect? — Not very much. 1 might agree it 
tho coinage of subsidiary coin were also considered 
a function of a Control Bank; generally speaking, 
that is considered to he a function of Government. 

1268. But wo are dealing hero with ail exchange 
standard system in whieli the essential position of 
tho rupeo continues to lie that of a note. 
Undoubtedly, under Lhe gold standard system the 
ossoiitiul position of tho rupee would he that of a 
subsidiary coin. Under tho cxehunge standard 
system, while the vupou continues to hold essentially 
the position of a note, would it not ho more in 
accordance with tho ordinary practice in other 
countries that tho control of the rupeo issuo should 
ho with the Bank rather than with tho Government? 

I do not agree that essentially tho position of the 
rupee is the position of a note because lhe rupee 
carries a largo value in itself. The note carries no 
value in itself, and tlio profit on the issue of rupees 
arises in rather a different way from tho profit on 
the issue of notes. 

1369. Finally, oil this aspect, Mr. Denning, in your 
analysis of tho disadvantages of the present system, 
we find disadvantage (»/) in paragraph 2: - 
11 Although it was possible for tlio public to obtain 
as much additional currency . . . by buying Council 
hills . . . there was no automatic provision for con- 
tracting tho currency,” and then you describe how 
that is so. What, in your opinion would he the effect 
of tho arrangement which you describe of a separate 
rupoo redemption reserve in tho hands of Govern- 
ment in remedying this particular defect ?--T think, 
as a matter of fact, T have overstated the enso at 
tho end of paragraph 5 by saying that it is practi- 
cally impossible to remedy defect (I)) without taking 
away the full legal tender character of tho rupee. 
Tt could be arranged under the system nutlinod hv 
mo with a separate reserve for tho redemption of 
rupees. 

1270. Correct me if I am wrong, hub it appears to 
me from your statement as if tho system would not 
work automatically the contraction of the currency 
against tho use of the rupee redemption reserve? - 
T think it would work like this. Supposing the 
Bunk presented a cron* of ru pees to Government-. 
That, would he taken out of their currency reserve. 
Suppose with that cm re of rupi*es which had been 
presented to tho Government, the public had 
obtained sterling from tho Bank to the extent of 
one crore. Tho Bank would have to pay out from 
their sterling reserves in Ixmdoii one crore and they 
would obtain one crorn of sterling resources from 
Government. Therefore their reserves would, I 
think, bo down by one crore of rupees, and there 
would be an automatic contraction of the currency. 

1271. Wo may lake it that, in a hail year, currency 
is retained and that tho Bank come for a crorn of 
ru|»ccs to tho Govern incut, against which tho Govern- 
ment let out its rupoo redemption reserve, so that 
the Government is a crore of rupees in hand and a 
crore of sterling credit down. What is to prevent 
the Government from making iiho of that crore of 
rupetvs? — They can only issue them through the 
Bank under my scheme. 

1272. That would be n part of the agreement 
between the Bank and the Govern men t, that the 
rupees could only find their way out into circulation 
by returning into tho hands of tho Bank P— You. 
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1273. What is t«o prevent the Government from 
arranging wit/h the Dank to demand a erore of 
rupees ami paying it to the credit of Cover nnievit. 
Any for the purposes of tho Raisina works P--What 
could the Rank do with that mire of rupees if their 
reserve of rupees was already up to the limit P They 
could not afford to Lake back a erore of silver rupees 
because they could not use them. 

1274. (Sir Ilrnry Strakosch.) I do not quite follow 
the procedure in the last case with which you dealt 
just now. If the rupoes come back from circulation 
and they become redundant in the hands of the 
Dank, then the rupees return to the Government, 
and t/ho Government hands out to the Bank a part 
of tho sterling reserve. Is that so? — Yes. 

1275. Now then if the Dank had additional ster- 
ling reserves, is it not reasonable to assume that 
those reserves would be used to build upon them 
additional credit and thus keep the circulation at 
the same lovol only in another form? — 1 assume that 
tho Dank would have to givn something for the croro 
of rupees and l assume that this erorc of rupees is 
received in exchange for gold or sterling. There- 
fore, the Dank has to pay out a croro of gold or 
sterling in order to get back ihat erore of rupees. 

1276. So tho position would in reality lie exactly 
tho same as before, at the time when tho rupees 
were still in cireulntion? — No, a e.rore of rupees 
returns to tho Dank. 

1277. What I did not follow was, how the currency 
would be contracted in these circumstances? — You 
will agren that the rupees will ho returning from 
circulation. That is a definite contraction of 
currency: and unless those rupeea are replnced in 
Home way liy tho Dank, you have a definite con- 
traction of one erore? 

1278. There is another question. 1 see from this 
memorandum that it was assumed that tho limit of 
rupoes as legal tender under the gold standard is 
set down at Its. 50? May I n*k wh.v that figure 
has been chosen? Rs. 50 -75 shillings, and the limit 
of token coin tendered in Kngland is 40 shillings, 
and I believe in some other <iuiiitries tho limit is 
also somewhere in the neighbourhood of 40 shillings. 
—I think one idea underlying the fixing of Rs. 50 
was that it might bo desirable in India where the 
ordinary retail transactions involve the use of a 
currency of a small denomination U» fix a higher 
logal tender limit than in tho rest of the world. 

1279. But what would you think of the argument 
that, if a wuntry is poor, the upper limit of token 
coin as legal tender should logieally he lower P— 
There is, I think, a great deal in that argument 
logically. 

1280. And would it not, if you fix the upper 
limit at 50 shillings, make really very little difference 
in the use of tho rupee coin as full legal tender and 
unlimited legal tender?- I am not sure whether it 
would make much difference from that point of 
vieiv whether it w'ns Rs. 50 or Rs. 30. I think to a 
large extent the rupee will continue to he used and 
will be accepted as full legal tender just as I imagine 
is done in other parts of the w'orld. 

1281. And if it is used practically as it is being 
used to-day and if the price of silver were to rise 
above melting point, then the inconvenience logically 
would be almost as great under a system where the 
rupee was limited legal tender up to as high an 
amount as under a system where it was full legal 
tender? — I do not say it would be almost as great. 
I do not say silver will continue to be used as much 
as it iR used now as full legal tender. I say it will 
still continue to be used to a certain extent. 

1282. Well, if the average transaction is below 
Rs. 50, then f cannot quite follow why it should be 
used to a lesser extent than it is used to-day.— The 
occasions on which rupees are most used are at the 
time of crop financing and the ordinary transactions 
-then are considerably abovo Rs. 50. 

1283. And then may I come back to the first 
question the Chairman put to you, and that is the 
question of the total rupee circulation and the two 


plans, one proposed by you and the other by Sir 
Dusil Blackett. Is it not a fact that in each case 
wo have to estimate the amount of rupees in 
circulation in order to determine what reserves have 
to bo provided for if the gold standard were 
adopted? — As between the gold exchange standard 
and Sir Basil Blockott’B sterling exchange standard? 

128-1. No, 1 am speaking of tho full gold standard. 
—Well, wo have to make an ostimate it is true, but 
that estimate is for the purpose of ascertaining (1) 
cost, (2) tho extent of the gold we shall require and 
(3) the extent of tho genoral disturbance in the 
world; that estimate is not going to remain a 
permanently uncertain feature of the currency 
system. 

1285. But my point is this. Do wo not have to 
make an estimate both in your scheme and in Sir 
Basil Blackett’s scheme as to the total amount of 
rupeog in circulation which has to be protected by 
tho gold standard reserve? — You mean under the 
gold exchange standard? 

1286. (Sir Henry Strakosch .) No, under the gold 
standard. 

1287. (Chairman.) As regards the gold standard, 

1 think the two schemes are practically identical, 
not in figures but in mechanism. 

1288. (Sir Henry Strakosch.) In both cases you 
■have to estimate the amount of rupees in circula- 
tion and therefore the likelihood of rupees coming 
hack? —But the difference is that in tho case of the 
gold standard you get rid of thoso rupees within a 
period of ten .years and the uncertainty is gone; in 
the cam of Sir Basil Blackett’s system it will remain 
a permanent feature of the system. 

1280. Then the difference between Sir Basil 
Blackett’s scheme And your scheme regarding a 
reserve is that he provides that the reserves shall be 
25 per cent. Do not you think that that would lie 
sufficient security in tho case of riipiTes flowing 
hack and foreign exchange being in demand? — Yes. 

T think it might he, hut that is a matter of 
opinion. The reserve is not based on definite facts. 
Tt will remain a matter of opinion as to whether it 
will be sufficient. 

1290. But his proposal is that for every new issue 
of rupee <ioin the reserve should ho amplified by Re 1 
for every Rs. 4 put into circulation; and that is 
the essential difference between his and your scheme. 
Yours is a more complicated schemo under which 
you take into account the bullion value P — -Well, I 
suggest it may l>e necessary to take the whole of the 
profits on the coinage of frosh rupees to the reserve 
for the redemption of rupees. 

1291. And his proposal is to set aside 25 per cent.? 
—His proposal is to set aside 25 per cent, and to use 
the difference. 

1292. But if we agree that a contraction of 25 
per cent, is probably the maximum that the country 
can stand, would you then agree that there is a 
sufficient reserve provided undor Sir Basil Blackett’s 
scheme? — There will he a large amount of rupees 
in circulation and the reserve might not be sufficient 
to meet them. 

1293. (Sir Maneckji Dadahhoy.) In answer to the 
President’s question speaking about Sir Basil 
Blackett’s reserve, you said his reserve is a reserve 
against liability and it in difficult to say if it is a 
sufficient reserve and you anticipate a breakdown 
Will you please tell me at what stage you anticipate 
this breakdown? — I do not say I anticipate a break- 
down ; I say there is a possibility of a breakdown. 

1294. And could that be averted? — You mean by 
a modification of the scheme? 

1295. Yes.— Well, it is difficult to say. As I say 
your liabilities are indefinite. Then you provide a 
certain reserve on an estimate of your liabilities. 
If your estimate proves very wrong then your system 
might break down. 

1296. Speaking about the reserve for the redemp- 
tion of rupees, at what level will you keep it; oan 
you suggest a figure P — Well, I think that also will 
depend upon the poliey which is adopted. If, as I 
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suggest might be done, we were to throw out gold 
coinage freely, make gold freely available, wo should 
go oil using the reserve from the time of tho adop- 
tion of the new system, because rupees would, to a 
considerable extent, be changed into gold, and tliu 
reserve for the redemption of rupoeB would have to 
bear the loss of converting rupees into gold. If we 
nro going to do that we shall probably have to go 
on piling up the assets in tho reserve for the redemp- 
tion of rupeoB returning from circulation. 

1297. Would that be economy or tho proper thing 
to doP — Well, it is what has been done in the past. 
Until tho last two or three years we havo been 
crediting the interest on the securities in the gold 
standard reservo to the gold standard reserve itself. 

1298. But that was only a temporary device — to 
credit these profits to revenue P — Yes, it was supposed 
to be temporary. 

1299. Now speaking about the subsidiary silver 
coinage, you said it would bo affected. Do you 
suggest any remedy for guarding against that? — If 
the gold standard has been introduced? 

1300. Yes. — Aa I say, it is possible that you might 
reduce the fineness of your subsidiary coinage. 

1301. You havo no other suggestion ?— Well, tho 
use of rupee notes would help. 

1302. ( Sir Muneekji Dadabhoy.) May I draw your 

attention to paragraph 13 of your memorandum 
in which you discuss tho method of meeting 
the demand for gold. There you sum up 

the situation thus: ** In either case, the net 

result would he that the private imports of gold 
would, shortly after the introduction of the new 
system, he at least as large as under the present 
system, . . . The sterling reserves, however, 
would be used up in meeting tho Home charges.’ 1 
Will you please let me know how this considerable 
dislodgment of silver will affect internal prices? 

13(13. (Chairman.) Might wo take that a little 
later, Sir Maneckji, when wo conio to that para- 
graph? 

1304. ( Sir Maneckji Dadabhoy.) Just as you like, 
Sir. I am sorry I have not had the advantage of 
hearing Mr. Denning’s previous examination, and 1 
do not know whether l am going over tho same 
ground. 

1305. (Chairman.) Not at all; it is a. most useful 
and interesting question, hut it will come more 
neatly later. Mr. Denning, just to make it clear, 
you suggest that thero would be a possibility of 
breakdown in Sir Basil Blackett’s scheme if the 
percentage is not high enough. Equally there is tliu 
possibility of a breakdown in your scheme also?-- 
Thero is, but it would not bo a serious breakdown. 
Under Sir Basil’s scheme the whole arrangement with 
tho bank and the constitution of tho hank reserve 
would go. 

1306. It would be a breakdown of a more cast-iron 
scheme in that case, as £ understand it. — f suggest 
that you can prevent a breakdown under my scheme 
by raising sterling credits. That is tho only action 
you would havo to take; my scheme remains the same 
except for that, whereas tho whole of Sir Basil 
Blackett’s scheme will brjak down. 

1307. (Mr. rreston.) In paragraph 2 (D), tho last 
sentence, you say — 11 In other words, when exchange 
drops to the lower gold point thero is no automatic 

, decrease in the currency. Had it not been for 
exchange such decrease would depend on the action 
of Government.” Am I not correct in saying that 
the functioning of the gold standard reservo has 
always been held to be the primary source for main- 
taining exchange by meeting reverse council bills? — 
Yes, 1 think bo. 

1308. And then, Sir, would I be right in saying 
had Government correctly administered the gold 
standard reserve, would there not have been that 
immediate, effective, automatic contraction of cur- 
rency we all so desire P — Well, that is a criticism of 
Government’s policy in doing something else, and 
1 think one would have to go into all the circum- 


stances in which they decided not to have an auto- 
matic decrease in the currency. 

1309. Well, peril ups 1 put the question rather 
awkwardly. What I want to ask is, had they followed 
the accepted rule, contraction would immodiately 
have become effective? — If, as soon as they had sold 
reverse councils they hud put u corresponding num- 
ber of rupees into the gold standard reserve, con- 
traction would huve Ik ! t*n effected. 

1310. If we turn to a statement in the memoran- 
dum on 41 A Gold Standard for India ” for the years 
1906, 1907, 1908 and 1909, und taking 1908 really 
as the major one, in March, 1908, there was held in 
the Indian portion of the gold stamlurd reserve Bilver 
to the extent of 4 millions storling, which increased 
in September to 12 millions sterling. Now, that was 
silver which was actually taken out of the circula- 
tion, and it was held up in the gold standard portion 
of the gold standard reservo in India; so the cur- 
rency was contracted to that extent? — My point is 
not that Government could not contract that cur- 
rency, but they need not if they did not want to. 

1311. But should they nob have done it? — Possibly; 
hut perhaps after an oxumiriution of the circum- 
stances at that particular time they docidod not to. 

1312. That policy had been pursued in the four 
years from 1906-10, hut lias not been pursued since 
then? — 1 am not sure of that. 1 do not remember 
the circumstances properly, hut L am not sure that 
that increaso of rupcos in gold standard reserve was 
entirely duo to tho sale of reverse councils. I do 
not think those rupees were put in automatically 
as reverse councils wero sold; 1 am not sure about 
it. 1 looked up the cose of tile salo of reverse councils 
in 1914-15 and 1 do know at that tiino Government 
borrowed from tho gold standard reserve. They did 
not decrease tho currency. 

1313. They sold reverse councils to tho extent of 
8 millions sterling? -Yes. 

1314. X think those figures are almost conclusive 
evidence that the equivalent in rupees of 8 millions 
sterling was set aside and earmarked in a separate 
reserve in India for tho Indian portion of tho gold 
standard reserve? It was not done immediately. 
It may havo been done afterwards. I havo looked 
it up, ami 1 am quite suru that to meet that demand 
they borrowed from tho gold standard resorvo. They 
may have put it in afterwards, but I am nob sure. 

1310. Well, according to these figures in 1908, tlioro 
was tho balance of silver held in India to the credit 
of gold standard reserve, which, if they had been 
silver, had been withdrawn from circulation? — Yes, 1 
am not suyiug that they had not been withdrawn 
from circulation, hut 1 say that it was not an 
automatic process as far as 1 know. 

1316. Four millions sterling represented as far as 
my memory goes, the rupee portion of that reserve 
which was agroed to in old days. Then that would 
boar out what I said that in September, 1908, reverse 
councils were sold to the extent of 8 millions sterling, 
and sold so long us reverse councils are sold, you will 
ugroo, I think, that if the equivalent of legal cur- 
rency is taken and set aside in a special fund forming 
part of that parent fund, that that is contracting? — 
I agree. 

1317. Which is what we desire?--! agree to that. 
If that was provided by statute, then there would 
be an automatic) doorcase in tho currency. 

1318. (Sir Purshotamtlas Thakurdaa.) Regarding 
tho amount of rupees which may bo allowed to be 
legal tender, comparisons with other countries show 
that the amount you have indicated, via., fifty 
rupoes, is on tho high side. But does the amount 
not also depend upon the banking habits of the 
people, and the facilities for changing into smaller 
denominations available in the country? — I do not 
quite boo that. 

1319. Suppose a man haB 3 gold bars or gold coins 
or 2 currency notes for 100 rupees each, and he wantB 
to change it into smaller denominations, 1 mean, ho 
wants five-rupee notes, or one-rupee notes or one- 
rupee silver coin. The facilities for such change in 
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the country ait thu moment happen to be fairly small, 
the village sircar will charge a commission on 
changing bigger denomination notes or changing 
gold coins into the smaller subsidiary coins. In view 
of that, is it possible that you put the limit at 
Us. 50 ? 1 do not think that makes vury much 

difference, because, assuming that the holder of a 
liu ml red -rupee note wanted to change that hundred- 
rupee note lor smaller denominations, he could 
change it into live ten-rupee notes and the rest into 
rupees; lie would only want rupees for thu smaller 
transactions. 

1320. Hut the very fact that he wants to change 
the hundred-rupee note into ten-rupee notes or into 
one fifty-rupee note, and thu other 50 silver rupees, 
nieuns that he will have lo pay commission or dis- 
count in the major part, of Lhc country where the 
hanking facilities arc scarce; don't you think it 
necessary to keop the maximum amount of rupees 
as legal tender on the high side at thu start ? — 1 do 
not think that there is very much in that argument. 

1321. Do you think that it would lie also desirable 
lo keep it on the high side in order to ensure that 
as few rupees as possible are returned for exchange 
ill gold ' 4 1 am inclined to think that it would not 
make very much difference. 

1322. If you had your legal tender JiiniL, say, at 
lUtJ rupees, where people could hold that amount 
in hoards, they would not care at all, unless they 
really preferred gold to silver, they would not change 
from ouo coin to another, will they? - Now wn will 
liavn to consider what he wants his rupees for. 

1323. Simply because lu^ is not accustomed to thu 
habit of investing, and ho likes gold bettor under 
the new circumstances. Hut if 1m allowed the period 
to lapse, he may not ho able to use his hoard later 
for purposes of lending? At any rate, if ho evor 
wanted to got rid of it, all that he ncod do is to got 
rid of Us. 30 at a time; that is, if the legal tender 
were only 50, he could get rid of the rupees at any 
time he wanted hy handing them out in throe blocks 
instead of in one. I do not see that it makes very 
much difference. 

132*1. If 1m had to lend them? — He lias only got to 
go to two different placeB. 

1325. 1 think in a part of your memorandum you 
say wo will have to guard aguinst thu rush of rupees 
being changed into gold ns soon as you put a gold 
com into circulation. Till 1914 gold was available 
for circulation! fairly easily without any restriction 
to those who wanted gold instead of silver? -Yes. 

I32d. There was no hesitation on Lhc part of 
Government. Government gave out gold coin as 
readily ua they gave silver coin? They did up to 
1914. 

1327. Up to 1914? Up to the outbreak of war? -1 
think the issue of gold was stopped for somo time, 
hut it was started again as far ns 1 remember between 
1910 and 1911 and gold was sent out to outlying 
treasuries and offered freely. 

1328. Up to the time of ilm war? — Yes. 

1329. Can you tell us Imw many rupees were ex- 
changed for gold when that facility was available P— 
All that one could give in figures would be the 
absorption of gold. 

1330. (Sir Purnholamdan T link urdas.) 1 have seen 
the total absorption of gold between 1910-11; T 
wonder if 3*011 could bring those figures up-to-date 
or tell 11 m where these figures would he available. 

1331. - (Sir Alexander Murray .) They are in 
Appendix 111 to the historical review? — You get the 
figures of absorption of gold coiiiB for 192*1-25 in 
Appendix ITI to the historical memorandum. 

1332. ( Sir Purshotamdas Thakurdas.) Have you 
been giving out any gold coin at all lately? — No. 

1333. Then how does the absorption of sovereigns 
and half-sovereigns come in 1923-24? — It is the 
import. 

1334. But the import is not absorption; until you 
put it into circulation it is not absorption P — Bnt it 
ie there; it is in the hands of the public. 


1335. You mean import on private account P — Yes. 

1336. 1 was thinking more through the Currency 
Office? — Wo are not putting any through the Cur- 
rency Office. 

1337. What 1 wanted was those figures for circula- 
tion and the absorption of gold coin through the Cur- 
rency Office. — 1 think it will be possible to obtain 
that. 

1338. — That is why 1 said that this statement docs 
not give tho information; when (lovernment were 
ready and prepared and did give out gold coin in 
exchange cither for silver or for paper, liow much did 
people take from the Government Currencies? — I 
think those figures could be obtuined. 

1339. I had seen the statement referred to by Hir 
Alexander, but 1 felt that it was not whut 1 wanted. 
What I really want to know is what rush there will 
lie for oxcli lingo of silver coin into gold when gold 
is offered hy Government. J take it that you could 
got these figures for pre-war years without much 
inconvenience?- |. think Mr. Aiyar could get those 
figures. 

1340. Why do you think then, Mr. Denning, sut 1 
think you said in reply to Sir Muneckji Dadahhoy, 
or some other colleague of mine, why do you think 
that there would lie an extraordinary rush for a new 
gold coin which may he introduced, say, within the 
next year or so? 1 would not suy that there will 
probably be an extraordinary rush; if it were 
announced that the full legal tender of the rupee 
were t.o be taken away, that would lie the main cause 
of the rush. 

1341. If you announce that the token nipt*) will 
not be full legal tender except to a certain point 
there may be rush?— Yes. 

1342. If you did not interfere with the full legal 
capacity of the rupee, then, there would nut be ail 
extraordinary rush? — No, T do not think then? would 
he any very extraordinary rush. 

1343. There would be 110 more rush for the gold 
coin than there was before tho year 1914?- No, I 
would not .suy that, because I think there has been 
a change in the habits of tho people, i think they 
like gold very much hotter than before. 

1344. Would you agree in the last three years 
they had got all the gold which they were thirsting 
lor or that their hunger for gold has been mostly 
satisfied P — Partly yes. 

1345. Gold rates have gone down fairly low, much 

lower than they have been at any time during the 
last 15 or 17 years; do you nut think that that extra- 
ordinary thirst has been quenched? 1 would not suy 

it has, because the import of gold is still on u iairly 
largo scale. 

1316. Don’t yon feel that the demand has really 
fullcn off from what it was really a year ago? — 
Certainly. But then last year’s was an exceptional 
demand. The demand for the first seven months of 
the present financial year as aguinst the first seven 
months of the last financial year shows a difference 
of seven crores. It is seven crores lees. 

1347. You would still not be inclined to say that 
for all practical purposes the people have very nearly 
been saturated with the gold they might have 
wanted P — No, I should hesitate very much to go as 
far as that. 

1348. If the rates of gold went down they might 
take perhaps more?-- I think they will go on taking 
more gold. 

1349. Irrespective of n decline or rise? — Not 
irrespective. They will go on taking gold if it* 
remains at its present price or goes lower. If gold 
liocame dearer they might not. 

1350. (Chairman.) I would like to ask one or two 
questions arising out of those answers. As I under- 
stand it the actual tender of rupees to Government 
for gold has been blocked since the introduction of 
the two shillings ratio? — Yes, you mean the issue of 
sovereigns P 

1351. YesP — Yes. 
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1352. Do you happen to know wihat tho baazar 
price of gold is at tho present moment? — 1 think it 
is about 22 rupees a tola. 

1353. (Sir Pwshotamdas Thakurdas .) It has been 
Its. 21-5 or 21-0 a tola. 

1354. (Chairman.) It works out to Its. 13-0 a 
sovereign? — About that. 

1355. (Sir Reginald A font.) You said, if I under- 
stood you rightly, that your scheme provided for an 
automatic contraction of the currency, Government 
taking rupees from the Bank, and you said that 
Government would not be able to put those rupees 
back into circulation, because the Bank would not 
take them?— Yee. 

1956. Could not Government theoretically use those 
rupees at its own Treasuries and pay them outP — 
Yes, hut thoy would promptly coiue back to the Bank 
again, and then lie presented by tho Bank again, 
because their limit would lie reached 50 crorcs. 

1357. Until they came back to the Bank again, the 
currency would not be contracted? — They would come 
hock at once, because the Bank would put them in 
their currency chests at their brandies; and directly 
they wont into a currency chest, the rupees ill the 
bank’s reserve would In 1 excessive. 

1353. But there are a certain number of Trea- 
suries where there are no branches of tho Bank? 
But T assume that as a matter of convenience we shall 
hold currency chests at Treasuries oil behalf of the 
bank. 

1359. The Bank would put those rupees into the 
currency chests? No, we should put them in our- 
selves to save our own balances. 

1360. Theoretically, supposing you had a surplus 
of rupees unless you had an obligation to hold them 
apart from tho Government. We are assuming 
balances-— you could theoretically utilise themP You 
could utilise them, but they would come back at once. 
The underlying assumption is that there is u return 
of rupees from circulation. If Government for their 
own direct payments to the public throw out more 
rupees, then they uro only going to increase the 
amount that would come back. 

1361. But during tho process?— Tt would be a 
very short process. The two things would bu almost 
simultaneous. 

1302. Supposing Govern men L sold those rupees, 
melted them down und sold them for gold, they could 
utilise the gold for currency, could they not, unless 
they were under a legal obligation to maintain the 
gold standard reserve at a minimum amount?- Then 
there would not be any contraction «>r currency? 
What I want to put to you is, I think you admitted 
it in reply to the Chairman, that unless there was 
tho legal obligation oil Government to maintain the 
reserve for the redemption of rupees at a minimum 
figure, there would bo no automatic contraction of the 
currency?—! think it will be extraordinarily difficult 
for Government to make the arrangement. You now 
suggest that they should issue gold, and when the 
rupees conic back from the Bank, Government would 
issue coin; they could not very well issue them in 
places where there is a branch of the Bank, aB all 
the Government transactions arc put through there. 

1363. Thoy could take the gold to the Bank and 
get notes for itP — Ye« they could, but I am assum- 
ing that Government have to keep their reserves in 
cash. 

1364. Then you are admitting my point?- -Yes. I 
agree. 

1365. You would havo to impose a legal or moral 
obligation on Government to keep their reserve 
intact? — Yes, I agree there. 

136G. You Baid, I think, in answer to the Chairman, 
that your main reason for advocating the introduction 
of a gold currency was tho risk of the bullion vuluo 
of the rupee exceeding its token vulue; is that 
correct P— Yes. 


1367. At the present rate of is. tkl. 1 understand 
that silver would have to rise above 4s. un ounce 
before that risk became a practical one? T think so. 

1368. J)o you consider that, short of a world cata- 
clysm like the great war, there iB any serious risk 
of silver rising above that rule? — 1 think there is a 
risk, apart from a world cataclysm; 1 do not pretend 
to know' very much about the silver market, but it is 
possible to imagine a combination of circu instances, 
say a drop in the Mexican production of 40 million 
ounces owing to troubles in Mexico, and at the same 
time a very large demand in Cliinu, and possibly a 
further large demand in lndiu. It seems to me that 
it is quite possible you might get a very largo rise in 
prices. After all the Mexican production did drop 
by 10 in ill i<ui ounces in 1913-14. 

1369. You could get a sufficient margin of safety 
by fixing the exchange value on a high level if you 
put the token value high enough. - You get a larger 
margin of safety. 

1370. So that really your preference for a gold 
currency is due to your objection to raising the 
exchange value of the rupee?- Oh no. However much 
you raise the exchange value of the rupee, there is 
always a certain clement of ri.sk, 

1371. Owing to the possibility of a rise in price of 
silver? - Yes. 

1372. (Sir Alexander Murray.) Arising out of Mr. 
Denning's answers to Mr. Preston regarding para- 
graph 2 (D) of his memorandum on a gold standard 
for India, regarding the sale of reverse councils 
resulting in the contraction of currency, would it be 
possible for Mr. Denning to give tlie Commission a 
short note explaining the occasions on ivhicli reverse 
council* were sold and what the practice adopted then 
actually was ns regards tho contraction of currency. 
They were sold in the years 1908-09-10 and in 1915-10. 
and again after the war. 

1373. (Chairman.) That would bo in amplification 
of the historical memorandum dealing with the years 
in w hich reverse councils w'ore sold, and bringing out 
what course was pursued as regard* the contraction 
of currency and what effect that course has had. 

1371. ( Sir Alexander Murray.) Yes, and, if it is 
INMsihle, what were the immediate causes that, induced 
Government to depart from tho theoretical idea o! 
contracting currency when reverse councils were Bold. 

1375. (Chairman.) Would it ho possible, Mr. 
Denning, to have that, prepared as ail aiiiplilieatiou 
of the historical memorandum? Yes, I think so. 

1376. (Chairman.) I think that would be of serviee 
to the Colli mission. 

1377. (Sir Norcol Warren.) Assuming that gold 
currency is introduced, will the fact that Govern- 
ment issued gold on tivo previous occasions and then 
withdrew tho privilege have any effect on the first 
rush for gold? Would you think that peoplo would 
try and get all the gold* they could at the start? — I 
think it is possible. 

1378. (Chairman.) Continuing your memorandum, 
wo eomo next to a closer consideration of what is said 
there as regards the gold standard, und if the ques- 
tions are all directed to testing your conclusions it, 
of course, does not follow that any particular point 
of view is assumed by tho questioner. 1 coino to 
paragraph 8 of your memorandum, in which 
you say: - 11 Undoubtedly, the ideal to lie aimed at 
is the system now in force in Great Britain under 
which the note is the sole fuJl legal tender in circula- 
tion, and tho gold value of sterling is stabilised by 
tlie statutory obligation imposed on the Bank of Eng- 
land to buy and sell gold at rates corresponding 
roughly to tho par of exchange,” and so forth. Now, 
assuming tho ideal, will you tell ub whether in your 
opinion it will serve to advanc'd that ideal that there 
shoukl lie an intermediate period of the gold standard 
system during which tho people would become accus- 
tomed to the right to a gold currency?— Yes, I think 
it will advance the attainment of that idoal. I think 
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it will tend to popularise notes if they are convertible 
into gold. If you popularise notes you tend to reduce 
tbe use of metallic currency. 

1379. Is it not the experience of other countries 
that the right to a gold circulation, once it has been 
secured, is one which it is very difficult to induce a 
population to part with? — I am trying to think of 
countries in which such action has been taken. 

1380. To make my point clear, let me instance the 
case of Great Britain before the war, whore there 
was a partial gold circulation. Could you imagine 
any convulsion less enormous than that of tho Great 
War which would liuve induced Great Britain to 
leave this gold standard and to assume a strict 
exchange standard such as that to which you refer 
here as the ultimate ideal?— Well, I think it is 
possiblo that there would be a certain sen t ion of the 
people who would object strongly to parting with their 
gold. But you have, on the other hand, the example 
of the United States of America, where gold was in 
circulation at one time and had practically ceased to 
circulate before the w'ar. It is rather difficult to 
judge the case of Great Brituin. You have on the 
other side tho factor that the people arc perfectly 
satisfied with the notes now. 

1381. But it took the abnormal experiences of the 
Great War in order to tench them?- I think it would 
bo extremely difficult to stop suddenly the issue of 
gold coin, lmt 1 do think it is reasonable to believe 
that, if you have a note of sufficiently low donomi na- 
tion which can bo substituted for gold, tho use of 
notes might grow. The trouble in Great Britain 
was that there was no note of a denomination below 
£6. It was too large a unit. 

1382. I will put it finally in this way. Might it 
not seem somewhat contradictory that, in order to 
accustom peoplo to the use of inconvertible notes, 
you must in the first place accustom them to the use 
of gold? — At first sight, it docs seem a little con- 
tradictory. 

1383. Nevertheless, T understand you are of 
opinion that, under Indian conditions, that is a 
necessary preliminary to accustoming people to an 
inconvertible note? -T think it would hasten the 
attainment of the ideal — I think it would l>e a slower 
process if you kept the present f^stem. 

1384. Do you consider that tho process by which 
tho population accustoms itself to the use of the ideal 
interna] currency of the inconvertible note is a process 
which ia now going on in India, as evidenced by, for 
instance, the increase in the note circulation? — T 
think that the use of notes is undoubtedly increasing. 

1385. Do you think that, within a reasonable time 
and during the intermediate period, by the increase 
of facilities for the encashment of notes and .by the 
increase in tho facilities for obtaining small notes, 
what you describe here as the ultimate ideal might 
not he obtained without the intervening period of a 
gold standard?- -T think it would lie a very long 
period. 

1380. It iB a question I hesitate to oak, but at the 
present rate of progress how long do you think it 
would takeP*— Well, I would not care to say anything 
more exact than many generations. 

1387. Are you of opinion that it is possible that 
the increased facilities for the circulation of gold 
might tend to immediately displace notes from circula- 
tion ? — I think there might be a certain amount of 
displacement — at first at any rate. 

1388. Would that be an extensive displacement in 
your opinion?- -No, 1. don’t think that the displace- 
ment in the circulating media would he very 
extensive. 

1389. What makes you think that it would be 
temporary, nml that the process would bo reversed 
and would not be continuous? — Peoplo might, having 
not been able to obtain gold for some time, like it as 
a new toy, so to speak. And after a time, they might 
give up the use of it as being less convenient than 
notes. 


1390. Then it is yoor view, as I understand it, that 
in the course of time the population would learn to 
be content with the right and the possibility of 
obtaining gold, and the confidence that would give in 
the note issue would lead them not to mako use of 
the right, but to use tho note?— I think so, yes. 

1391. Might not that same object be sorvod and 
accelerated, so aB to reduce that period of many 
generations to which you have referred, by increased 
confidence in the ultimate gold value of the rupee 
as expressed by its exchange value? — It might to some 
ox tent, if you could give that confidence, but I am 
afraid it would be a little difficult to give that con- 
fidence after tho fluctuations in the exchange value 
of the rupee in recent years. 

1392. Would that confidence not be given by the 
adoption of a perfected exchange standard which 
worked automatically, independently of Government 
control, and exhibited a stabilised rupee? — The con- 
fidence might grow gradually, but I doubt if it would 
be there at first. When the system had been working 
for many years and it hud shown that it did definitely 
establish the value of the rupee, the confidence might 
grow. 

1393. Would not there be this difference from the 
previous state »f affairs, that then the working of 
tho system was not automatic; it was subject to 
Government manipulation P— Quite. 

1394. Under such schemes as we have been outlining 
the system would bo automatic and would be removed 
from Government manipulation. Might not that 
tend to accelerate the growth of confidence? — It 
would tend to, I agree. 

1395. Finally, under this heading, 1 understood yon 
to say in a previous reply that the demand of the 
public for gold is being satisfied but is still substan- 
tial ? — Yes. 

1396. By the continuance of the proceBBOB now at 
work, might we or might wo not look forward to a 
period in which the demand of the public for gold, 
for instance, for the replacement of silver in hoards, 
would .be satisfied by these natural processes, and 
thus a stato of affairs would he achieved by natural 
processes which you propose to achieve by the 
adoption of the gold standard? — I think that, as long 
ns the rupee remains full legal tender, a large portion 
of tho hoards of the country will ho maintained in 
rupees, nml there will always he a potential demand 
for gold which remains unsatisfied. 

1397. You are not of opinion that, by a continu- 
ance of tho present processes, the hoards of the 
country will be in time converted from silver into 
gold as long as the rupee remains unlimited legal 
tender P— No, they may be replaced partially but not 
entirely. 

1398. (Sir Purnhofamdat Thakurdas.) With refer- 
ence to the question from the Chairman regarding 
the exchange value of the rupee being more stable 
leading to better confidence in the rupee, would the 
exchange value of the rupee if stable be known to 
the masses and would they bo concerned with it at 
all? — It would he known in the course of time, if it 
remains stable. It would not be known to them at 
once. 

1399. Would they know it at any stage when it 
could be of practical use in the consideration of confi- 
dence of the part of the masses. Do you think the 
masses are aware that the rupee was at 2 shillings in 
1920, and went down to Is. 4d. after that, and to-day 
stands at Is. 6d. ? — I think there was a considerable 
amount of confidence in the masses in the exchange 
value of the rupee in 1913, when it had been stable 
for a matter of 13 or 14 years. But that confidence 
has been destroyed to a large extent by the events 
since 1914 and it would take some time to build it 
up again. It might be built np again in the course 
of 15 or 20 years. 

1400. But you do think that the masses do follow 
the fluctuations in the exchange value of the rupee 
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with intelligence? — 1 don't know that they follow 
the oouree of the rupee sterling exchange. 

1401. Or are at all in touch with the exchange 
value of tho rupee? — No, but 1 think they know after 
a comparatively short time if it varies. 

1402. They doP— Yes. 

1408. Therefore, irrespective of the bullion value 
of the rupee this would affect the confidence of the 
masses— I mean the exchange fluctuations in the 
rupee would affect the confidence of the masses in 
the rupee. That is your opinion ?--I think the 
recent exchange fluctuations have affected the confi- 
dence of the masses. 

1404. (Sir Iteginald Alant.) Mr. Denning, you said 
just now that gold would only partially replaco rupees 
in hoards. The replacement is taking place at pre- 
sent at rather a rapid rate. Is it not? As far as L 
can judge, it is. 

1405. Judging from the imports of gold- there 
wore 73 crores, imported in 1924-25 and from a 
slackening in the absorption of rupees, don’t those 
two factors point to a very rapid substitution of gold 
for rupees P — I would not way it is very rapid. [ 
should say it is going on, but it is difficult to say how 
rapid it is. The decrease in the absorption of rupees 
was from 702 crores in 1923-24 to 305 crores in 
1924-25. It is not a very large decrease. 

1400. What would you put tho normal absorption 
of rupees at? Wo have not got any pre-war average 
here? — I can give you the average for tho five years 
from 1909-10 to 1013-14; it was 8 crores 77 lakhs. 

1407. The average was 8 crores and last year after 
at least three good monsoons the absorption was 
only 365 lakhs and also you had withdrawn the ono- 
rupee note. Does not that point to a considerable 
decrease in the rate of absorption of rupees? — iA 
considerable decrease. Out it must be remembered 
that there was a special factor operating, namely, 
the extraordinary cheapness of gold relative to the 
pre-war price. 

1408. But the substitution took place P — Yes. I 
agree that a considerable substitution did take place. 

1409. (Sir Henry titrnkasch.) Mr. Denning, you 
told us that you thought that if you gave the people 
gold, they would regard it as a toy and would prefer 
it at first ami that you could afterwards take it 
awuy from them. How long would you Lhink they 
would want to play with that toy and how long 
would it be before you could tuko it away from 
them? — My remark about a toy referrod to tho use 
of gold for circulation purpose. It is rather difficult 
to say how long they would wuut that toy. 

1410. 1 want to get at the point which is of very 
great importance : when the peoplo get habituated 
to the use of credit instruments including notes 
and to weigh which system is preferable, one should 
always remember that violent changes in all currency 
matters are very detrimental to the internal economy 
of a country. You said that it would take genera- 
tions to got .people habituated to accept the things 
under the prison t rato of progress. 1 should Hko 
to be able to weigh one against the other and to 
estimate the period which will have to elapse under 
the one and under the other system; and for that 
reason I ask you how long you think they would 
want to play with tho toy and then be ready to 
give it up? — l am afraid it. is a little difficult to 
assign any definite period. All that I can say is, I 
think it will be a shorter period. 

1411. Suppose you let them play for ten years; 
would it be enough? — T should say that for a groat 
nnmber of people it would be enough ; but for others 
it would not. I should say the use of tho toy will 
gradually decrease. 

1412. I suppose you would regard violent changes 
in prices ab a serious defect of a system of currency. 
What I have in mind is thiB. If it is true tho intro- 
duction of gold as currency in this country would 
appreciate the price of gold, that is to say, press 
down commodity prices and at the same time heavily 


depreciate the price of silver which is tho Bubstanco 
in which a great part of the population has invested 
its savings, would you regard that as a thing to be 
avoided? 1 would certainly regard it uh u thing 
to bo avoided if the adoption of a gold standard is 
going to mean a large movement in prices generally. 

1413. And would you prefer a system which is less 
likoly to lead to violent changes in prices P— - 
Certainly. 

1414. (Sir M untick ji Dadubhoy .) You said that tho 
use of notes is unduly increasing. This increase in 
the use of notes was marked during the Great War 
only at the commencement; was it not?— [ would 
say tho increase arose mainly during the war; but 
the large increase that took place during the war 
has still continued. 

1415. On the same scale?— I think so; if you 
would look at the figures of the noto circulation, it 
is about the same scale. 

1416. Then you think that they would be popular? 
— I think they arc increasingly Itecorning popular. 

1417. But at the outset of course these notes were 
converted for very heavy discounts, you know. 
Yes, they were, the one-rupee note especially, when 
it was first introduced. 

1418. And not those of other denominations? — 
Yes; at that time there was no silver available. 

1419. Thut is why heavy discount was taken? — 
Yes. 

1420. Is it mil a fact that even now in the districts 
and in rural parts 11011*8 are not cashed without % 
discount?- — I beliexe there is a discount, which 
really amounts to a money changer's commission. I 
do not think it is more than that. 

1421. You will also admit that despite any change 
a large percentage of the hoarded wealth will con- 
tinue to remain in silver? T think some of it might. 

1422. What will become of that part of silver 
which remains in ornaments: will that bo molted?— 
No. 

1423. A large percentage in the country is in the 
shape of ornaments; what will happen to that? — 
That would remain as it is, probably. 

1424. You said about popularising these notes— in 
answer to a question by the Chairman — that you 
have to replaco notes of lower denominations: what 
do you mean by notes of lower denominations? — 1 
think that was a reference U> there being no notes 
of low denominations in Great Britain; but person- 
ally as J said on Friday, when I think you were 
absent., I am in favour of re-issuing the one-rupee 
note. 

1425. Would it be a very economic thing to re- 
issue nne-rupcu notes? — I think in the end it would 
cost about the same as the issue of the rupees, 
assuming that you have mi special store of rupees 
to draw upon. 

1426. (Pro/. Coytijcc.) As regards the giving up of 
the gold currency toy, can we draw some light from 
tho case of Egypt which is very similar to that 
of India? They had gold currency for decades. 
Is there any reason for their giving it up? — I 
believe they had to give it up during tho war; did 
they not? 1 do not know what is the currency in 
circulation in Egypt at present. 

1427. They liavo been systematically drawing gold; 
of course they have been sending it back. In the 
crop season they draw it from England and they 
send it back later on. There w r us no giving it up. 
You told tho Chairman that with the advent of the 
gold currency, gold will tend to displace notes to a 
certain extent? — Yes, I thing so. 

1428. And the holderB of silver ornaments will 
have this as their channel for changing their metal 
into gold; they will try and get their silver and get 
notes and present them for gold? Is not that 
likely P — I should not think so because the price of 
silver would presumably be low and T do not think 
they would be inclined to sell their silver ornaments. 
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1429. Don’t you foresee that it might get lower as 
silver is sold abroad and therefore they might be 
keen on exchange? — That is a question of their 
appreciation of the movements in the silver market. 

143U. (Chairman.) Continuing the memorandum, 
paragraph 11 says: — “(a) the total amount ol’ 
rupiHM presented by the public for conversion would 
not appreciably exceed Rs. 100 crores.” This, we 
ugive, is tliu vital figure of the calculations involved 
in the introduction of a gold standard. It is, of 
i-ourse, a hypothetical figure, is it not? — Entirely; it 
is un estimate. 

14.11 . I sec that Sir Basil Blackett in paragraph 21 
of his memorandum inclines to the view that 200 
i-rores of silver rupees is an overestimate of the 
amount to bo converted into gold and he suggests g 
figure of Its. 150 croros, which means that it reduces 
the amount which will be presented through hourds 
by oO croros. What, in your opinion, is the relative 
reliability of the two esti mates? — Personally I am 
inclined to favour the estimate of 200 crorefi. It 
may be a little on the safe side. Blit 1 should not 
care to proved on the assumption that tho amount 
would he ns low as 150. 

14.12. As to the 90 crores of silver rupees in tho 
reserve, would you explain what you mean by the 
phrase * valued at one rupee per standard tola 1 P 
That refers, as I understand it, to silver bullion— 
the present valuation in the accounts?- -The present 
valuation for the purposes of the pa])«r curroncy 
reserve accounts. Previous to the war the valuation 
of the bullion was the purchase price. After tho 
war there were considerable difficulties in adjust- 
ment and the small holding of silver bullion at that 
time was definitely valued at one rupee per 
standard tola. Theroal'Ler the accretions to the 
silver bullion have come from the melting of unctir- 
roiit- coin, and in accordance with the Indian Paper 
Currency Act the silver obtained from unciirrent 
win is credited to the reserve at the rate of Re. ] 
per tola. 

1153. We have dealt at some length already with 
1 lie basis of this estimate of 100 croros. May I 
remind you that we hope io obtain a memorandum 
from your Department setting out the best bases 
whirl i can ho given ns to tin* total amount of rupees 
in circulation, in boards and so forth P-—' Yes, Mr. 
Me Watters mentioned it to me this morning. 

1131. In sub-paragraph (6) wo get your estimate 
of the amount to he realised by the sale of the silver 
returned and the silver in the reserve, and the 
estimate is based on an average priec to be obtained 
of not less than 24d., per standard ounce. Can 
you tell us what led you to adopt the figure of 21 d? 
— Any figure of that nature must to a lurgo extent 
ho a guess and one lias to proceed on very general 
considerations. We have tho fact that tho lowest 
price of silver during the last century was 21 d. per 
standard ounce. Cold prices generally have 
increased by 50 to CO per cent. If the price of 
silver falls to a very large extent relatively to 
other commodities, then its uses for industrial pur- 
poses, subsidiary coinage and the like would pro- 
bably increase and bring in factors which would 
tend to keep the price up. That is one general 
consideration. Another general consideration is 
that between 1922 and 1923 the world production of 
silver increased by 32 million ounces. This con- 
siderable increase in production did not appreciably 
affect the price; in fact thero has been a tendency 
for it to rise rather than to fall. Looking for 
analogies, tho nearest seems to bo tho sale of German 
silver in the seventies. At that time Germany sold 
one-and-a-lialf year’s world production of silver and 
tho price foil by 9 d. Tho sales were spread over a 
period of nine years and the price fell 9d. during 
these seven years but there were other factors affect- 
ing tho price of silver which tended to force it down. 

1435. Do you remember wliat the price was at the 
outset when those sales began?— I think about 53d. 
Then we have the fact that the United States 


between June 1920 and March 1923 purchased 187 
million fine ounces. Thus for three years there was 
a demand of about 60 million ounces per year on 
account of the United States purchases. This demand 
wus removed from the market in March 1923. The 
removal of this demand did not affect prices appreci- 
ably. All one can say is that the factors in tho 
silver market are uncertain and that it is difficult 
to give any dofinite figure, but there is reason to 
suppose that there are factors that inay intervene 
to prevent what at first sight appear to be the 
staggering effects of these large sales of silver. 

1136. You are assuming in this estimute that the 
sales arc under control and spread over 10 years? — 
Yes. 

1437. Supposing there was to ho a great accelera- 
tion of the selling, either by the tender of hoards 
lor gold through private channels, or by the sivle ol‘ 
silver ornaments and other forms of silver us a result 
of the announcement of this policy, would thut intro- 
duce a factor which might tend to falsify this 
estimate? — If such an event occurred it would, but 
such an event is, I think, not very probable. 

1438. Would you amplify your reasons a little for 
viewing that as an improbable event?- - Well it teems 
to me thut the principal effect of an announcement 
thut India wus going to sell this amount of silver 
spread over ten years would he u large drop in the 
prices of silver straightaway, and tho holders of silver 
ornaments would not he very much inclined to realise, 
because they would losu, and if they looked ahead 
they would say thut this extruordiuury excess oi 
silver on the market would he removed again after 
ten years. 

1439. Is it not a general experience of markota that 
a sharp fall produces a panic umongst holders, which 
results in wholesule selling at uuy price obtainable? 
— It does sometimes, but if that silver is in tho form 
oi ornumeiits, it is being definitely used; and it is 
a question whether ornaments would be melted 
down. 

1440. (Sir Reginald Alant.) What is the equivalent 
of a dollar per fino ounce in pence? Can you give 
us that, roughly? The Amoricun purchase wus ut a 
dollar per fine ounce? — 1 am afraid I cannot say off- 
hand what the equivalent is. 

1441. 1 only want to chuck your statement from 
these tables Lhut there hud not been any material 
fall in prices when America ceased purchasing?- I 
cun give yuu the prices of silver in cents. 

In 1921-22 tho highest price in cents during 
the year wus 73, lowest price 56; 

in 1922-23, the highest price was 74, lowest 62; 

In 1923-24, the highest price was 68, lowest 
63; and 

in 1924-25, the highest price was 72, lowest 63. 

1442. When did they cease purchasing? -In 
March, 1923. 

1443. We were told tho oilier day that silver is 
produced mainly us a bye-product. 1 believe ho. 
According to the experts’ report, which is an 
appendix to the Dabington-Sniith Committee’s 
Report, about 89 pur cent, of the world’s production 
is a bye-product from ores which are primarily 
worked for lead, copper, zinc, and gold. 

1444. Can you tell us whether that was the position 
of affairs in 1870 when Germany put a large amount 
of silver on the market? — 1 nin afraid 1 cannot. 

1445. If silver at that time was produced largely 
on account of its own value, the action of Germany 
then would probably check production, and that 
might account to some extent for the small drop in 
pricos.-—! can tell you that the world production was 
increasing, but whether this cause was operating, 1 
do not know. 

1446. Bo under present conditions in which silver 
iB produced largely as a bye-product, you cannot 
expect a large decrease in production even though 
tho Government of India were to make a large addi- 
tion to the supply P — Not so large; but you oan pre- 
suppose Homo decrease in production. 
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1447. 11' the addition to the supply will not utfoct 
u corresponding decrease in production, prices may 
lull very low, much lower than you anticipated — 1 
think they may. 1 do not pretend that my estimate 
is necessarily correct. 1 think further export advice 
will have to be taken. 

1448. (Chairman.) Now we come to paragraph 6 r 
which raises the important mntter of the reserves to 
be held during tho intermediate period. There the 
effect is this, is it not, that you start at present 
with a total of gold and sterling of 10U’7 cruras to 
cover tlie note issue and the exchungo reserve, and 
you propose Llmt during the intermediate period you 
should hold only 56*9 crores P — That is correct. 

1449. That is lor both these purposes, os cover for 
the interuul convertibility of the noto issue, and as 
an exchange reserve for stabilisation of Lho rupee? 
-—Yes. 

1460. Are you of opinion thut, in view of the cir- 
cumstances that the country will be passing through 
an experimental period as regards its currency in 
which the basis adopted depends upon many uncer- 
tain hypotheses which cannot be exactly calculated, 
a reduction of your gold and sterling securities to 
fiU'U crores us u cover for the purposes described is a 
measure of prudence, leaving u safe margin p— 1 
would say it would be imprudent if you did not 
have behind you a backing of externul credits or the 
possibility of gotting external credits. 

1451. Those external credits are credits used for 
what purposed — Thoso externul credits that you 
actually take would be used for providing the neces- 
sary gold to convert rupees into gold. 

1452. Or rather thay can be used directly, accord- 
ing to your scheme, to avoid the necessity for re- 
mittance and thus to force an iuercasod import of 
gold through normal channels P *Quite. 

1453. You feel no doubt or hesitation about the re- 
duction of the percentage to 30 per cent, from the 
present percentage during this intermediate period? 
—1 do not think so. The 30 per cent, backing 
would appear to be sufficient, if you had the further 
backing of oxtornul credits which would be drawn 
upon as required. 

1454. Any further extension of those external 
credits, ns 1 understand it, would be an increase in 
the expense of the scheme ?- -Yes, but 1 do not know 
how far it would mean an increase in the expense. 
What i mean to say is that might wo make an 
niTiingement under which wo might take a credit 
of CO croroH; we should have tho drawing power, 
we will say, of 50 crores, but in practice wo might 
only take 25 crores. The expense of obtaining 
thut drawing power of 50 crores would not be so 
great us tho actual taking of the remaining 25 crores. 
It is the expense of obtaining an option. 

1455. (Mir Henry Strakosch.) 1 want to ask Mr. 
Denning what the difference is between a reserve 
and credits abroad. F understood you to say that 
a 30 per cent, reserve would he imprudently low 
unless facilities to raise credits abroad were assured. 
Gould not one more simply express that by saying 
that a 30 per cent, reserve is not adequate? Leaving 
aside tho question of cost, you aro saying that a 30 
per cent, reserve would be too low unless credits 
were available. Gould not that be equally expressed 
by saying tlic reserve ought to be, for argument’s 
sake let us say, 50 per cent.; you might feel safe 
with a reserve of 60 per cent.?- 1 do not think it is 
quite the same thing. After all, tho reserve you 
want, assuming you are going to keep a definite 
amount and assuming that it is not going to be 
drawn on, is largely to give confidence. 

1460 . Let me put it to you this way. Simply as 
an oxamplo let us take a reserve of 30 per cent, 
and a drawing powor of 60 crores. Very, well, 
then the 60 crores, if you had them in sterling or 
dollar seonrities might yield you, Bay, a matter of 
4 per cent. Now if instead of having your 50 crores 
of securities, you had a drawing power of 60 crores 


for which you will no doubt have to pay a commis- 
sion, and on top of that in respect of any amount 
drawn tho current rate of interest which would mi 
doubt be higher than 4 per cent. 1 do not quite 
see why there should he uuy particular advantage 
from the expense point of view in not holding these 
reserves but to arrange for a credit? -That would 
depend on the rates, the rate of commission you 
would have to pay for the drawing powor and the 
rate of interest you would have to pay on the amount 
you might draw; that would be a matter of 
calculation. 

1457. .But unless you could raise the 50 crores 
cheaper than 4 pur cent, it would pay you to hold 
the reserve? — It depends on interest rates. 

145$. Yes, T had assumed for the purpose of tho 
argument thut a reserve of 50 crores could lie in- 
vested at an average rate of 4 per cent. — That ;s 
assuming you intend to borrow tho wholo definitely. 
In the first place, you have to decide what eoinmissioii 
you would have to pay on the drawing power of 50 
crores and you would have to pay lliuL all through 
the process. Then you would actually draw, say, 
30 crores. Therefore on the 30 crores you would 
pay the full rate of interest during tho lime >011 
would have that money, LliaL is, at the current 
rates; hut on the remaining 20 crores you would 
only pay your commission. 

1450. Therefore, may 1 take it that your pro- 
posal witli regard to raising credits abroad is made 
merely to save expense, and that if you had the pos- 
sibility of holding that amount in reserve you would 
do so? Oh, yes, it is intended to save expense. 

Util). Therefore, 1 think you admit that 30 per 
('cut. is inadequate uml if you had tho means you 
would make it a higher percentage of reserve? Yes, 

1 would have a higher percentage of reserve if 1 liad 
the means. i say you can substitute for the time 
being nn external credit. 

14G1. (Sir Manv.chji Ihulahhoy.) I want to mako 
dear just this point lvhich 1 could not follow. You 
say that Government could permit this backing to 
go as low as 30 per cent, merely because there is 
further backing of external credit P -Yos. 

1462. If there was iioL this backing of external 
credit, then Government would not permit il? — 1 
do not think so. 

1463. Now can you always depend upou external 
credit?-- 1 am assuming that you have arranged 
your external credit before starting your proceedings. 

1464. There is an element of risk about it, is not 
there? No risk if you have definitely arranged your 
externul credit. 

1465. (Chairman.) There is an element of uncer- 
tainty as tu whether you could obtain the external 
credit? 

1466. (Sir Munrrhji Dadubhny.) Quite? — Yes, there 
is that element of uncertainty. 

1467. (Chairman.) Thou you continue in your 

memorandum to deal with the reserves under the 
third stage, the final stage. You outline a 

reserve which will consist of 56*9 crores of gold and 
37*9 crores of sterling securities. Sir Basil Blaekett 
in his memorandum suggests a reduction of those 
figures which would give us 40 crores and 39-5 crores 
of sterling securities or gold. Will you tell ub 
whether, after considering Sir Basil Blackett’s sug- 
gestions, you desire t-o modify your viowa as to the 
original proposal ? - No, l cannot say 1 do, because 
that point was pill forward by Sir Basil Blackett in 
u preliminary discussion and 1 maintained that it 
would bo very much sufer to allow for the minimum 
of 50 per cent, of gold and sterling and 30 per cont. 
gold. I still think it would bo safer. 

1468. Is that the result of a general view or of any 
detailed calculation ?— Tt is the result of a general 
view. The main point is that I think in a country 
like India you want ruther higher real reserves than 
in a country where credit facilities and education 
are further developed. 
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1469. On the question of the alternative proposals 
us to the holdings in the reserves under the gold 
standard system, are there any supplementary ques- 
tions ? If not, then we come to the next paragraph, 
on which there is only one question 1 would like to ask 
you in order to supplement our knowledge. You refer 
to the possibility of postponing, by special arrange- 
ments, the conversion of lurgo hoards of rupees held 
by the Indian States, in the first place, are there 
any figures available as to the extent of these par- 
ticular holdings of rupee hoards to which you refer? 
— None at all. it is impossible to obtain any re- 
liable information at all. 

1470. Wliat is the nuture of the special arrange- 
ments which you have in mind? — Negotiations, with 
the Indian Slates concerned of which the net result 
would bo that Government would induce them to hold 
up their demand. If you gave them a definite promiso 
of giving them gold in exchange for their rupees ut 
some time in the future, two or three years hence, you 
might get them to agree not to put in their hoards 
at once. 

1471. What will the inducement be to the holder not 
to put in his hoard at once? — Well, largely to oblige 
the Supreme Government. 

1472 On the basis of an arrangement under which 
there was no inducement ottered at all? — Well, one 
might possibly induce them by giving them a small 
gain on the proceeding. Hut 1 think it will be possible 
to induce them without anything of that sort, ill some 
cases ut any rule. 

1479. Finally ut the end of the paragraph we come 
to another very essential figure, where you say that 
the aggregate amount of the lust demand would not 
be very large and a stock of 5U crores of gold in 
Bombay would almost certainly be sufficient. 1 under- 
stand you are estimating that,* of the JO0 crores sup- 
posed to lie held in hoards, not more Limn half would 
be presented fur conversion on the initiation of the 
policy? — Yes, that is my assumption, during the first 
rush. 

1474. Can you give us any basis at all for Hie 
estimate of 50 crores, As 1 pointed out there is no 
cssontial difference between tho conditions that are in 
force now and the conditions which would obtain at 
the initiation of stago 1, except the psychological 
effect of tin? announcement that the full legal lender 
attributes of the rupee was to bo taken away some 
yours afterwards. 

1475. May 1 ask you a question on that point. I 
suppose it will bo tho intention of tho Government to 
make a full utin mincemeat at the outset as to the 
policy to be pursued?— L think so. 

1476. And not to exercise uny reservation in wlml 
is to bo told to the public? — I do not think so. The 
only diffcrenco would he that Government would have 
to declare their intention to tnko away tho full legal 
tender of the rupee ten years lienee; I do not think 
that that announcement in itself, without any other 
change in conditions, would leud to a very largo imme- 
diate rush fur tho conversion of the boards into gold 
bullion. 

1477. Let me put it the other way about. Why 
should anybody wait?— Tn considering that I think 
that ono has to remember that it will take a long time 
for the knowledge to filter down ; it will Luke a long 
time for the rupees to come in from the villages for 
conversion; and the Lndiau mind, that is tho mass 
mind, moves rather slowly; so that, T think it is ex- 
tremely unlikely that you will get gold pouring in 
very vast quantities in a very short time. 

1478. (5fir Maneckji Dnduhhoy,) You referred to 
these hoards of rupees held by Indian States and you 
say 11 the conversion of which it should bo possible to 
postpone by special arrangements.’ 1 Do you seriously 
believe that the Indian States will discloso their re- 
serves tn the Government of India? — J do not think 
they will disclose them. 

1479. How would you force them to disclose them? 
— I should not force them to disclose the amount of 
their reserves; all I should do would be to ask the 


States not to convert their hoards immediately; 1 
should not ask them to tell me the amount of their 
hoards. 

1480. Besides British rupees most of these hoards 
also consist of their own silver coin? — X do not think 
lliut would alfcct our arrangements except in so for 

t as that money was legal tender in British India. 

1481. But would it not affect it if they melt it 
down? — The Government of India would not have to 
give gold for it. 

1482. (Chair mart.) In paragraph 13 of your 
memorandum you deal with some of the mechanism 
that would ho requirod to work out the pro- 
posal. You say: — “Assuming Btage (1) were 
introduced at a time when there was a considerable 
balance of trade in India’s favour and Government 
uiado no remittances at all to meet Home charges from 
tho sterling reserves, the rate of oxchange would 
promptly go to the upper gold point and the Exchange 
Bunks would liuvo to import gold to cover their pur- 
clmses of sterling.” Conversely, what would be the 
effect upon the operations described in this para- 
graph, supposing that unfortunately they were to 
coincide with a bud year for exports and thero was a 
balance ill another direction? — Normally there is 
never a balance in tho other direction. There is 
always a balance of trade in India's favour, leaving 
out the Government remittances. The effect, if the 
season were bad, would be to decrouso that balance. 

1483. Tho question was, perhaps, budly put. Sup- 
posing that the introduction ul' stago (I) were to be 
coincident with u year in which there was un abnormal 
reduction of the so-culled favourable balunco of trade, 
of the nature that previous arrangements led to a 
situation which required tho sale of reverse councils, 
wliul would be the effect upon the operations described 
in this pnrugruph of such a coincidence? — The effect 
would bo that tho amount of gold imported to liqui- 
date the balance of Lrado would be less, and it is 
possible that Government might have to import gold 
on their own account to supplement the supply 
brought in through the ordinary channels. 

1484. increasing to that extent the amount of tho 
credits obtained? — Yes. 

1485. And increasing proportionately the expense 
of the process? — Certainly. 

1486. Taking things at their worst, a series of bad 
years might possibly lead to such a prospective ex- 
pense as lo make tho scheme prohibitive? — 1 would 
say that it seems unlikely judging by past history. 

1487. Testing all the possibilities, that would be tho 
effect of a series of years? — it would lie the effect, yes. 

1488. (Sir Maneckji Ihulabhoy.) First in connection 
with the question the Chairman asked you, you have 
stated that Government will liuvo to import gold on 
their own account; you also said that in cither case 
the net result would lie that the private imports of 
gold would, shortly after the iutrodiietiou of tho new 
system, be at least as largo as under the present 
system. So would thero be competition between the 
Government price and tho privato import price? — I 
imagine that Government would soil gold at parity 
and as exchange would be at the upper gold point the 
bullion merchant would soli it at tho same price. 

1489. You dou'L think there would be nny competi- 
tion? — £ don’t think so. 

1490. You don’t think it would bo necessary to allow 
for restricting import under licence? — No. 

1491. It won’t entail that, ns was done during tho 
war? — No. 

1492. You fool quite confident on that point? — Yes. 

1493. Then, the next point I would like to know 
is in connection with this heavy dislodgmont of silver. 
How will it affoct internal prices of commodities? 
Will it affect it at all? — Well, at the first stage, silver 
will tw only coming in from hoards and therefore I 
don’t think it would have any effect. The amount of 
currency in uctual circulation would remain the same. 

1494. That is at the first stage P— -Yes. 

1495. But when a certain amount of absorption has 
taken place, what will happen?— At the second stage 
gold would be substituted for rupees. Thero will 
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again bo no ckunge in tho actual amount of the 
currency in circulation. 

1496. In none of the stages will internal prices bo 
affected?— No. 

1497. Will it affect wages?. Tf it does not affect, 
prices, I don’t see why it should affect wages. 

1498. ( Sir Alexander Murray.) In connection with* 
Mr. Denning’s reply to Sir Maneekji, he makes no 
particular reference to the fact that 18 to 20 croros 
of silver will no longer bo imported at thnt stage. — 
If Government soil? 

1499. The imports last year were 20 croros. Well, 
that silver will not bo coming in to balance trade. 
Why not? 

1500. Because you will be selling silver in India to 
meet all requirements.- - Yes, well? 

1501. Thercforo those 18 to 20 croros silver will not 
be coming in, which means thnt there will he increased 
supplies of gold coming in. Last year’s imports of 
gold were 74 crores in value. Add instead of silver, 
20 croros, and against the Government remittances 10 
croros, so that roughly wo will say tho imports may he 
140 croros. — Thnt is assuming that Government make 
no remittances at all. 

1502. Which is a natural assumption to make in the 
first year.— I imagine the amount of the Government 
remittances will he decided by tho state of tho Gov- 
ernment’s gold reserve. Tf Government found that so 
much gold was being imported that it was being pre- 
sented to them, they would step into the market and 
start making remittances, because they would see (hat 
the doiriand for gold was being more than satisfied. 

1503. I am in fact accepting your own assumption 
ill this part of your statement. — T quite agree with 
you. All T say is that Govern merit mold force. I 
don’t say they would. Tho state of affairs would he 
that gold would como pouring in. In so far as that 
gold was not required to meet the public demand for 
gold it would bo put into tho Government reserves. 
Tf Government found gold coming into llieir reserves, 
they would know that tho imports of gold were more 
than sufficient to meet tho demand and therefore they 
could safely remit without producing a demand on 
their own gold reserves. 

1604. (Chairman.) Tn the next paragraph there is 
a slight difficulty which T think is only a conversion 
difficulty. Tn paragraph 14 you allow for tho con- 
version of 20 croros of the sterling reserves into gold 
to moot the first demand; and at tho conclusion of the 
preceding paragraph you say the sterling reserves 
would he used up in meeting tho homo charges. At 
thei conclusion of the first paragraph the sterling 
reserves, thnt is the sterling reserves less tho 20 or ores, 
are converted into gold. Is that the case? — Yes. 

1505. Tn paragraph 15 you describe how the reserves 
are roaccumulaled by the sale of silver until they 
arrive at. tho figure for which you allow in your con- 
stitution of tho final reserve. The next paragraph, 
paragraph 16, suggests the following question You 
are assuming, for the safe introduction of the final 
stage, that stage (2), during which there will have 
been a voluntary undertaking on the part, of the 
Government to give gold coin against silver rupees, 
shall be in operation for a period of under five years, 
and that the voluntary offer on the part of Govern- 
ment will have been taken considerable advantage of, 
thus diminishing the shock which might otherwise 
be experienced by the reserves at the inception of 
stage (3). One must, therefore, contemplate, must 
not one, that, supposing stage (2) were to turn out 
not to have the effect which you expect from it, that 
is, a gradual substitution of gold for silver in honrds. 
that the dato at which it would he safe to intro- 
duce stage (3) might bo postponed accordingly. To 
put it crudely, yon are allowing for n good long 
effective (2) before you can get on to stage (3) and 
you must have it? — I think it is safer to have it. 
But I think that if you mako gold freely available 
&nd if, as you suggest, the people do not take 
advantage of it, then they are not likely tn take any 
more advantage of it if you undertake an obligation 
to do what you have been doing in practice. 


1506. Tho extent to which they take advantage of 
it does not seem to bo to effect the possible extent 
of the demand at the inception of stage (3). — It might 
to a certain extent but not. very much. 

1507. One has to contemplate all possibilities. How 
would tho matter stand .supposing stago (2) were not 
to bo taken advantage of at all and stage (3) were 
to be introduced and still there was no demand for 
gold in exchange for rupees in hoards? — If at the 
introduction of stage (3) there wore still no demand, 

1508. If nothing still happens?- -Well, then, I 
think, you would have to go on piling your gold 
reserves to a much larger extent before you could 
introduce stage (-1). I have assumed during the 
stages (2) and (3) a large amount of gold would be 
taken from Govern ment. Instead of pouring out 
that gold, you will pile it up. so thul you would be 
in a better position to meet stage (4). 

1509. At no more expense. Now you arrive at stage 
(4) with your reserves piled up as you describe. Tl 
might be interesting to contemplate what would 
happen supposing you introduced stage (4) and still 
the people in India did not respond to the policy as 
to limiting the legal tender of the rupee, and then* 
was no great alteration in the amount of silver held 
in hoards?.. -If there were no response at stago (4) 
then you could after waiting some time and obtaining 
no response reduce your gold reserves safely. If it 
didn’t come at the initiation of stage (I) probably it 
would never conic. 

1510. 1 must ndmit tlint it is somewhat of an 
cxtravAgent hypothesis, hut it may serve to elucidate 
all possibilities, ns \ understand. What would then 
occur? You would have accumulated a hig reserve 
which you might not he able, to reduce. You would 
have been involved in a certain amount of expense 
which, as L imagine, you would say was not wasted 
because it has enabled you to undertake tho transition 
to tho inconvertibility of the rupee in safety, so you 
would say that you were as well off as if the matter 
had proceeded in the way in which you anticipated? 
Yes. 

1511. (Chairman.) Wo go on next, to the question 
of the amount of gold required, and thnt is a question 
which wo might conveniently adjourn until after 
lunch. 

(Adjourned for Lynch.) 

1512. (Chairman.) Mr. Denning, the total amount, 
of gold required after tho initiation of your third 
stage is for the substitution of rupees. First of all 
you give the figure of 110 crores of rupees. How 
Hoes that, come up to 110 croros instead of 100? T said 
in paragraph II (n) that tho total amount of rupees 
presented by the public- for conversion into gold would 
not appreciably exceed 100 crores. Then I take 90 
croros as being in tho paper currency reserve and 
in order to round off the figures, 1 take 110 crores 
as tho amount presented by the public. 

1513. Pins 50*9 crores of reserve, less 29-7 at present 
in reserve, giving you a liuluuccof 137*2 crores, approxi- 
mately equal to 103 millions sterling? Now thnt is 
the absolute drain of gold to India, so to speak, which 
would result from tho adoption of this scheme? — Yes. 

1514. In other words, to get an important, point 
quite clear, India will havo to take another £103 
millions of gold from other holders of gold in order to 
carry the scheme out?- -Yes. 

1515. I should ask you here whether you could ex- 
pand a little what weight you attach to tho final 

paragraph of your memorandum * The drain of 

gold to India and the snlo of large quantities of silver 
might havo serious world consequences which would 
inevitably react on India, but it would probably be 
possible to avoid serious world disturbance by suitable 
arrangements * ? — I think the gold difficulty and the 
silver difficulty are the two great difficulties in intro- 
ducing a scheme of this sort. 

1516. To take a few elucidatory figures, I believe 

that last year’s total addition to the world’s supply 
of gold was in the neighbourhood of £79 millions, 
was it not?— I believe it was. 1 
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1517. Tho to till holding of gold in Great llritiiin 
at prosont is about 150 millions? — Yes, I think so. 

1518. And, speaking very approximately from 
memory, the total supply of gold for monetary pur- 
puses in the civilised world is somewhere about 1,800 
millions? -1 am afraid 1 have no figure in my mind. 

J5I9. Wo must correct it by more careful statistical 
information, in relation to the total production and 
supply of gold would you tell ns what weight you 
attach to its possible cause on disturbance? --1. think 
if Tridia set out to do this without consulting any- 
body, without making arrangement with anybody, it 
might have a serious effect on tho world prices; but 
there nro special circumstances at present existing 
which might, by suitable arrangements, lake away 
very largely and possibly altogether from tho effect 
on gold prices. That is to say, the United States of 
America has a large amount of gold sterilised. If 
by an agreement with the United States we can in 
effect draw this 100 millions out of their slock which 
is sterilised, presumably, the effect on gold price* 
need in it be very serious. 

1520. It is an attractive suggestion. What form 
of hargain do you suggestP — F admit we havo very 
little to offer in return. 

1521. Havo yon been able to outline at all in your 
mind tbo nature of the financial arrangements with 
the Federal Reserve Board which will enable you to 
draw this gold holding from the United States? — You 
mean the actual machinery for withdrawing it. 

1522. Yes? -T have no very clear outline in my 
mind. But T admit that we go to them with com- 
paratively little to offer in the way of inducements to 
them to iiclp iis in this way. The only thing wo can 
say is that it, will assist in putting tho currency of 
one of the great trading nations of tho world on a 
sound hasis and they have assisted other nations of 
the world in putting their currency on a sound basis 
by supplying them with gold credits. 

1523. fs llicro any easo known to you in which 
gold credits havo been supplied for tho purpose of 
supporting gold circulation? -No, there is nono. 

1521. (Sir Henry Strnkasrh.) You estimated the 
total requirements of gold would he £103 million 
sterling. Does that figure include the silver coin 
and silver hoards held in the Native States?- -It takes 
iio account of those except, in so far as the silver coin 
is legal tender in British Tndin. 

1525. So that the figure of £11 Ki millions would have 
to he increased by whatever silver emanating from 
those quarters may he expected to be exchanged for 
gold? Yes, emanating from any source other than 
coined rupees. 

1520. (Chairman.) F think wo have dealt, with the 
silver market at some length by anticipation in the 
course of our morning’s proceedings, and we come 
now to the important bend, the cost of introducing 
a gold standard. On this question of cost you have 
replaced your former paragraph 20 by a revised 
version which the Commission have now received, 
the substantial effect of which is to arrive at a 
diminished cost for the introduction of the scheme, 
in substitution for the figures of a somewhat higher 
cost at which you originally arrived. We, therefore, 
disregard your previous paragraph 20 and deal now 
with your revised paragraph 20. You point out, in tho 
first, place, that, the real assets held in the Govern- 
ment reserves at present amount to 154*7 crores, 
of which the only constituent part which is based not 
upon realised facts hut upon estimate is the value 
of silver in the paper currency reserve which is 
liable to those elements of uncertainty with which wc 
have dealt P --Quite. 

1527. Your next step is to assume that 90 crores of 
Government rupee securities would he held in the 
reserve as finally constituted. This, we ohsorve, is 
the figure given by Sir Basil Blackett in his memor- 
andum, ns distinguished from the larger figure of 94*8 
crores which was given in your lay out, for the reserve? 
--90 crores was the figure given in my memorandum 
too — paragraph (d) (Hi), 11 The remainder should 


be rupee securities of which not more than a 
fixed amount, say, 90 crores, should be Government 
securities.” 

1528. i think we shall find that in order to make 
youi reserve balance against a total circulation of 
189*5 crores, taking your gold and sterling securities 
at 66*9 and 37*9 crores respectively, we sliull have to 
allow 94*7 for the rupee securities? — There might be 
rupee securities other Lhau Government securities. 
They would bo real assets. 

1529. The excess over 94*3 crores might bo bills; 
similarly 90 crores of Government securities would be 
held in tho reserve as finally constituted. This gives 
you 99*0 crores of the above assets which can lx* used 
mefully for tho reserves. That is, 189*5 plus 90 crores 
of Govern men t rupee securities?— Quito. 

.1520. If you deduct 99*5 from 154*7 you arrive at u 
figure of 55*2 crores available fur tho cost of re 
dcuiptioii of tho 110 crores prosentod by the public. 
You thus arrive ut the conclusion that Lliero are just 
sufficient leal assets in the actual cash to meet tho 
cost of redemption of rupees presented. Then I 
understand that yuu proceed by the following reason : 
That you have enough of reul assets to meet the gross 
outlay for the redemption of rupees ultimately. You 
cannot realise those assets as soon as they are required 
liecause you have to sell your silver by degrees. 
Realisation of your assets thus lags behind tho pur- 
pose for which they are required, in order to cover 
the lay out, you have to raise external credits and 
tho cost of your scheme is to be measured, in the first 
place, by tho expense of raising those external credits 
which are ultimately repaid? -Yes; that is correct. 

1531. And, in addition lo that, the cost of your 
scheme is measured by wliutovcr larger amount of 
gold as distinguished from sterling securities you have 
to carry under the final arrangement in comparison 
with that which yuu now curry undor the prcsenL 
arrangement? — Yes, broadly, F. think. 

1632. 11 Tho final recurring cost would be the differ- 
ent*} IjeLwocn the interest now received on sterling 
securities ill the paper currency reserve and the 
gold standard reserve and the interest which would 
he received on the sterling securities in the reserve 
as finally constituted.” Thai is to say, the interest 
on 8(1 crores which is your present holding of gold in 
sterling securities, less 42*6 croros. I find difficulty 
in identifying this figure of 42-6 croros. l’ussibly you 
can identify that figure f«i — l think 1 can put 
it more eleaily in this way. If you are going to have 
99*5 crores of real assets in your reserve, of that 56*9 
would be gold. Thu romaiuder of your real assets 
would be in securities, cither sterling securities or 
rupee securities. I. have assumed for the sake n! 
calculating the cost that they arc all sterlini; 
securities. 

1533. So that you arrive at the 42*6 in the follow- 
ing manner: first of all you add the rupee securities 
to the gold and sterling securities, 90*66— 146*9. 
Deduct that from the 189*5, total circulation, 42*6. 
Wlmi docs this figure of 42*6 represent? Sterling 
securities und a certain number of rupee securities 
other than Government of India securities? — 
(Secretary) : Yes. 

1534. That gives you a loss of interest on 37*4 crores, 
and you calculate that at 3 per cent,. How do you 
arrive at the figure of 3 per cent. P - That is roughly 
the interest wo are getting on our short-term 
securities in the gold standard reserve. 

1535. That is the filial cost, not allowing for the 
eoxt of certain credits raised during tho intermediate 
period ?— Yea. 

153(1. And you then proceed to calculate upon such 
hypotheses as you can make?- -Yes. 

1537. You allow for the conversion of 20 crores of 
gold securities in the first place to meet the initial 
rush which, added to your 29*7 orores of gold alrondy 
held, gives you approximately 50 crores for that pur- 
pose?— Yes. 

1538. Your next step causes mo some difficulty and 
needs I think a little elucidation. You say “Assum- 
ing that the whole of the stock of gold is used and 



MINUTES OF EVIDENCE. 


J>5 


3D November, 19*25.] 


Mr. II. Denning, I.C.S. 


[Con I inimf. 


that the Government would have to hold a stock con- 
tinuously during the transition period of a further 
10 croros of gold securities to be converted into gold." 

J may explain to you my initial diffioulty there. You 
have got 52*8 crores available, of which, by hypothesis, 
you exhuust 50 crores, leaving 2*H. You then assume 
that you must convert u further 10 crores of gold 
securities into gold. Jf that is to be done, it cam only 
be done by either holding at your disposal 20*0 crores 
required for tho reserve or by an immediate fresh 
borrowing?- • No, 1 think 1 can put it in this way. 
1 have assumed that at the first rush tho whole of the 
50 crores of gold hold by Government is tukon from 
Government, that is to say, it is not supplied through 
other cliunucls, through imports of gold ; but if that, 
happens, then Hie Government would have to convert 
1(1 crores of their securities into gold in order to keep 
a spare amount of gold. 

J539. These will he gold securities in the paper 
currency reserve?— Yes. You convurt another 10 
crores of gold securities in your reserves into gold. 

1540. Supposing, just Lo complete tho process, you 
have to use that gold fur the purpose of redeeming 
rupeos, how do you replace it in the paper currency 
roservo? — 1 am assuming that after the first rush the 
whole of tho gold required will bo obtained by Lbe 
imports of gold which Government will force by keep- 
ing up exchange to the gold point. 

1541. L havo not quite apprehended the process yet. 
What huve you left in the form of sterling securities 
outside those held on accoutit of tho paper currency 
reserve during this period? 1 go on to give the pro- 
cess further on. I say, at first you are going to lmvc 
a demand of approximately 52*8 crores and l allow 
for tho possibility that that demand will be on the 
Government’s gold. Thereafter there will be no 
demand on the Govoriuiiout’s gold as the public 
demand will bo met from tho increased imports on 
private account. That uses up 50 crores of the 
Government's gold but you have got 30 croros ot 
Government securities. You turn 10 croros of those 
sterling securities into gold and you still have got 
your necessary resorve. Then 1 assume that the 
demand is met either entirely by tho imports of gold 
as it will not oxooed tho amount by which Govern inenr 
can force imports of gold — it will not exceed 40 (Tores 
u year. 

1542. What is the point o!' turning your securities 
in the paper curronuy reserve into gold? — llccause 
part of that demand may come on the Government’s 
gold, and you must have some stock continuously 
of gold. 

1543. And if you uso it? — Then tho demand on your 
sterling securities will be 10 crores less, because your 
imports of gold will bo less by 10 crores. 

1544. Is tho process this, that equi valent sterling 
securities will then be transferred buck to the paper 
currency reservo to replace tho gold that is taken out. 
that is lost, 10 crores? -Yes. 

1545. Now we coins to tho next clement of un- 
certainty, as to the amount of external credit which 
w'ill bo required. You say iL seems unlikely that the 
maximum amount of external credit will exceed 30 
crores and by the end of five years it will bo repaid 
completely by the process. 1 do not think 1 quite 
follow what the nature of tho maximum which you 
are estimating there is. Is it the maximum amount, 
at any given time?— Yes. 

.1546. So that from first to last the total debt in 
respect of these borrowings will not exceed 30 crores? 
- - Yes. I meant the amount of tho credit will never 
amount to moro than 30 crores. 

1547. And you buse on that tho assumption thut tho 
average amount of the external credit will be 15 
(Tores. Is that a conjectional figure? — 1 can tell the 
Commission how I arrived at it but I think they a ill 
have to toko a pencil and a piece of papor to under- 
stand my elucidation. You have to redeem 110 crores 
«f rupees of which you havo sterling asset* of tho 
amount of 52*8 crores. Now if we assume din ing the 
"fst year that 82*8 crores of rupees are put in for 
tedemption you have to obtain a credit of 40 crores 


of rupees less the amount you have realised by the 
sale of silver. Assuming you have realised 10 crores 
by the sale of silver the amount of your credit at the 
end of the first year will be 30 croros. 

1548. As you yourself suspect, this is a subject wt 
shall have very great dilliciilty in ‘allowing unless u** 
have it down in black and white. Might I suggest 
that v-o should have* the advantage of your calcula- 
tions More wo try to analyse the details of this most 
important calculation. 1 think what is wanted, if 1 
may say so, is that wo .should at loin pi to got some- 
thing in the nature of a hahirice h licet of uvsctH and 
liabilities for each period of the proceeding, ami that 
it appears to me from the figures you have just given 
to us it might be possible to put down, assuming these 
liases which you have, had :n assume throughout the 
calculation, tho state of affairs at tho end o|‘ the first 
stage and at tlu* end of tho second stage, and a final 
balance sheet al the commencement of the third stage? 
" -l think that it. could ho done hut it involves making 
mere assumptions as to the rapidity with which the 
rupees will eomo in. I think I can give you some- 
thing like that, sifter a time. 

15IS. 1 may say tho particular interest of dealing 
with the matter in that way is that it does help to 
elucidate just where- the regions of assun.pt ions are, 
just what is fact and what is necessarily based on 
li,Vpothesi>? — 1 think 1 could give you something; it 
would take some time. 

1550. I think J might, if the Commission will allow 
me, go into tho sort of thing that would be useful to 
tho Commission in the way of a statement of the 
position; it might save you a good deal of time in 
shortening tho proceedings and loading just to the 
aclual points which would bo most illuminating *n 
the Commission, if the Commission would permit me 
to do that perhaps before the next occasion. At 
present Jam afraid we are groping? -Yes. 

1551. At any rate, as the result of your calculations 
you arrive at the following conclusions. The import- 
ant conclusions arc that tho average iccurring cost 
will 1m 75 lakhs on the borrowings and therefore 
daring tho first 5 years the average recurring cost 
will bo l)(b75 1- 105 lakhs and then the annual cost 
during the second 5 years will gradually rise from 90 
to 112 lakhs. . fn your second substituted paragraph 
you summarise tbo matter by saying the recurring 
cost will bo 165 lakhs per annum during the first 12 
years and 105 lakhs thereafter. Now 1 want to refer 
you, if I may, to Sir Basil Blackett’s suggestions by 
which the cost might he still further reduced. With 
two wo have already don It. We have dealt, with his 
reduced estimate of a basic figure of 100 crores for 
redemption. Wo havo also dealt with his proposal in 
connection with the new Currency Reserve. Tlioro is 
another proposal made both in your memorandum and 
in his for reducing the cost to which reference has not 
.vet boon made, and that is the proposal for nu 
import tax on silver. Will you .lescriho how that tax 
Mould operate to reduce the cost of this scheme P— 
Well, broadly it M*ould make the price of silver in 
Tndia 4 annas an ounce higher than the price in the 
rest of the world and therefore* would enable the 
Government to realise for their silver by soiling it in 
India a price 4 annas in excess of the generarworld 
price. Tt would give Government a protected market 
for the sale of its silver. 

1552. That assumes that the Government would find 

inside the protected market a sufficient demand for 
tho whole of what it has to sell ? Yes. 

1553. Is that a safe assumption? Judging by 
recent imports it scorns a fairly safo assumption. 
The not imports in 1922-23 wore 80 million fine 
ounces, in 1923-24, 86 million fine ounces, in 1924-25, 
95 million fino ounces. If we spread tho sales over 
10 years the n mount of our sales will he OR million 
fino ounces, which is considerably loss than the 
average import of~thn last 2 or 3 years. 

1554. What would bo tho social and political re- 
actions of such a duty P — I think that the bullion 
interests would certainly protest rather bitterly 
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because they would say Lhat an import duty without 
n drawback would distinctly interfere with the 
operations on the bullion market, because they not 
onjy import but export. Their operations extend to 
China and London and New York, and they would 
say it would seriously interfere with their business. 
They are specialised interests which would bo hit to 
a certain extent by such an import duty. As regards 
the general effects, 1 cannot see that they would be of 
any great magnitude because? it could not he said 
or it could hardly ho said that Government wsus 
imposing an undue burden on the poor man who 
wants to get his ornaments in the form of silver 
because by Government action the price of silver 
would have been reduced very considerably, nud by 
another Government action the drop in thn price in 
India would be less than the drop in the rest of the 
world. The cheapness of silver for the ordinary 
consumer would have been brought about directly 
by one set of actions on the part of Government and 
another set of actions on the part of Government 
would tend to take away some of tho decrease in the 
price. When the import duty was previously in force 
I think the main arguments against it were two, 
the effect on tho poor cons^Hior and the effect on the 
Bombay bullion market. 

1655. (Sir Reginald Mant.) Mr. Denning, you gave 
us just now the figures of imports of silver in the 
last 3 years. How do those compure with tho average 
of tho 5 pre-war years ending 1913-14 ? — I have got 
the figures in crores but not in ounces — I ain afraid 
I have not worked out the pre-war figures in fine 
ounces. 

1556. That is my difficulty. The average in crores 
is 7*72 according to your statement comparing with 
an average of about 19 crores for the last 3 years? — 
Yes. 

1557. Those last 3 years show a very large increase 
on pre-war figures. Isn't that increase partly duo 
to the fall in the price of silver? I should like to 
know the price of silver before tho War. 

1558. No. T do not mean before the War. I mean 
tho previous yours in which there was a very small 
import. Tho price was very high, silver was not 
obtainable and there were very small imports. Then 
the price dropped and you have 3 years of wry 
heary imports? Yes. 

1559. Those 3 yours imports were rather abnormal, 
weren’t they? ‘Yes they were. 

1560. Now do you think it is safe to measure your 
future market on this basis during tho next 10 years 
whtffl you are unloading your silver, do you think 
it is Nafo to compare the absorbing power of India 
with those three abnormal years? Not to the full 
extent of the demands of India for the last 3 years. 
But the average demand of India for tho last three 
years works out at about 87 million finn ounces. 

1561. Can you get it reducod somehow to a common 
denominator? — I could have calculations made if 
necessary. 

1562. What T wanted to get at was how the average 
imports of tho five pre-war years ending 1913-14 com- 
pared with the amounts that you propose to soil in 
the next ten years? — Well it is rather difficult to 
comparo them on the figuros given in Appendix II; 
hut thon I don’t think that the pre-war absorption 
of silver is necessarily a good index of tho permanent 
post-war absorption. 

1563. But those pre-war figures include Govern- 
ment imports? In Appendix II they do not include 
the Government imports. 

1564 . Why do you think they are not a good indi- 
cation of India's future demand P — Because the whole 
basis haB been changed. 

1565. In what rospoct? — Prices have changed, tho 
amount of the balance of trado has changed. 

1566. Can you explain how that will affect silver 
imports? — I think it is quite possible that there may 
be a bigger surplus in India available for the pur- 
chase of silver. The indications are that there is a 
bigger surplus available for the purchase of precious 
metals generally. 


1567. The point is this; these last three yean have 
been years of abnormally large imports. What I 
waut to know is whether you think it safe to base 
your estimate on these imports, whether it » safe to 
assume that India will be able to absorb silver on 
so largo a scale for the next ten years? — Perhaps 
not absolutely safe. There is the possibility that 
the absorption will not bo so large, T admit. 

1568. And to the extent that you cannot sell in 
India your estimate of the gain from the import 
duty will ho reduced P — I agree. Yes. 

1569. And also you would havo to export silver 
and probably furthor depress the price in outside 
markets?- -Unless you Bpread the sales of silver over 
a longer term of years; and that also would increase 
the cost. 

1570. (Sir Henry Strakoxch.) With reference to the 
question the Chairman put to you regarding tho 
social and political effect of a Koavy drop in tho 
price of silver you did not attach any great im- 
portance to tho fact that tho imposition of a duty 
of four annas on silver would prevent tho people of 
India from buying silver at the true market price 
abroad. Might they not argue that the Government 
had deliberately depreciated silver to their detri- 
ment, nud, having dono so, they are imposing a duty 
upon it of four minus which would provent them 
from taking full advantage of tho drop in tho price 
of silver to purchase silver at its true value abroad. 
Would they not have two points of grievance rather 
than one? — From tho point of the seller of silver in 
India it would he an advantage, would it not, to 
have n four-anna duty- 

1571. But the supposition is that the Government 
would have bought 200 crores of silver? — Yes. But 
I am talking of the point of view of the seller in the 
market; the man who wants to get rid of his silver 
would get a hotter price for it by four annas than 
if you did not put on an import duty. 

1572. Did not you say this morning that the effect 
of the announcement of this policy would be to 
immediately dopress the price of silver to so low a 
level that no sales would occur hut ruthor that the 
people of India would buy at the cheaper price, so 
that there is no question of soiling silver in India 
until it has reached a price which will he attractive 
to the purchaser? — i am taking the whole period of 
leu years. Thero will he transactions between 
various people in Trirlin. We have to look at it from 
tho point of view of the seller and the buyer as 
regards the effect of the imposition of n four-anna 
duty. 

1573. True. But we havo started from the sup- 
position that the people would not or could not sell 
at the higher price ijut would rather add to it by 
buying more silver because it is cheaper. Wo started 
from that supposition this morning and therefore we 
havo got- to regard the position of the Indian who 
has not sold his silver but wishes to odd to his store 
of silver, and would he not have two grievances, (i) 
that that store of silver has been depreciated in 
value by the policy of tho Government, and (ii) that 
having depreciated, the value of his store tho Govern- 
ment imposes a duty of four annas which prevents him 
from tnking advantage of the low level of silvor abroad? 

- To take the second of the grievances first, my point 
is that it will be on account of one direct action of 
Government that the price of silver has gone down; 
it will he on account of another direct action that 
the price of silver in India has not gone down to the 
full extent that it has gone down in the world and 
therefore the answer to the consumer is 11 By two 
Government actions we have given you silver at a 
cheaper price than you would have got it unless we 
had taken either of these actions.’ * I admit that he 
may think it a grievance that he cannot get it as 
cheaply as tho rest of the world; but will that be a 
reasonable grievance? 

1574. (Sir Henry Strakosch.) Thoroughly reason- 
able, I should say. 

1575. (Chairman.) Does not political experience 
teach one that the publio critics of the Government 
will have it both waysP — It is possible. 
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1676. As regards the action resulting in the fall of 
the price of silver, they would say that tho (invern- 
ment had destroyed the value of their hoards. As 
regards the action resulting in tho rise of the pftco* 
of silver they would say : 14 You are preventing us 
from getting tbdl benefit, of cheap silver elsewhere ” P 
— They may say they have a grievance both ways; 

I quite agree. 

1677. (Sir Maneckji Vadabhoy.) There is a great 
deal of sentiment in India on the question of an 
impprt duty on silver. Ts it not?- T believe there is. * 

1578. And the masses generally for want of hanking 
facilities, or rather the hanking system having not 
sufficiently developed in the eouiilry, invest their 
money in buying silver generally? — Fart in silver 
and part in gold. 

157!>. Ho you will admit that the imposition of a 
silver duty would ho a tax on the savings of Hie 
■ people P — To a certain extent yes. 

1580. Why to a certain extent?- Because I combine 
it with the other action. 1 am not suggesting that 
we should now in the present circumstances put an 
import duty on the silver. AYhat f am saying is 
that when we take tin 1 one action of redeeming silver 
and therefore lowering tin* price of silver, then wn 
should take the other action also. The one would 
tend to counteract the other to a certain extent and 
the broad effect, would he that silver would still he 
cheaper to tho Indian consumer. 

158]. Would it he cheaper? Assuming that price 
of silver will drop more than four annas per ounce. 

1582. deferring to the high prices of silver when 
silver went up after tho War, was it not duo partly 
to the wrong policy adopted by the ( lover union t. of 
India in excluding Indian silver from the markets 
of the world ?-- That raises tho discussion of a very 
large question. In tho first place [ should have to 
discuss whether the (lovernmeiit policy was wrong. 

1583. Did not this prohibit ion of the exports of 
silver raise tho priee of silver in the foreign markets? 
Von admit that we Imd a very large stock of silver 
before the War in India and if our markets had been 
unfettered and export had been permitted the silver 
price would not. have gone to that pitch?- -If the 
other circumstances had permitted such a situation 
as you assume, t-lmt might, lie. 

158.1. Is it u fact that by Ordinance after tho War 
silver was excluded from the European markets mid 
our exports were stopped ? - -Yes. lip till about dune 
11)20. 

1585. And did not that have the direct effect of 
raisiug the prices? If our stocks had been set free 
tho priee of silver would not have gone so high? - 
You have got. to assume flint the Indian Stocks would 
have gone out to the world; it does not follow that, 
they would. 

158G. With these high prices? — Hut consumers in 
India were still taking silver, they were still melting 
silver rupees. 

1587. After the War? — Yes. 

1588. It would have paid India to have melted 
down silver and exported it.? — Hut flovern incut- had 
no spare silver and the people were still melting down 
our rupees at that time. 

1589. Whnt period do you refer to? -L refer lo 
the period when the priee of silver was so high and 
we wero coining new rupees to meet the demand for 
silver rupees continually. Fart of it was due to tho 

. ,n $9.ing of rupees. 

1590. But yon prohibited that, by Ordinance? — 

4 Yes. Dut it was carried on ; prohibition by Ordinance, 

I am nf rul'd, did not prevent, melting. 

Tf 1591. (Sir Mnnerkji Dnthihhoy.) My information is 
quite to the contrary. 

1592. (Profensor Voyajte .) You observe that the 
(lovernment here would protect the market, here for 
its silver by the silver import duty. Is it not 
equivalent to this, that it wants to transfer to the 
silver consumer a part- of the cost of its gold standard? 
—No, there we come hack to the same point. The 
consumer of. silvqr would be better off as regards the 
price of hfri silver on account of government adopting 
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the gold standard policy; he would ho better off to 
the extent, we will say, nf 9 annas per standard 
ounce. Instead of making him better off by 9 annas, 
wc shall liuve made him hotter off hy 5 annas ogl.v 
because we should put a 1-anna duty on imported 
silver. ' % * 

1593. But since ns Sir Maneckji told us it. has to 
be adopted as u sort of banking method, a fall ill 
the priee of silver does not benefit, him i ml i redly* so 
much ns the rise of the local price of silver barms 
him?- -If be is not going to realise liis silver, it does 
not make any difference what the price of silver is. 

1591. If it lias to bo invested it lias to he realised 
later on?--T do not think that this 4-anna duty 
on silver should necessarily he a permanent duty. 

I think that it might he removed nf|a»r the gob I 
standard has been established. Then the priee of 
Hie consumer's silver would automatically right 
itself. 1 

1595. (Sir Mnnerkji Dndnldiny.) You said, Mr. 
Denning, that it would be necessary to spread the 
sales over a long period not only with a view to 
obtaining a better price but also wit li the object of 
diminishing the disturbance in countries having a 
silver standard and tho adverse effect on tho pros- 
perity of the silver mining industry throughout Hie 
world. 1 do not exactly Follow how you work it out? - 
If there is a large drop in the pins* of an article the 
producers of that article usually suffer and presum- 
ably the silver mining interests would suffer consider- 
ably if there were u largo drop in the price of silver. 

1596. Not immediately?-- T think immediately 
because they would have stocks on their hands which 
llie.v would have to sell at a much lower price; and 
ns regards their future production, if they were to* 
produce as much at the lower priee, they would not 
gel such large profits. 

1697. Hut a large demand has to he met? — Certain 
quantities have to he raised to meet- the demands of 
the world? — -The world’s demand would he deerrased 
bv tho amount Hint India was selling; by 98 million 
fine ounces a year. 

1598. (f'hainnnn.) You aav that with the reduction 
in the price of silver it is no longer worth while to 
work certain mines? — Quite. 

159!). (Sir Vurdi id ninth * Thnkurtlnn.) Hegnrdiug 
Sir Maneckji Dmhibhoy’s enquiry about the year 1020, 
was iL not about that year the (lovoriimoiit of India 
almost escaped facing inconvertibility of the notes 
here owing to want of silver in (lie treasuries? — That, 
was earlier; in April 1918. 

1666. And it lasted till about 1020? — Yes. 

1601. Hegnnling duty oil silver one mid the same 
man could not say that (lovernmeiit has depreciated 
bis hoards hy their policy and at the same time snv 
(lovernmeiit are putting on a taxation on consump- 
tion of silver. The man who holds the hoard does 
not. want to buy more; he is only concerned with the 
depreciation of liis hoard. ITis complaint would lie 
that by their policy (lover union t is hitting him because 
they have really reduced the price of silver. Ho 
would have no complaint against, anything that 
(iovernnient may devise to support tile priee of silver 
hy an import duty? — Unless he wanted to add to 
liis hoard. 

1602. The man who wanted to add to his hoard 
is not a person with whom tho average Indian public 
would sympathise very much, with his grievance nt. 
any rati'? — A certain amount of sympathy has been 
shown in the past. 

1603. Tins there?— Yes, 1 think so. 

1601. The main argument has been regarding the 
poor men who put their savings in silver, and 
(lovernmeiit taxing them ns Sir Maneckji Dndahhny 
said P— Is there much difference between hoards and 
savings of silver? 

1605. That poor man would not like to buy more 
silver, when he has lind it already depreciated. Whnt 
T am trying lo point out is, could one man have the 
same grievance both ways? — Not justifiably; hut l' 
think it. may ho made into one. 
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1GUG. Do you know of Government's policy of 
prohibiting, when tliero is famine or acute scarcity, 
export of food -grains? — They have done so. 

1(507. Thereby effectively bringing down the prices 
of food-grains and preventing them from rising 
furl her? — Yes. 

J60M. A limn in that case who holds tho stocks bus 
n grievance against Government and their policy? — 
Yes. Tho producer certainly has a grievance. 

1009. Have you found tho average Indian public 
sympathising with his grievance? — No. 1 cannot say 
that they huve. 

1610. (Chairman.) Can you tell us when the last 
silver duty was put on and taken off? I think it 
was taken off in 1920 and I think it was put on in 
1910. 

1011. Can you tell us the circumstances in which 
it was taken off?— It was taken off as a result of 
the recommendation of the Rnhiugtnn Smith 
Currency Committee. It. was done largely to meet 
tho popular demand. I think that was the main 
reason influencing the Committee. 

1012. There was a popular demand that- the duty 
should he taken off? — Yes. 

1613. Which made itself felt in politieal regions? — 
Quite. 

16M. It was recoin mended liy tho liabingtnn Smith 
Committee that it should he taken off P -Yes. 

1615. I have only one further question to ask you. 
Wo have referred, I think, briefly, in the eourso of 
the previous discussion to the question of nil Indian 
gold coin. 1 think we should have on our record 
what, in your opinion, is the weighty argument in 
favour of that course, ami wlml, if any. argument s 
against it? — I think I have dealt with that fairly 
fully in paragraph 21 of my memorandum oil “ A 
gold standard for India; ” and T have very little to 
add to what T have said there. 

I GIG. You say “ the putting of tho sovereign into 
circulation almost necessarily implies that tho rate 
of exchange would he fixed so that there would he 
an even number of rupees to a sovereign, whereas 
the rate of exchange is immaterial if India has a 
separate gold eoin At the present rate for the 
sovereign there would not he an even number of 
rupees? — No. 

1617. Nevertheless you yourself express an opinion 
in favour of the fixation of the present rate? I do. 

IG18. So that it does not imply such an absolute 
necessity as one might gather at first sight from this? 
—I am nfraid I do not quite follow. 

1619. “ Rutting the sovereign into circulation 
almost necessarily implies that the rate of exchange 
would he fixed nt. an even number of rupees to the 
sovereign.” Nevertheless you are contemplating that 
a sovereign at the present, rate should bo in circula- 
tion?- T am using that, as an argument against it. 

I say the arguments in favour of a distinct gold eoin 
are aR follows; then T give four arguments. Tho main 
argument in favour of tho sovereign is that given 
by the Hahington Smith Committee. 11 Tt would he 
more advantageous to India to continue to use the 
form of gold currency to which she has been accus- 
tomed anti which is universally recognised for the 
settlement of external obligations.” 

1620. T cannot quite understand this. You recom- 
mend, for iiislanee, under a gold exchange standard 
system that the sovereign should he in circulation? 
— No, 1 recommend that a gold coin of 20 rupees 
should he in circulation. 

1621. Supposing the rate were to be fixed at 18d.; 
you say that would exclude the possibility of having 
the sovereign in circulation? I think almost it 
necessarily follows as it would he very difficult to 
have a sovereign in circulation of which the legal 
tender value would he Rs. 13-5-4. 

1G22. Then you say: “At first, at any rate, a 
separate gold coin would probably not. he used to 
such a large extent as the sovereign for ornaments 
ami hoarding ”, What would he the cause of that? 
—Over a largo part. oF Tndia the sovereign is definitely 
preferred because the ryot knows what he hna got. 


I believe in Bengal for instance it is a very wide- 
spread practice to take gold sovereigns to tho village 
sonar and have them molted down and made into 
ornaments. The ryot thinks that ho is likely to got 
roal value for what he has given in gold, if the gold 
is in the form of sovereigns. Probably his predilec- 
tion in favour of the sovereign is based on an illusion 
because 1 do not think it follows that the village 
sonar does not take a part of the gold and give him 
gold of less fineness in his ornaments. But there 
certainly is that predilection. 

1623. In short, ho would understand the sovereign, 
but at first he would find the Indian gold coin a less 
familiar form of gold? -That is what 1 mount really. 

I was trying to explain the use of tho sovereign for 
ornaments and hoarding. 

1G24. ( Sir Mune.ckji Dadabhoy.) This scheme of n 
now distinctive coin, would it not ho looked upon wifli 
.suspicion by the illiterate public. Would they not 
think that Government has some sinister scheme 
behind it, if you did not have the sovereign, hut 
created this new coin? -They did not think that there 
was anything sinister when the Government issued 
gold inoluirs in 1917-18. 

102."). The gold mohur is not a now coin altogether. 

It is an ancient coin. They have lieen in the country 
over a very long period?- -But not in that form. The 
gold mohur was an entirely new coin with “ Rs. 15 " 
on tho hack of it. There was nothing on it to show 
that it was a gold mnliiir. 

1626. You will admit that it was not as popular ns 
the sovereign? I do not admit that; our exporience 
was that it was taken very Ireely, much too freely 
for our liking. 

1G27. So that there would he no suspicion attaching 
to your new coin? I do not think so. 

1628. It will ho taken as readily as sovereigns? — I 
think so, after a time any way. 

1G29. (Sir Narad UV/mwi.l— Is it not true that very 
few of these g<»ld iiioliurs ha\e ever eoliie hark?-- Very 
k w. 

1630. (Sir Henry Straknsch.) Wlmt would lie the 
effect of the introduction of a now gold coin upon the 
holding of sovereigns in this country which no duuhl 
is large? Would tlioy have to lie re* coined, because 
I take it that the new coin would he the legal tender 
money of the country? I mentioned that point. I 
think, in the last sentence of paragraph 21 of tho 
memorandum. L suggested that wo should give them 
out during rtago (0 instead of gold bars. 

1631. Yes, but if you make the new gold mohur 
the legal tender money of th^ country then a sovereign 
will not bo legal tender? -No, hut at stage (1) of 
my scheme, there will he no gold coinage in cir- 
eiilation. There will he no legal tender gold coinage. 
That will come Inter. 

1632. I am think iug of the later stage when gold 
coins do become legal tender? — Then Government 
will, I presume, have got rid of its store of sovereigns 
and there will he no question of re-eoining. 

1033. But the public will have them? — Oh yes. 

1631. My question was, what is going to happen? 
Will they have to lie re-coined? — No, not unless they 
are presented to tho Mints as ordinary gold bars. 

1635. But if they are presented and it seems likely 
that they will he presented when the new gold mohur 
is the legal tender money, then the whole of the 
sovereigns in the country will have to lie re-coined?—- 
No, 1 don’t think so; because there is a tremendous 
demand in India for the gold sovereign merely lus-ause 
the people like that form of bullion and it is really 
a bullion demand and not a coin demand. 

1636. But if thnt is so, then you will have people 
still possessing sovereigns which will 1 ms worth 
Rs. 13-5-4 pies. You won’t be getting away from 
that difficulty?— -Yes, hut they won’t- he using them 
as a medium of exchange. They will simply he keep- 
ing them ns store of value. 

1637. Yes, lmt at certain seasons, stores of value 
come out into circulation. Tf you have one or two 
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Imd seasons, these sovereigns will come out and cir- 
culate and they will be taken at that figure. If there 
are many sovereigns in the country, then the difficulty 
will still exist? — No, 1 am proposing to remove the 
legal tender attribute of tho sovereign, so that it 
cannot lie used as a medium of exchange. If they 
wunt to exchange their sovereigns they would do it 
in exactly the same way ns their hoards of gold hars. 
In fact, the sovereign would ho put on tho same basis 
ns a gold bar. 

1638. (Professor Coyajee .) Is thore any idea of 
demonetising tho sovereign then? — Well, f propose 
that its legal tcmlor character should lie taken away. 
I say there is no harm in doing that because in 1920 
wo offered to convert all sovereigns at 11s. 15 to the 
sovereign which was the legal ratio then. Since then, 
a new ratio lias been introduced of Its. 10 to tho 
sovereign which has never been effective. That is 
to say, the sovereign has not lieen in effective cir- 
culation for many years. 

1639. Hut has any other Dominion Lhnught of 
demonetising tho sovereign? — Tho sovereign is not 
legal tender in Inany Dominions. Tt is not legal 
tender in Canada. 

1640. (Sir ft eg in-ald 3/n/if.) Mr. Denning, you 
propose to demonetise Ihe sovereign with a view to 
introducing another gold coin leading up to your gold 
currency — is iioL that .vour position ? — Yes. 

1641. Supposing it was decided to adopt a gold 
exchange standard without a gold currency. Would 
you still declare tho sovereign not to he legal tender? 
— T should see no harm in doing so. It seems to me 
rather absurd to have a coin of the value of Its. 
13-5-4 pies as legal tender. 

1642. Ah, but you are assuming now the Is. 6d. 
rate. Assuming merely that we are seeking the ideal 
system and supposing it was decided that the gold 
exchange system is best — would you in that case 
demonetise the sovereign? — That would really depend 
on the rate of exchange adopted, f think I certainly 
should if the legal tender value at your rate of 
exchange would he Its. 13-5-1. 

1643. Interchangeability might lie a factor in deter- 
mining tho rate of exchange to be adopted. You are 
rather putting tho cart before tho horse. You would 
say — demonetise* because Its. 13-5-4 is an nwkwatd 
proportion? If you put it that way, f don’t par- 
ticularly wi«h to demonetise the sovereign. But I 
do not see any particular harm in doing so. 

1044. It is because you prefer tho Is. (id. rate that 
you recommend demonetisation of the sovereign? — 
Well, yes, that is one ‘of tho reasons. Another is 
the question of a Royal Mint in India. Tt is a 
question which ought to he taken into account. 1 
think you are examining Colonel Willis and ho will 
give you more details as to the disadvantages of 
having a Royal Mint instead of a mint of our own. 

1645. But under a gold exchange standard it would 
not lie necessary to establish a Mint in India? — If 
>mi going to put gold in circulation to any appreci- 
able extent. 


1646. I was not assuming that it would be put into 
circulation. I understand the gold exchange 
standard you describe in these papers does not con- 
template Government putting gold into circulation. 
Government is to exchange notes for foreign cur- 
irucy? -In the scheme I have outlined i have also 
assumed that Government, would underLnke to give 
gold eoin in exchnngc for gold bullion. It is not a 
necessary feature of the gold standard 1 admit. 

1647. I think you have described it on page 3 rf 
your memorandum. Notes convertible into silver 
rupees or foreign exchange. -T admit that a gold 
currency is not a necessary feature of a gold exchange 
standard system. 

1648. And it would not bo necessary for Govern- 
ment to establish a branch of the Royal Mint in 
India? — Not necessarily in order to put a gold ex- 
change standard into force. A gold exchange standard 
with a gold currency, yes. 

1649. It would ho with a gold currency? — Yes. 

1650. But not with a gold exchange standard ?- - 
No. 

1651. f Chairman .) There is only one other matter 
in which .von may he of assistance to us. Tt will ho 
useful some time in our inquiry, in relation both 
to the exchange position and in relation to the 
position of a possible Central Bank, to have a view 
of the position of the Indian Banks as regards home 
and foreign liabilities. Can you toll us whether 
there are any returns published or any statistics 
available showing the relation of tho Indian liabilities 
to the Indian assets of the Indian banks? — I don’t 
think there are any statistics from which you could 
get that information. 

1652. At any rate there is no statutory require- 
ment to show a return?- No. 

1653. And you do not think there is any source 
of information on that subject ? — The only people 
yoii can get it from are the banks themselves. T 
don't think there is any other source, because I 
don’t think they publish their assets and liabilities 
in various places separately. 

1654. I lliink I have come to the end of the 
questions I wanted to ask, subject to the possibility, 
Mr. Denning, that we may have the advantage of 
a further consultation with >oii alter we have seen 
the analysis of the stages of tho cost of the introduc- 
tion of a gold standard ? — May I suggest that you 
should do that in Calcutta, Sir. because 1 was going 
down to Calcutta to-night and, if you will leave that 
question until you como to Calcutta, it will give me 
more tune to look into it. 

1655. (Chairman.) I am sure it would be equally 
convenient to the Commission. 

1656. ( Sir Iteginatd Maui.) May I ask Mr. Den- 
ning if he can supply us with the figures that I asked 
for showing in fine ounces the imports of silver on 
private account in the 5 years ending 1913-14. 

1657. (Chairman.) Sir Reginald Mnnt will let Mr. 
Denning have a memorandum showing precisely wh.it 
it is that is required. Mr. Denning. T am sure my 
colleagues desire to thank you fur your very helpful 
evidence in the course of these two days. 


(Thr witnrxx withdrew.) 
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(Sn- n:tu rirs). 


Lieut. -Col. G. IT. Willis, C.T.E., M.V.O.. calk*cl ami examined. 


1058. (Chairman.) May we have just lor the sake 
of our record the official designation of tlio position 
you occupy at present Col. Willis? E am Senior 
Master of the Mint, on social duty at present. I 
am iuiw employed as officer in charge of the Security 
Press for printing stamps, postage and others, and 
the orginal idea was that the press should also print 
the one rupee note. 

1059. Ah regards the former uppointinenl, since 
when linvo you occupied that appoint men IP — Since 
1922. 

1600. And before that? -Before that, Junior Mint 
Master, since 1915. 

TOOL Thoro was at one time a branch of the Royal 
Mint in Bombay: when was that first opened P—L am 
afraid [ cannot give the exact date. It appears in 
the Mint Reports. Perhaps about 1910. 

1662. And is that still open? No. 

1G63. When was it closed ?--lt functioned for about 
a year. 

1004. That was, just after the war period? — Yes. 

1G65. While it wus functioning did the urriiugc- 
ments work smoothly or otherwise?— Perfectly 
smoothly. The Bombay Mint did most of the work. 
The Royal Mint only did the actual striking of the 
coins and the weighing. The whole of the melting, 
Hilling, preparing blanks for coinage, was done by 
the Bombay Mint and wo handed over to the Deputy 
Muster of the Royal Mint the finished blanks for 
striking and final weighment. 

TOGO. There was working at the same time in 
Bombay a Bombay Mint and the branch of the Ro.vnf 
Mint?* -Yes. 

1067. The branch of the Royal Mini was not a 
complete Mint?— ft was supplied with the machinery 
from the Bombay Mint just for these two purposes 
only. 

1068. Had the Royal Mint a separate plant and 
building? — A separate building; yes. 

1G09. How was the Royu] Mint controlled as regards 
administration?— The Royal Mint sent out from 
Australia an officer and apjiointed him Deputy 
Master and an Assuycr from l/omlon to do the assay. 
Actually the Deputy Master did assay work too, when 
required ; he had beeu an assuycr ill tho branch of the 
Royal Mint at Perth, Western Australia. 

T670. Why was the branch of the Royal Mint 
closed?— There was no possibility of issuing sovereigns 
as they would go straight into the melting pot. 

1071. I think I have seen it stated somewhere that 
there was a difficulty also in securing personnel for 
tho branch of the Royal Mint in Bombay?— The Royal 
Mint may have exjicrionoed some difficulty. J under- 
stand there wus some difficulty. But us regards the 
working personnel there was no difficulty. They were 


all supplied hy the Bombay .Mint; except the two 
officers, they imported no other staff. You are 
perhaps aware, Sir, that the Bombay Mint licfnrc 
tlie Royal Mint opened, coined fur more gold moliuis 
limn the Royal Mint actually coined sovereigns, . the 
fifteen rupee gold mohurs. 

1072. If it were decided lo introduce a gold coin 
into circulation in India, do you recommend the 
continuance of the sovereign and half-sovereign, or 
aro you in favour or a separate gold coin for India, 
and lor wlint reasons?— L ntu in favour of a separate 
gold coin for India. For tho sovereign, from the 
point of view of the practical mintcr, is mi unsuitable 
coin in that its design is such— T am not talking of 
the nrtisLic merits -hut its design is such that it is 
liable to more wear than it should l»e. Therefore, if 
it circulates it is a wasteful coin. 

1G73, Wus thnt tho exponents' in Groat Britain 
before the war? -I do not know if that is a point 
which bus ever occurred to the authorities at Home. 
Wo are dealing with very large quantities ot 
sovereigns as we have been in the past importing into 
Lidia from various parts of the world arid having to 
examine them all separately noticed the defects 
possibly more than the Homo people have notieed 
them. 

1071. You say that sovereigns have had more stormy 
careers?.. -Yes. 

1075. So that, in regard to the sovereign, this con- 
sideration is more important in view of tho work 
which tho sovereign has to do?— Yes. But my 
objection from a winter’* point of viow to the 
sovereign is Hint it has not a sufficiently wide or docp 
rim lo protect the device on it — and that would bo 
one of tho reasons why I should prefer not to 
liuvo the sovereign in circulation in India. 1 am 
noL one of those who think it likely that gold coin of 
any sort would really enter into circulation. 

1070. Wo will come to that question in a little more 
detail shortly. Are there any other reasons to which 
you attach importance for preferring a separate gold 
coin? — The use of tho sovereign os a suitable coin 
would depend lurgely on the rato which would lie 
fixed as the exchange of the rupee. Unless it wore an 
integral part of the sovereign, a sovereign would not 
be suitable if it is as at present a fractional 13. 1 , 
rupees; it would make it an awkward coin to ileal 

with. 1 should also prefer to have as in every 

country in the world except Great Britain- -to use 
900 touch, instead of 910*07 which is the nominal 
fineness of the sovereign, because the lower touch 
would discourage melting for ornaments, and it 
would ho harder for jewellers to work. It would cost 
them more to refine it, and therefore it would tend to 
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help to keep in circulutiou, ami the alloy is very 
distinctly harder, so that tho coin itself lias u better 
life. 

1077. Supposing, on blio othor hand, limb the 
sovereign wens to ho selected for a gold coin in 
circulation, would you Ins in favour of re-opening tins 
lii'iitacli of the, Koyal Mint at Jlomlmy or elsewhere? — 

1 think, Sir, it would Iks a good thing. I should he 
distinctly in favour of that. Itut I should hope that 
it would lie entirely dissociated from the Ilonihay 
Mint; because it would Ins so much more advantageous 
and so much safer to have the gold operations carried 
out in one building under one supervision. 

1678. Would you not then favour the restoration of 
exactly tho saino system that u'ns adopted before? 
No; that, was nil emergency system which was 
expensive anti unsafe. Luckily we lost nothing; hut 
we might easily liavo had defalcations. 

1679. Wlioro was the element of unsafely? -The 
first element was in working the gold in tho Hornhuy 
Mint which is not designed for the working of gold. 
It is sufficiently secured for the working of silver, hut 
tin! extra precautions to make gold working sale do 
not exist and could not lie improvised as we wens 
doing such heavy work in other lines at the same 
time. 

I6HII. If a branch of the Mint bo rc-opcncd, you 
would have it self-contained?- Yes, a complete self- 
contained mini. 

1681. You told us that you would prefer to sec the 
Indian gold coin of that measure of fineness which is 
more generally adopted than the British measure. 
Can you tell us any other particulars ahout what >011 
consider the ideal separate gold coin for India, for 
instance,- its size and weight? f should lint like to 
see too small a coin. The larger you can have your 
coin -so long as it is of useful denomination . the 
greater the gold content of tin; surface and therefore 
the less tho wear. I have seen Mr. Denning's 
memorandum, and T am in agreement with him, and 
regard the 26- rupee eoiu as a suitable enin. Of 
course, the gold uiohiir was never fifteen rupees, 
though it was marked fifteen rupees; that was the 
trouble; that is, the old traditional gold ninliur, 
though of course the word “ liiohur ? * referreil not 
to tho value in the old days, for we had up to 1 SO I 
Its. 5 ami Jh. iO gold niohiirs and also HO rupee gold 
mohiirs had also been coined. 

1682. Wlmt was your experience of tho gold mnliur 
while it was being coined: was it satisfactory 
technically? We had 110 difficulties at- all. 1 think 
technically it was satisfactory, and I think if we had 
gone on with it, it would have been a popular coin. 

1083. Tn your opinion the existing Mini is capable 
of producing a satisfactory special gold coin? Them 
is 110 difficulty, except that I should prefer to build 
a completely separate small part of the Mint and 
keep tho gold mini separate from that tor the 
silver ami subsidiary coin. 

1684. Is llmt for the sake of safety? Yes. 

1085. (Mr Vimhotamdax Tliakvrda*.) Did the gold 
m oh nr that you coined in 1011) contain tho same 
quality ami quantity of gold bullion as the sovereign? 
- Exactly. The difference was only in the impress 
mark on it, the design and the size. It was slightly 
larger in diameter. It bore 011 the obverse His 
Majesty’s head, aiul the reverse was a repetition of 
tiro old design. 

. 1(186. Barring the i1iffcren< , o in the design, bullion 

for bullion it was the same?— Exaefly. 

1(587. Did you ever observe any difference 111 
popularity between the moliur as it was then issued 
and the sovereign P — No. That would have bcon 
impossible to obsorvo because I understand that tho 
gold mohurs that were issued almost entirely went 
io the melting pot. 

1688. That was because of the gold bullion value 
being highorP— Yes. 

1689. Can you come to any inference regarding the 
fate of tho gold that may be issued hereafter, from 
that occurrence? — The conditions then were so 

exceptional. 


161)0. It was more an accident than any thing else? 
Yes. 

161)1. Did anything conus to your knowledge that 
the peoples prclorred tho sovereign better than the 
gold mnhiir?--l do not think I liavo any actiml ex- 
perience. A great many people speaking to me have 
asked me why wo did not make an Indian gold coin. 

1002. Hut that would indicate as if they were in 
favour of a distinctive gold coin for India? -That was 
the tendency of their question. 

1006. Would there he any difference in the cost to 
he incurred if a Koval Mini was working lien* as 
distinct from an Indian mint working here? I think 
that since you would already have .voiir supervising 
staff in the Homha.v Mint which you have tn keep 
in any ease for the suhsidiar.v coinage, the duplica- 
tion of the supervising staff necessary to provide a 
branch of the Koval Mint would inevitably enuro 
the cost of coining sovereigns in India to he greater 
than the cost of coining mohurs where one supervising 
staff" would suffice. 

1691. Was there a double staff in 1919 when a 
branch of tin* Hoy a I Mint was working here? As 
soon as the Koyal Mini Itcgan to function or rather 
before it functioned -it. took a long time to get into 
action -there was a double staff- the Mint Master 
and our assavers in charge of the Komhay Mint ami 
the Deputy Master and assayer in charge of the 
Koval Si i lit, 

.161 15. 'There was more nr less a sort of transfer: 
there was no new staff imported?- Yes, the Koyal 
Mint imported two officers, one from Australia and 
one from England. 

1696. And that, is all that would he necessary to 
import in the case of a branch of the Koval Mint 
lieing started here?- That should he the only ex- 
pense. Wo contend that the .Koyal Mint works 
rather more expensively than we do here in Bombay 
blit I would not like to labour tbat point. 

1697. Could you tell us In wlmt extent it is moro 
expensive? Could you give us either the monthly 
extra expense in round figures or so much per coin 
minted?- I think it is hardly fair (o debit the branch 
of the Koyal Mint with a figure of cost based on 
actuals, staffed as it was for such a short time and 
to turn out so few coins. The actual cost of turning 
out those coins is not what would he incurred in an 
establishment that was running continuously. 

1098. Do I take it that if the establish me lit was 
running continuously, the extra cost would he very 
little? It would he the cost of the extra supervising 
staff. 

1699. Amounting to Imw much per month roughly? 

I think it would lu* sale to say that it would cost 

Its. 10,600 a month. 

1700. For these two men? They would require more 
than two men to do the whole work. The Bombay 
Mint was doing 6/7llis of the whole work nf coining 
t hose sovereigns. 

1701. Then with a full-fledged mint working here, 
the extra cost would lie Ks. 10,000? I think so, over 
and above the cost of coining an Indian gold piece 
in the llomhay Mint. 

1702. Are there any other eonvenienres or any othor 
want of facilities which you anticipate of a branch 
of the Royal Mint working here as compared with 
nn Indian Mint? None whatever so long as it was 
a completely separate establishment. 

1703. And a completely separate establishment for 
tho Mint would involve an extra cost of Ks. 10,000? — 
Yes, bill it would of course bo necessary for the 
Bombay Mint to expand for the coinage of an Indian 
gold piece. 

1704. (Sir Mancchji Dadahhoy.) The coinage of gold 
mohurs was very temporary ?— It was for very special 
purposes. 

1705. AVhat were the special purposes? — Anything 
1 say in this connection is merely hearsay, for my 
work is merely to produce the coin. I was not con- 
cerned with where it went to. T understand it was 
employed for paying for wheat, and I am not suro 
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whether it was not also lor cotton, which wore pur- 
chasod umlor special conditions. 1 believe that Vns 
tho reason. 

1700. And tho demand soon Jell off ? — Tho demand 
did not lull off. The demand was insatiable and could 
nut possibly bo satisfied. 

1707. Hut was that the reul reason for closing it 
down? What happened to these gold inohurs? — 1 
believe they were sent lipcduntry, some proportion ol 
them were sent upcountry in payment for purchases. 

1708. Were they ever brought back for rccoinago? — 
The surplus balance that was not issued was brought 
buck to be melted down and turned into bullion. 

1709. You suid that you recommend a bigger coin, 
of tho value of its. 20, because the wear and tear 
would bo less? — Yes. 

1710. What would be the wear and tear in lU years' 
time, in grains? — 1 think it is impossible for me to 
say. 1 fear that the largest portion of the wear and 
tear would be illicit and would be caused by elec- 
trical sweating. That is the trouble wo find, with 
the gold coin that comes to the mints for examination 
before being paid into the reserves. It is possible 
by electrical methods to remove about 5d. of gold 
from every sovereign, provided it is a new sovoroign, 
and so keep within the limits of acceptable weight; 
and that is extraordinarily difficult to detect except 
for a man who is used to examining coin closely. 

1711. Am 1 to understand that your new coin with 
a lower touch and harder ulloy would be proof against 
these risks? .That would not make any difference to 
the electrical sweating of the coin but it would make 
s-omo considerable difference to the legitimate wear 
and tear. The length of the life of the coin would 
be greater; it would require recoinage loss frequently. 

1712. Hut this difficulty lias not been folt in 
England of this wear and tear, to which you uttach 
so groat importance, in a place like England and 
other countries which coin gold coins. Why do you 
overestimate this factor? - -1 urn afraid that 1 cannot 
accept the statement that it has not been felt in 
England: the cost of rccoinage of England’s gold 
sovereigns, which is done free, by tho way, in England, 
has always been u very considerable factor. 

17 J 8. Hut then is it not a fact that this is the 
ronscq uence of all coinage, this wear and tear must 
exist in respect of any coin, the rupees also? The 
same result would ensue in respect of our coin?- -It 
is to minimise that and make recoinage less frequent. 
It is a costly process, and the longer you can avoid 
it, tho better, the choupor to the country. 

1714. You have a great deni of experience of gold 
coinage. Do you think that a new coin will bo 
equally popular liko the sovereign which has a 
tradition attached to it in this country? — I can only 
speak from the analogy of our gold bars in the Mint 
in Bombay. I am talking now of tho personal feeling 
of individuals in the country, 1 think that many of 
them would prefer an Indian gold coin. But every 
coin when it is turned out is tested by every country 
in the w*orld to see how nearly it approaches the 
weight and fineness that it purports to have. Every 
country is very careful to make those tests. 

1715. (Chairman.) By an independent authority?— 
In assay offices. Wc havo for instance tested every 
gold coin that has come our way and wc know at 
what rate we can afford to take that gold coin as 
gold bullion into the Mint. For instance a coin 
which purports to be 000 fine, if it comes from Japan 
wo know it is very very near 900 fine; if it comes 
•Tom France it is also very near but not quite so 
near, — I am speaking on the average; from Germany 
also. France, Gorinany and the United States are 
about on a par. Some of the smaller countries we 
are not quite sure about; and we take a rather larger 
margin in allowing for bullion for the sovereign. 
Wc are not prepared to give the standard of 016*06 
because wo find when wo assay a bulk of sovereigns, 
partly owing to tho dirt they carry but partly because 
every coin is on an average slightly lower than the 
standard figure, we have to make that allowance ; and 


if 1 remember lightly tho fineness wo assign to 
sovereigns is 910*5. That is rather finer than America 
is prepared to allow. 8o that there is nothing sucrod 
about a coin directly you begin to regard it ns bullion. 

1716. Quite truo, but do not you think wo have to 
make allowances for conditions ill this country? — 
To meet prejudices, perhaps wo should say. 

1717. Certainly. Am 1 to gather aN the result of 
your discussion that a now gold coin of Hs. 20 would 
bo as popular as the sovereign?— 1 think it would be 
quite as popular, and 1 should even expect to find it 
more popular. 

1718. Ami you expect it to coiiimuiid confidence?— 
If it docs not immediately command confidence it will 
very shortly ns soon as they find that there is tliu 
gold in it that it professes to contain. 

1719. Gan you tell us what effect it will have oil 
the present holdings of sovereigns ...the new coinage? 
— 1 think practically none. Those who urc holding 
sovereigns know what they have got and urc unlikely 
to go to the possible expense of converting them into 
any thing else. 

172U. It will have no effect then?— 1 do not think 
so. 1 see no reason why it should have. 

1721. And I understand you are in favour of otic 
coin of Its. 20 value, not smaller coins of golil?-- 
Boyond the fuel that a smaller coin suffers much 
more in circulation from weur and tear, as they used 
to find in the case of the half-sovereign ut home, i 
have no object ion to a smaller coin, say, a Its. 10 
subsidiary gold coin. 

1722. One more question J have to ask you. You 
said something about the Bombay Mint being 
altogether too detached. J did not quite follow 
you. Am J to understand that the Bombay Mini is 
not constructed for the coinage of gold and therefore 
unsuitable?— Gold can he coined there but it is being 
coined under unsafe conditions which require greater 
expense in watch and ward, in watching the gold, 
and it is dusigued for such enormous coinages that 
it is really not suitable for the comparatively small 
coinage which a gold coinage would entail. 

1728. You want a smaller building with greater 
safeguards? -Yes, with spccinl machinery for the gold 
coinage. 

1724. (Sir llvnnj Ntrakotrh.) You mentioned that 
a now Us. 20 gold coin of a fineness of 900 as against 
the present finciicsss of the sovereign of 916, would 
be more popular than the sovereign; hut are you 
quite sure on that point having regard to the fact 
that a coin of 900 fineness is less suitable to be turned 
into jewellery than a coin of a greater fineness, and 
cNjicciiilly having regard to your remurk that >uu 
think the new coin will not circulate*, from which 1 
gather that you menu it will either be melted down 
or be put into hoards ?— When 1 say that 1 do not 
expect a large circulation of gold coin, 1 think people 
will use it us a store of wealth— J do not necessarily 
say a hoard but a way of keeping their reserve. 1)1 
course, the question of what is a hoard is a very 
difficult one; and 1 think they will use it more for 
that. My other point that it is less likely to In: 
melted into jewellery confirms my opinion that it is 
more likely to 1m used in circulation and loss likely 
to be taken out of circulation to be used iis jeweller,). 

1725. But would it bo as popular having regard to 
the fact that it is less suitable for turning into 
jewellery w'iien the people of this country are in the 
liubitof melting down coins for that very purpose?— I 
think that the tendency is and has been for a long 
time past for people to abstain from melting down 
tho coins to a larger extent than they used to und to 
buy the gold, the fine gold which they so much prefer 
and which they now can get in convenient sixes and 
quantities. I do not think there is a great deal of 
melting of sovereigns now compared with what used 
to he the case. 

1726. Now let iis suppose gold coins wero put into 
circulation. You told us that the habit is rather 
pievalont in this country to sweat them. Let us 
suppose that there were put into circulation, gold 
coins to the value of 200 croros. What do you 
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estimate tho loss through sweating and wear and tear 
would umount to-- to tho allowed limit; 1 lako it tlmy 
sweat down to the allowed limit? .Just inside the 
allowed limit to be on the safe side. 

1727. And you estimate that to l>o how many 
grain**?— Well in the ea.se of the allowed limit lor 
sovereigns it is actually (id. worth of gold per coin. 

1728. That is per mvoroign? --Yes. 

1723. That would Imj correspondingly increased on 
the new coin?- if you allow the same percentage 
limit. 

1730. And would you say lliut having undergone 
the process of sweating tho coin will very much sooner 
be under the prescribed weight? Yes. 

1731. And therefore will have to he recoined more 
frequently than if it had not. boon sweated? — Yes. 

1732. Now then could you givo us an estimate of 
what that would cast on Lho supposition, ns i said, 
that 200 crores worth of gold coins were put into 
circulation? Well, when theso coins aro returned 
that bear signs of sweating to the Mint wo do not 
i<<’civo them. A sweated coin, so long ns we cun 
detect that they have been sweated, is no longer 
acceptable either to tho Mint or in u treasury. 1L is 
not roocived at home; if they see any signs of sweating 
on a sovereign the sovereign is cut and returned to 
you. 

1733. So that those sovereign* will cease to he legal 
tender the minute they have undergone sweating? . 
That is so, Sir. Tho only thing is so many of them 
escape detection. 

1734. Rut would a person in India accept a sweated 
coin when he knows? No, he would not if lie knew. 
They are very careful ahoui it themselves. 

1735. So that it is conceivable in a very short lime 
the whole of the gold puL in circulation would lie of 
a character that would he unacceptable in a person 
as a medium of exchange? That possibility might 
mcur; yes. 

173(5. Now' then, to go hack to the actual In*.', this 
would produce. Supposing wc have 2(H) mires, that 
is equivalent to 15U million sovereigns. At the rate 
4)1 (id. |icr sovereign that w'ould Ik? equal to 3j| .million 
pounds sterling? — I have not verilied that. 

1737. Well it is 150 milion sovereigns at (id. per 
piece. That is, 3 million 750 thousand pounds and 
thut would bo the loss?-— Yes. 

1738. Therefore one has to contemplate tho possi 
hility of that loss lieiiig incurred and on top ol that 
of the coins being really demonetised for the reason 
that they are no longer of standard value? — Yes. 

1730. So that if w'e continue the argument, having 
put 200 cro res into circulation, that 200 crores within 
a comparatively short time may become useless as a 
medium of exchange? It is possible it might be. .1 
could not expect it would occur, hut it is possible that 
it might. I think the deterrent clfect ot refusing to 
ucuepl coins at their laco value or to accept them at 
all if they bear any signs of sweating would make*, 
people so careful that llio sweaters would bo dis- 
couraged U> a certain extent. 

1740. Admitting that was so, every gold coin would 
have reached practically tho lower limit ni weight?-- 
Yes. 

1741. So that if the sovereigns came hack from 
circulation and were brought hack to the Mint the,\ 
would have to bo recoined? 1 liore would Ik> a loss ot 
approximately 2 per cent. 

1742. And if that process were to lie repealed, ay, 
every 5 years, you can reckon that your cast wi he 
roughly speuking wlmt we have put down there, aL 
39 million for sweating and on top of that 2 per cent, 
for recoinugeP — No, the cost of rccuinago is not i per 
cent. ; that is the loss limit. 

1743. Including sweating?— Yes. 

1744. That would bo roughly £3,000,000 sterling. 

1745. (Chairman.) What is the cost of recoimigc.- - 
The cost is practically identical with tho cost of new 
ooinage and may he taken at *15 per cent., which is 
the actual cost of coinage, assuming that, your over- 
heads are properly divided ow'ing to continuous uoi 


or an average amount of work. Overheads me mi 
important that unless you uverage the work your cost 
may work to enoi moils figures if you are on slack 
work. 

1 7-4(5. (Sir ltajeml m iiath Mookiijee.) Is it your 
experience all theso year* as Mint Master that lho 
coin is reduced by Cd. through sweating or 2 per cent, 
on the whole? — Not all coins. Those coins which have 
been sweated and come to u* in practically nc^ con- 
dition are found to have lost just less than the limit 
allowed ol : 2 per cent. 

1747. ()n your :i -portion, on the whole, as Sir Henry 
Stiakosch put to \nii, ill a lew jours’ time there will 
ho a tremendous loss to the country? That i-» to s,iy. 
if they sweat every eoin that, issues; hut I cannot 
imagine that, that would occur. 

1748. It has never occurred before in the case id 
sovereigns?. In consignments ol sovereigns from 
Singapore imjnortcd sometimes and paid to (foveru- 
ment we have lound every single sovereign sweated. 

1743. Jt may presumably have come from tho East. 

1750. And the coins w'liicli conic from India to you 
again? -Some are. Not all. The greater iiuiiiIht 
of those that wo know to have l»cen only in use in 
India are not swcutcd hut when we can trace a con- 
signment 1 ruin the Ear East, we Jind jiruetically all 
sweated. 

1701. According to your theory if there should ho 
a gold coin in India it very soon disappoars? — 1 don'L 
think vo rv soon everything would disappear. Hut 
I am not in favour of a gold coinage for India or 
any other country in the world. 

1702. That is what 1 was going to a*k you. Have 
you any experience of other European countries about, 
sweating nr reducing of weight?— I think there is 
less sweating owing In tin* conditions in Euro|)eaii 
countries. That there is sweating is undoubted. 
Rut it is visited with greater punishment when the 
crime is detected and consequently it is nothing Ido* 

ils common a* it is in llu? EiM. 

1703. (liven a change of the Code here, do ,\oii 
think all that will disappear? With advance I think 
that it will, yes; it should tend to disappear when 
people arc more used to it. 

170-1. (Sir tti’ijiiiahl Slant.) I understood \uu to 
say just now that the people would become more 
cautious as the sweating increased and refuse to take 
coin, and that sweating would ihoreloiv Ik-, dis- 
couraged?— Y os. 

1755. Rul did you not say that only an export 
could detect that a coin haul Ijccii sweated? How arc 
the public t «■ detect it?- It i* not that the expert has 
any special knowledge hut that he knows what, to 
look for. I can fell at once if a coin has been sweated 
because I know what to look for and the public, once 
they find their coins rejected, will soon find out whin, 
to look for. We have had that occur in the case i>r 
rupees. We have had many rupees badly sweated and 
up to the limit ; V>\ per cent. I think is our limit loi 
rujHjes and 1 have known rupees sweated right up 
Lo li and 1/Stli per cent. Rut it is very clear and the 
public know and they can see those signs. It is 
known to shroffs and the knowledge li Iter* down 
gradually through to tho pxiple. It is a case of 
education. 

175(>. You gave as your main reason lor prelorriug 
an Indian coin to a .-sovereign tho fact that the 
sovereign suffers more by wear and tear irom legili 
iimto use. Rut you said that the main danger was 
illicit treatment?- That is an argument against n 
gold coin in circulation at all. 

1757. Rut does it not also diminish the strength »f 
vour preference for an Indian gold coin if the main 
danger is not legitimate wear and tear but illegal 
treatment? — Yes. Jt certainly duoii. 

1758. Recall sc 1 presume your ftpcciul Indian coni 
would be equally liable to be sweated!'. Ye*. Tim 
only point there is tliut 1 Imp*! that, the sweating 
would diminish in time wliercas the wear uiul tear 
cannot diminish. 

G 4 


56583 



104 


ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE: 


L December. 1025.] 


Lieut. -Col. G. 11. Wilms, C.I.K., M.V.O. 


[Continued. 


1760. And another rcusun that you gave fur pre- 
ferring the Indian coin was that you cannot huve tho 
sovereign as Jcgcl Lender unless it was exchangeable 
into an even nuiulier of rii|H.»cs? Yes. it would Ihj 
very difficult to work on, on a long fraction or a long 
decimal of rupees. 

lTtKl. That is assuming that Hie present rale uf 
Is. (id. is retained ? — Ur au t \ other rate that did nut 
include a 5 or a U as the last figure when converted 
into rupees. 5 or U should he the last figure. 1 
think it would be very awkward Lo have Its. 14 Lo the 
sovereign or oven l IS as the Doctors have. It makes 
complications in conversion. 

1701. What sort of complications? -Assuming that 
a man carries in his pockeL four sovereigns; at Its. Hi 
to the sovereign lie has got its. 0-1 ami it is not so 
easy as if if were It**. 00 or its. 70 or some tiguie 
ending in a 0 or a f>. it does not lit in with our 
note denominations for instance. You would have no 
note, unless you go hack lo llic one rupee note; you 
luuld not exchange a sovereign exactly against an 
even number of notes, if you hud LI or 10 to the 
sovereign or any iiguro except lo or 21) or .10. It is 
merely a question of convenience hut it would lie veiy 
awkward to have a 12 rupee coin or a twelve rupee 
nute. Wo should never dream of introducing a 
twelve rupee note. 

1702. And you would rule out a proportion of J.2 
rupees to the sovereign on that account? — L think I 
should, i do not think it will In* found at all con- 
venient if tile sovereign became a circulating medium. 

170#. What about its. 12-MI? One is nearer that. 
Hilt you wi II have to reintroduce my Its. 2-8-U note 
then. 

1704. You get your factor of live?- Yes, when you 
have two sovereigns you could get Its. 25; 12-Mi 
would he more convenient than 12. OF course, if is 
purely a matter of calculation. Hankers and others 
will he able to say more on that point than 1 call say. 

1705. (Sir Hnjinald Muni.) We are only discussing 
it from the point of view of currency. 

1700. (Sir A orcot Warren.) What is the penalty 
for sweating in India? -I am afraid 1 cannot gi\c 
the legal penally. Hut \cry frequently what it 
amounts to is nothing. 

1707. .If the penalty were made very severe would 
it stop sweating?— If one could get convictions; it is 
a difficult tiling to get a conviction. In fact I liclicvc, 
in the eighteen years 1 have lieen in the MittL, 1 do 
not think we have hecu aide to succeed in getting a 
conviction for sweating of silver. 

1708. Why not? It is very hard to bring it home 
and the difficulty is to get the Police to Lake a 
ease up. 

170P. ( Sir Alc.ruiulrr Murray.) In 1018, when the 
15 rupee Gold Moliur was put into circulation do you 
think we could diaw any conclusion as to the pre- 
ference shown by Indians for an Indian coin such as 
the Gold Moliur to the sovereign or any other gold 
coin in circulation ?-- No, certainly not. They merely 
took it as gold. They did noL want coin in any sort 
then. All w'ent straight into the melting pot so that 
it did not matter whether it was a sovereign or a gold 
moliur. 

1770. Tho fact is that there was a prohOiitinn in 
existence at the time oil llic importation of gold and 
therefore it was immaterial whether it was the 
Knglish sovereign or the Gold Moliur? It would have 
lieeii taken? Any coin of any kind, fra ium ami all 
gold coin of the world though prohibited from coming 
in did actually come in and went straighl into iho 

nu lling pot. 

1771. It was immaterial whether it was an Indian 
or any other coin? Absolutely. 

1772. (Sir Pursh of a nulas Thnkun/as.) If a rupee is 
picscnted that is loo much worn out, don't you cut it 
and return it to the presenter ? So long as it has not 
lost more than 2J per cent. it is legal tender. Over 
KJ it is no longer legal tender. 

1775. Supposing in view of the difficulty of getting 
convictions on wliat you call sweating, you did the 
sainc to the gold coin?- -T said that it would be a groat 


deterrent if ]>eop!u found that their coins on 
presentation were cut and returned to them because 
they had boon s wealed and worn beyond the limit; 
then they would say “ this is uuL good enough. 1 have 
received this at Us. 20 and now when I sell it lu a 
bullion dealer in the bazaar I. am only going to goL 
Iks. 18-10-0 for it,” and consequently that man will 
bo more careful what he takes in future, lie will 
look at the coins very closely and that in itself will lie 
a deterrent to sweating. 

1774. Could you tell us the difference between file 
loss on a (*ut rupee as compared with the less oil 
liullioii value of sovereign? — It is very hard lo say 
what that would lie. It would depend so much oil 
tho mail who held the com alter it was cut liecaiisc lie 
would then ho forced Lo go into the liuzuur and it 
would depend on his knowledge and powers of 
bargaining, how much ho got for that. 

1775. Supposing it happened to-day that a mail 
was returned a rupee cut into two and he hail to sell 
it at its bullion value and a imiu who lias a sovereign 
worth Us. l#-5-0 similarly has the sovereign cut and 
returned to him, what would lie the dilfcreni ‘0 between 
the values that ho would get on his gold coin as com- 
paled with the silver coin? — Ho would get in each 
case probably something rather below the bullion value 
of tho silver or gold as the case may lie. 

1778. Mow much below? That, as I said, depends 
very much on the status and knowledge of the man 
holding it; and an ignorant ryot would probably get 
very much below. 

1777. What is the best that a man, say, ill Hombay 
or Calcutta might get? — With olio sovereign cut lie 
would not get very much. 

1778. Wliat would he the loss? -You know more 
than I do about that. 1 think the loss would lie very 
considerable but 1 could not fix any figure. 

177!). (Sir Vurshnta imlus Thaknrtlus.) Could (Nil. 
Willis give us a table working it on L oil Lite basis of 
llic rates to-day? 

178U. (Chairman.) Is it possible to work it out 
ai ilhiuoiically ? — it is possible to say what the bullion 
value of a sovereign which has just lost weight is. 
HuL it is not possible Lo say what the holder ol a cul 
sovereign would get in the bazaar. 

I7S1. (Sir Pursholamdas TItak imlus.) If a \ou could 
fell us what the bullion value of it i* lo-da.v I hen if 
a man does not do (equally well it is liecu use ho has 
no* got either tho facility or the knowledge?- -lie 
loses just over two per cent. 

1782. (Chairman.) What is the capacity of the two 
mints for gold or silver coinage? — Can you give us 
the figures? Neither of the mints has any specified 
capacity for gold coinage naturally since India has 
no gold coinage. Actually for silver coinage each 
mint is capable of coining six lakhs of rupees a day 
and they are designed for between 2 and 5 lakhs 
of pieces of .subsidiary coinage hut actually both of 
them can do more thun that in a normal working 
day. Then* is no reason except wear and tear of 
tin* supervising stalf why those figures should not 
be multiplied by two by working double shift. 

1788. Both as regards rupees ami subsidiary 
coinage? Yes. The Hombay Mint uctually put out 
10 lakhs of rupees a day together with (1 lakhs of 
pieces of subsidiary coinage. 

1784. To summarise, wliat is tho total maximum 
capacity under pressure of both Mints for putting 
out rupees?- -In rupees it is sa lo to say Ihat they 
can continue to put out 25 lakhs of rupees a day, 
tho two together; that 1(5 lakhs, wo did under enor- 
mous pressure and I do not recommend it us a figure 
for continued working. 

1785. I wanted to useertuiu how much of the busy 
season demand could he met by fresh coinage after 
the dei i mud had declared itself. The question I want 
to direct your attention to is this. Taking tho 
beginning of the busy season, say, in December, and 
supposing that the purchase of silver began at once, 
then the silver would arrive before tho end of 
January, I imagine?— Probably. It depends some- 
what on whore it camo from. 
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J78U. Supposing tins demand continues till the end 
of the busy season, that would bo, suy, up to April r 4 
■ -Vos. 

1787. On the supposition that there was an un- 
foreseen demand for rupees that arose at the 
beginning of tbo busy season and the purchase ol 
silver begun ut once, how much of the rupee demands 
to the end of tlio busy season could bo met by fresh 
coinage at the mint? — -May 1 just work it out; 
taking Lhe end of April as the end of the busy 

season 

and we must assume for that u demand for rupees, 
of the order which has been experienced in recent 

years with the bulanee of uncoined silver which 

the mints always have, they would presumably start 
to work oil their average balance so Lhut they could 
get to work a low days before the silver has arrived. 
Thu two mints uru capable of producing 1(M) crores 
in that time, ill time of pressure we work every 
day including Christmas day, and we did that for 
two yours which will be moru than adequate to 
meet any deinund. 

J78S. You think 100 crores in three mouths is 
more than adequate to meet any demand experienced 
for additional rupees during the busy season? Yes, 
1 think there would bo softie diiKciilty in gelling the 
silver hero in timu. 1 beg your pardon it is not 
1UU crores. 1 meant 25 crores in three months. 

1789. Then 25 crores will he adequate to meet such 
exceptional demuuds as are likely to occur? — That 
l am afraid, Mir, I aiu not qualified to answer. May 
1 say, Mir, that that includes at the same time the 
normal coinage of subsidiary coin which also goes 
up to a certain extent in these limes of pressure, 
hut if the subsidiary coin balances were sullicieiit, 
that 25 crores could he increased. 

£790. (Sir Itryinohl Mont.) In giving the estimate 
of 25 crores you hu\u allowed practically for three 
months coinage out of lhe four?- -Yes, three complete 
months for coinage 1 have allowed and actual start- 
ing before our first shipments arrive because we carry 
balances ill tliu mint which would allow us to get 
going. 

17S>1. Hut do you think that a demand of that 
extent is likely to come so .suddenly lliuL you would 
not luivo made any anticipatory purchases of silver? 

1 am merely giving technical evidence here. L am 
supposed to know uoLliiug of the purchase arrange- 
ments. 

1792. Assuming that the authorities responsible for 
expanding the coinage hud foreseen the demand and 
ordered silver in advance, you could then start 
earlier? — Yes. 

17911. And if you coin for the whole lour mouths, 
you could turn out another 5 or li crores? Yes, 
certainly. 

1794. (Sir llrury St robot eh.) May 1 ask a ques- 
tion? I am rather ignorant of the arrangements 
hero. There are two mints in India, one at Bumbuy, 
ouo at Calcutta, ami they are of equal capacity, 1 
i li i ilk ?-■ Practically. 

1795. You huve told us that at one time under 
grout pressure you have turned out 1H lakhs per day 
in Jlombuy ?- -Yes, and 0 lakhs of subsidiary coins. 

179(1. I tako it that at great pressure it would 
he possible to turn out the same amount of rupee 
coin and subsidiary coin at Calcutta? 1 am not 
quite sure about lliut. 1 have boon in charge of 
both the mints und 1 should prefer to say that I 
think Calcutta’s absolute record is 2, 1(H), 000 coins in 
a day and Bombay's is 2,250,000, there is not really 
much in it. 

1797. That is on a double shift? — Yes, Lwo 10-hour 
shifts. 

1798. For how long could you go on running a 
double shift P — We wont on for many weeks, hut the 
result was, the moil hud so much money Ut the end 
of the time that wo had a big strike, and 1 think 
if we had to go on much longer (luckily they only 
struck just when the pressure cajno off), tlioro would 


huvu been serious trouble and J would not blame 
them. I wanted to striko myself. 

1799. Bub in a real emergency it would ho possible 
to coin under those circumstances 92 lakhs u day 
and possibly even mure if tlio demand fur subsidiary 
coin were less intense than the demand for rupees? 
Yes, hut £ do not think labour would stand that very 
long. It is such an enormous strain. 

1800. For how long do you think you can con- 
veniently run?- 1 should nuL like lo try it lor longer 
than a fortnight at that rate. 

1801. (Chairman.) Let mo put it to you in Lilia 
way. You have been responsible as technical ad- 
viser in regard to the supply of coin* to tlio 
authorities. Supposing you were asked your tech- 
nical advice us to whether, in view of the possi- 
bility during the busy season of an additional 
demand for 25 crores ol‘ rupees, you would ud- 
viso that it was prudent to leave the supply "of 
that demand to he met entirely after the demand 
hud begun or whether you would advise that it is 
prudent, in view of the technical situation, to maku 
provision beforehand so as not to huvu to liiako 
the whole provision including the purcliuse of silver 
after the commencement of Lhe demand, what would 
he your advice to tlio authorities on that point?-* 
1 should certainly advise some anticipatory action 
in that respect to get some silver at least and also 
that coinage of the existing slocks of bullion should 
begin at once in the mints. It takes a little while 
to work up to lull pressure. You cunuot suddenly 
say 11 To-morrow we will start turning out 12 lakhs 
of rupees." You have Hist of all to get all your 
departments lull so that you have sufficient stocks 
in each department to avoid any stoppages waiting 
for earlier departments, it takes, roughly speaking, 
to do the thing properly 10 days Lo gcL them into 
lull swing. That would he done from our balances 
of bullion which wo always hold in the mints, bullion 
under coinage or silver rupees under reeoiuuge. 

1802. lL appears ilieu you would probably say “ I 
can do it, but in view of labour possibilities I would 
recomiueiid you to have something in hand'’? -Yes, 
Sir. 

1809. (Sir Ate.ro tn/er Murray.) In 1918, is it not 
the case that you wore actually turning out about 
12 crores of rupees, and about the same amount again 
in 1919? L believe you have the figures in the 
Currency Report. 1 am prepared to accept them. 

180 i. Lb shows you can maintain a high standard 
of output for some time? Yes. 

1805. (Chairman.) \Vo have dealt with the question 
of the popular preference as between a separate coin 
for India and a sovereign. Now L want to ask you 
whether your experience enables you to express any 
view as to the preference of the Indian public us 
between the use of gold and silver coin for purposes 
for which either of those two inay be used ill circu- 
lation? — I think that since the majority of the people 
of India do not ordinarily have use for such a largo 
unit of value as any gold coin wdiich wu could give 
them, the circulation of gold coins outside the big 
towns is not likely ever to be very big. Of course, 
1 have seon periods when gold was in circiiint-iuu to 
a certain extent and 1 understand that in tlio Punjab 
it was very largely in circulation, in Bombay and 
('nlcnita i have been tendered sovereigns and half- 
sovereigns, but they were very rare things aud the 
Indians were always prepared to tako them and very 
often were prepared to give them during those short 
periods. But 1 do not think that wo have any real 
data which could prove tlio popularity of the coin* - 
of the one coin as against the other. The silver coin 
is the moru convenient to the greater nu in her of the 
people in the country. 

1 80(>. Dot's your memory of Indian conditions reach 
us far hack as the times of the Report of the Fowler 
Committee I think it was in 1898? — Oh, no; l 
started in India in 1900. Of course, £ have rend it. 

1807. You have not any practical acquaintance 
with the effort to encourage a gold circulation made 
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after Hit* report of the I'owler Uiiniiiitteo? — 1 am 
afraid not. Those worn my lirsl years in India while 
1 was still soldiering and L did not really tako much 
notice. 

1808. Tlien l ho effect of your answer, us 1 under- 
stand it, is that there lias not been any evidence 
that the public is inclined to consider the use of 
gold as a convenience for the larger payments?- - 
No, 1 think there has been no evidence of that. As 
regards larger payments, L understand that in the 
Punjab and elscwhcro it has been used as a medium 
of exchange in large quantities, but it lias never 
been what one would t all a circulating coin. 

180!). (Sir Jfryinnhi Manf.) That gold that went 
into tile Punjab may him 1 circulated for a very short 
time, hut it soon disappeared, did it not ? Well, it 
was just, before the war conditions came oil. Put 
i uiiderslaiid that in the few years just before the 
war there was an extension of the use of gold for 
payments. 

1810. it disappeared as soon as the supply ceased ? 

■Yes, and owing to the conditions regarding gold 

generally in the war time. 

1811. lint, as soon as people found they could not. 
get more sovereigns, they hid away the ones they 
had got?- -Yes. 

1812. [Chairman.) Now, proceeding from that, 
from your knowledge of the demand for currency 
and so on, what would be the effect on the general 
public and their habits and requirements ns regards 
currency, of declaring the rupee to he no longer 
unlimited legal tender and introducing at tho same 
time a gold currency Y — I think that gold would 
probably displace all but very small hoards of rupees 
and small reserves of rupees for emergent use, 
whether gold coin or gold bullion. 

1813. You distinguish, I imagine, between hoards 
and reserves ill the sense that a hoard is something 
which is put by more or less permanently and a 
reserve is a sum which is held to rover as it were 
fluctuations and unforeseen expenditure Y Yes, that 
is the way I look at it. Tho gold might also dis- 
place notes held ill hoard. I know’ that hoards are 
so held and it is possible that it might displace them 
but 1 am not sure that that would occur. 'Tho notes 
being payable in gold, L think that a large number 
at. leust would continue to be held ill hoahl. As 1 
have already said, T do not think that tho gold 
would enter much into the real circulation ot the 
country. 

1814. You referred to note? hoards. Is it a 
practice to hoard notes at all- is tho practice? wide- 
spread P~ I cannot say how widespread it is. I know 
of cases of people locking lip notes for a long time. 

1 can gi\c one example of a mail who locked up two 
thousaml-poii ml notes of the Hank of England and 
they were produced to me in 1922, and an inquiry 
was made by the hank where they were presented 
whether they were genuine because? they were long 
past dated and they were yellow. They were two 
notes that Queen Victoria had given to her munshi 
when he retired from her service I think in 1891 
and they descended to liis widow. On the death ol 
bis widow they were presented to the hank. So that 
that was a very obvious instance of hoarding. Hut 
I was thinking really of such a hoard ns tho Nepal 
Government hud when they returned to us a large 
number of 183*3 rupees. This 1 think was about the 
year 1912. They were returned to tho Caleuttu 
Mint and we purchusod them from them for gold 
and currency notes. That was a case of alteration 
of the form only— the hoard was held. 

1815. Amongst the general public do you think 
thero is any tendency to hoard notes?- 1 think that 
since they have discovered that notes can bo ade- 
quately protected in tin boxes from the white ant 
and the rat, 1 think they have discovered that for 
M?me purposes they are a convenient form of 
hoarding. 

1810. Do you believe that improving the facilities 
for obtaining gold for these notes would tend to 
bring those hoards out? ■ 1 do not think so. I do 


not think it would do that. Ho long as they know 
that they would he paid in gold for their notes I 
do not think it would draw them out. Probably at 
tho start, yes, hut very soon they would Keltic down. 
Tlioy would try to see whether they could get gold 
for notes and when they found thut they could, they 
would lie to a certain extent indifferent unless tlioy 
wanted gold for specific purposes. 

1817. You say thero would he a certain replace- 
ment of silver hoards by gold? — 1 think that there 
would he, a tendency to that on a very largo scale. 

1818. Do you contemplate that tho process might 
he c\cii on so large a scale as to bo complete, so 
that all silver hoards would be replaced by gold? — 
Well, it is difficult to say that because hoards go 
right down even among tho very poor. There might 
lie quite a considerable lot held in small quantities 
which did not amount to a twenty rupee gold piece. 

I mean there is such a thing as a hoard of 10 
rupees, and there must be a very considerable 
amount held in these small hoards. Everybody lias 
buried away in a hut somewhere a small pot with 
a low rupees in it which is more or loss sacred. 

1819. Now as regards large hoards? — My opinion 
is that they would tund to ho replaced entirely by 
gold. 

1820. As regards circulation, 1 understand your 
opinion is Lhat there would he no large demand for 
gold to replace these rupees in circulation ? — *1 do 
not think so. It is purely a matter of opinion. 
That is my opinion. 

1821. (Sir Hm nj Slrukasrh.) May 1 ask wliat is 
the estimated Lotal amount of rupee eoiu which would 
bo necessary to form the subsidiary coin of the 
country when gold is put into circulation Y — It is 
very difficult to say because we do not renlly know 
wlint is the total amount of rupee coin required now. 
My own opinion is that it would differ very slightly 
from whatever the present figure is. 

IH22. Could you tell us what the requirements of 
a token coin of that character would he per head 
of population? Would lhat be helpful? W T ell the 
only thing I call do is to make the guess of Its. 5. 
That seems to me to la? a very reasonable figure to 
take. Then* are so many to whom Us. 5 would ho 
a very big sum and on the other hand thero are 
townspeople Lt» whom Rm. 5 is so little. 

1823. You think Rs. 5 per head of population 
would he a reasonable figure for tho total circulation 
necessary to carry on the trade of the country as a 
subsidiary coin? — It seems to me tlint that would he 
a reasonable assumption. 

1824. That would he about 150 erorus?— Rather 
over it now-a-days. 

1825. (Sir Unjiwihl Maul.) You said thut if gold 
coin were put into circulation you thought that it 
would replace silver in all the large hoards? Yes. 

1820. is not that proiH&s taking place now?- -There 
is u largo amount of gold coining into the countiv. 
There were very large imports last year. Do you 
consider that a lot of theso imports went into hoards 
in replacement of silver? It cannot be in replace- 
ment of silver for the country as a whole because 1 
thero has been no corresponding efflux of silver. 
Therefore the two are now lying side by side. The 
silver is still lying in hoards. 

1827. You mean efflux from the country? Bui 
lias there not boon a decrease in the demand? — J.u 
the purchase, yes. 

1828. No, in tho doniatid for silver, in tho absorp- 
tion of rupees?—! see. I was thinking of silver 
bullion. Yes, that is so. It has been bought pre- 
sumably with tho rupees which have returned to us 
in reserves. 

1829. But there bus boon a decrease in the 
absorption of rupees?- Yob. 

1830. And an increase in the absorption of gold? 

Yos. 

1831. Doos not that point to replacement of rupees 
in hoards by gold? — -Yes, distinctly. 

1832. And do you think that process is likely to 
continue? Supposing Government does not put gold 
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into circulation. Is it nut likely that the hoards of 
rupees will gradually hu replaced hy gold imported 
through ordinary channels? 1 think iL is, certainly. 
They may always retain some rupees; hut the hulk 
i« likely to go into gold. 

1833. «So that the adoption of gold currency would 
only accelerate the process which in your opinion 
is otherwise inevitable? - Yes. May I correct that 
last answer? J do not think that it could accelerate 
it; because I do not think that (iovcrninciit can put 
gold currency into the country at a greater rate 
than they are now importing gold liar, so that it 
could lint, ho any question of acceleration. Cuverii- 
meiit could not pill in a gold currency surely at the 
rate that the country is buying gold lor the last 
Jew years. 

1H34. (.Sir Henry Straknsch.) Could it not happen 
that gold coins are put into circulation and th" 
import of gold continues at the same rate? I think 
it would rather strain the resources of the world 
to produce the gold. 

1835. (Chairman.) These matters are peculiarly, 1 
imagine, within your knowledge the total issue of 
silver currency, the total amount melted down by 
the government and so forth ? -Ye*. 

1830. Taking such aids to an estimate into 
account, have you ever considered whether it is 
possible to arrive at any approximate estimate by 
that method of the total amount of rupees respec- 
tively in hoards and in circulation at the present 
day?- It is extremely ditlieult owing to the difficulty 
to make any real good estimate of what has been 
melted down. 

1837. Privately P Privately, yes. That is the 
crux. We cannot say how much has been melted 
down. 1 think one is safe in saying that the 
amount still remaining of the rupees that we have 
coined is under 400 crores. 1 do not think it could 
possibly he over and 1 expect that if we could get 
a true census it would he less. Hut it is all of the 
nature of a guess. 1 ha\c worked the figures in 
every way J can think of and I am never satisfied 
with the results I arrive at as being accurate. Mv 
results lead me to think that there is something 
considerably less than 409 crores; huL L am not 
prepared to vouch for any figure. 

1838. Then you have to start at the other end 
and say there must he about 150 crores in circula- 
tion, taking Its. 5 per head?- Yes. 

1839. And that would loau* a figure, hy a process 
of elimination, of something like 250 crores held in 
hoards and rexervesp- M.v opinion is that iL is Jess 
than 250 crores. I give it. as the absolute figure. 
Hut 1 do not think it is so milch. 

1810. Something between 200 and 250 p- I should 
prefer really 200 as safer. 

J84I. (See ref ary.) 90 crores in the CnvenmiciiL 
deserve. 

1842. (Chairman.) The Secretary reminds us of the 
90 crores in the (Jovern incut reserve P My estimate 
of 400 includes the 90 crores. 

1843. That would leu\c a figure of round about 
150 as a maximum for hoardsp — Yes; say 100 to J50. 

1811. You are satisfied that, it is not really possible 
to arrive at any more accurate estimate p I cannot 
think of any method of arriving at an accurate figure. 

1815. Except by such light as might he thrown 
mi the situation hy the rupee census?— it is apt to 
he misleading. The rupee census is undoubtedly 
wrong, unavoidably wrong. The same hoard that I 
was speaking of, that came hack in 1912 contained- - 
I um Mpcuking purely from memory —two crore* of 
1835 rupees which vitiated all calculations made fiom 
the census. 

1813. Y r ou say that it is an impossibility ?— Yes. 
A great many more 1835 and 1840 rupees have come 
back to be melted at the mints than there could 
pOBsibly bo according to the figures arrived at hy 
the rupeo census. On the other hand, I think tliera 
lias boon, especially during the war time, much more 
modern coin molted down than has ever been taken 
into account hy the rupee census. 


IS17. Where, then, you can test the census by 
ascertained facts, you discover discrepancies which 
leach you to view the results with caution cs; 
any figures dciivcd from that must be a very rough 
approximation. 

1818. (Sir finny SI ml.asrh.) 1 should like to ask, 
do 1 understand you correctly to say that the census 
taken of rupees is misleading because it is conceiv • 
able and that In exaggerate, the whole of one year’* 
issue of rupees may he in one hom’d amt remain 
there and therefore no coins of that issue may appear 
in the census of rupees and to that extent the 
census would lie vitiated?- - Yes. 

1819. And is it the habit of the people who hoard 
in big amounts to lake a big lump of rupees of one 
particular issue? That is what we found; because 
they always like, in these big hoards, to get hold 
of new rupees and therefore they are naturally ol 
olio issue. 

1850. Could you from the information you hn\e 
estimate to what, extent the error would have to he 
corrected hy the ordinary mint census? -I am afraid 
I cannot make any suggestion. 1 quite failed 
to find any possible way of getting a figure. I have 
often tried. Jt must in the naLure of things he 
guess-work. 

1851. (/'in/, t.'oyajre.) Hut such hoards as those 
are exceedingly few. Are they such as would trench 
materially on any particular issue? There are a 
good many other large hoards that we know oi 
besides. There are other big Indian Slates which 
wore known io have had large rupee hoards. 

1852. Is it not that industrial investment is taking 
up so many of the hoards? - 1 am not prepared to 
agree that industrial investment has touched any 
of those lug hoards. It may have; hut 1 cannot say. 

1853. (Chumnun.) You have no better information 
or statistics available as to the big hoards in the 
Native States than in the other case?---Xo. It is 
largely hearsay, and sometimes one gets actual facts 
and one does not know what becomes of u heal’d 
afterwards, so that it is never safe. 

1854. (Sir Henry St rakusch .) In view of what you 
said just now, is it corrocL to say that, tin* cnnsiia 
figures are more likely to be an under-estimate than 
an over-estimate? .No, I do not think so. 

1855. Owing to the exclusion of a particular issue 
which may he in hoards? No; 1 do not think one 
can say that. Possibly because il merely vitiates the 
figures as compared between one year and another, 
1 do not think it vitiates necessarily the figures 
as a whole. One may draw certain deductions from 
these figures. Hut the other Jactor, the melting 
factor, ; s a very big one. Wo may say that thu 
censors are wrong from two points of view, one that 
they do not allow’ for hoards and another they do 
not sufficiently provide for melting; and those 
errors may cancel each other nr both may ho working 
in thu same direction. It is not possible to say 
anything. 

1850. (Chah man.) I waul to ask you about the 
facilities to the general public lor refining silver 
and gold at mints. Are those facilities adequate 
at the present time? There are no facilities what- 
ever for refining silver. The gold refinery in 
I loin bay is adequate. There is no gold refinery in 
Calcutta. 

1857. There is no gold refinery in Calcutta and 
there is a gold refinery in Homhay which is 
adequate? Yes, and we liuxo not been pressed to 
put one down ill Calcutta at all. 

1858. Ami there is no silver refinery at all? — .No. 
Such refining as is now done in the mints is by 
crude methods only adopted for emergencies in small 
amounts. 

1.859. Js there any demand for a gold refinery in 
Calcutta?--! know of none. It has of course been 
suggested, whether in a half-hearted way or not 1 
can't say, but there lias been no real demand and 
that of Homhay is adequate to any demand’ that 
has been laid upon it. 
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IS(i(l. Wliut is tho position regarding a. Govern- 
moil t refinery for silver ?— There has boon sonic 
demand in Homhay; anti, of course, in the war Lime 
we were forced to reiiue a certain amount of silver 
Hint ciinic. Hut we bad to do it in a bad and 
expensive way because we had no facilities. The 
Homhay market frequently talks about the need 
for a Cnvcriiiucnt refinery for silver. I do not think 
there has been any demand in CulciiLLa, but I am 
not quite sure. 

I Sli I . Silver refining is at present done in flic 
country by pri\alo firms?-- Yes, by lho old and crude 
method of lead refining, which is unhealthy and 
costly. 

|S()2. Would you yourself advocate any extension 
ot lho facilities for refining either of gold or, 
particularly, of silver: - — I think it would depend 
entirely on the demand of the public. You are 
speaking now, Sir, of the refining of any of our 
own rupees that may minis back to us, or anything 
like tliaf, when asking whether the Mint should 
increase their refining capacity? 

18(55. At tlie present moiueiit I am dealing with 
the operations conducted on hehalf of the Cu\ em- 
inent 1 should he inclined to give t lie Homhay 
liierehaiits what they want if they really want a 
silver refinery, a Covernuient silver refinery, where 
they eaii have their liars retiued, assayed and marked. 
1 should he inclined to give it to them. At present 
they refine outside and bring their bars in to be 
assayed, which frequently means melting beforehand, 
so that it increases the. cost of refined silver in the 
Homhay market, country-refined silver. Refining 
silver is done by much cheaper methods elsewhere 

lSfi I. And you look upon that as work which 
might reasonably ho done for tho convenience of the 
public, if any private firm is prepared to put down 
a refinery:-' — There is no reason why a private firm 
should not pub down a refinery, except that they 
would ha\e to come to us for sumo years, at any 
rate, to get the fineness marked on the bars. That 
eventually would disappear just as it has in the 
ease of refineries at home where certain fineness 
marks are accepted all over tho world. We accept 
on silver certain marks as wo know by experience 
certain assayers of refineries at home. We accept 
their finenesses; we do not accept all finenesses. 

1 91 15. And nob at present any Indian? — No, they 
do not murk their bars; they bring them to tho 
mint to ho marked. 

1900. (Sir Mmu’ckji JJndahhoy .) Wlmt would be 
t lie cost of setting up a silver refinery ? -May L 
please answer that not quite directly by saying that 
the cost ol' refining silver in fine ounces would amount 
to 15 of an anna in a refinery -that allows no profits 
I may say— that, is, with overhead charges, interest, 
depreciation and working costs, the cost would he 
■ 15 of an aiiua including inevitable losses incurred 
in refilling. That is in tho case of a refinery of a 
reasonable si/e, not a very smull one. but a fairly 
large refinery. 

1SG7. What do you huso this estimate on? 1 base 
ibis estimate on figures of the Denver, Colorado ami 
Ottawa mints. Unfortunately the figures at my 
disposal an? mostly pro-War. Neither of the mints 
concerned issue such detailed reports as they did 
before the War. 1 know them have been consider- 
able developments and very much cheapening in tin- 
processes since, hut I have not tho details ot them 
and have not been abbs to obtain them yet. Thi<- 
is an estimate based on pro-War practice, not on 
pro-War prices. 

lSt>9. If a refi.iery is started by private individuals, 
they would all the same have to come to (iovern 
ment?— At present, yes, until their own hall-mark 
been mo known. 

1 KtU). (Chairman.) You contemplate no doubt that 
if the Government is to undertake the work of 
refining fur the public, the Government silver 
refineries should be made self-supporting?— Yes. 

1870. And that an adequate charge should be 
made to cover the coBt of the establishment? — As 


in the case of tho cost of refining gold whore wo 
are making a profit. Gold refining is, of course, 
more costly than silver refining and the Government 
makes a profit out of tho gold refinery part of Lhe 
min t. 

1871. (Sir Curahuta nufas T ha kind as.) I think you 
said that you recommend complying with the fooling 
prevailing in Homhay for a Government silver 
refinery. Do you think they can give the Miiii 
enough work to make it self-supporting?- I nm not 
sure. Of course*, in the old days when famine used 
to bring out silver in enormous quantities, if would 
have been very advantageous, but we do not now 
have nil those waves of silver ornaments and so on 
coming to the Mint as they used to do in the old 
days. 

1972. Your feeling mentioned just now that 
Government might comply with if is based on any 
calculation as to whether the thing would he paying 
or not?-- Not as to the quantities. Here bullion 
brokers and people dealing in the silver market of 
Homhay are lmieli more qualified to express an 
opinion as to what would be the quantities. 

1 875. What would it cost if a silver refinery were 
added to the Mint at present? That depends, of 
course, very nmeh on what scale the refining is dune, 
tin the assumption of large scale refining my capital 
cost is (> lakhs and tho w r orking cost, including tlie 
value of all recoveries and so on, 2J lakhs. That 
is for a largo refinery, probably larger than would 
he required, T should say for an expenditure of 
.*> lakhs one would be able to provide one for llm 
public. 

1871. For a monthly expend it lire of bow iniicli if 
yell reduce the capital by one lakh?— I should be 
inclined to reduce the working expenses by Llie same 
amount becausu the interest on capital and the de- 
preciation which is considerable in the case of 
refining plants form tin* bulk of the annual expenses. 

1875. (Chairman.) We find in tho Report of the 
( Vint roller of the Currency certain particulars as re- 
gards the counterfeiting of rupees, prosecutions of 
counterfeiters and so on. This is no iloiihL a matter 
with which you are specially acquainted. Is there 
any increase of that trouble in the country? If is 
difficult to give a definite answer to that, hut l 
think, with the spread of education if is a decreas- 
ing trouble. It is not likely to increase. Tho people 
are better able to detect tho true from tho false, 
and as they become more educated it would bo still 
more difficult for the forger to get away. 

187(3. If they become more educated they become 
more skilled forgers? — -Thorn is a point beyond 
which you cannot go without putting more work into 
it than tho coin is worth. If does not. pay you to 
put a great deal of work into a counterfeit coin of 
the value of one rupee. 

1877. It follows then that tho temptation to 
counterfeiting has increased ns the bullion value of 
the rupee has diminished? If the bullion value of 
tin rupee were to he diminished, would not that in- 
crease tli- temptation to eo ii n ter f citing? — I do not 
think if would very much, because* the counterfeiter 
expects such an enormous margin between his actual 
costs and the return he gets In make up to him lor 
the risk of punishment. If we lowered it right, 
down to 50 per cent, silvor or some figure like that, 
then l should say there would he a great danger ol 
forgery increasing as he would probably make it out 
of the proper metal and then it would not be possible 
to detect forgery at nil. 

1878. So that the temptation would reach its maxi- 
mum were some base metal coin substituted for the 
rupee? — That is exactly what happened in tho case 
of the 8 nnna hit; there wo used a cupro-nickol coin 
and forgery at once became rife. There was a 
high value coin of base met.nl and they went for it. 

1879. But that has led to tho recalling of the 
9 nnna nickel coin? Yes. 

1880. There is, I boliove, fairly extensive counter- 
feiting even of tho minor valium of base metal 
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coinage P — -Yob. It is very inferior and easily de- 
tected but. sufficient to impose on the man who is 
in a burry or the moro uneducated. 

1881. So tlmt iu general the danger of counter- 
feiting would have to be seriously considered if there 
were any proposal for the substitution of a base 
metal coin for tho rupee? — Yes. I uni afraid Lliat 
would make it impossible to really consider it. The 
danger would bo so groat. 

1882. (Sir Jlr.nnj St raknsrh .) Tt would not include 
nickel coins because of the difficulty of coining 
them?— -The trouble is that nickel is very easily 
imitated- the colour and so on, by various alloys. 
So that nickel is not really a very safe metal from 
that point of view. It is difficult to coin, but they 
would not attempt to coin nickel; they would make 
ail alloy of tin 1 same colour and the same specific 
gravity, so there is no possible test by weighing it 
in your hand. 

1888. (Chair man.) Arc you acquainted with I he 
criminal law as regards counterfeiting? — Tin* del nils 
of it? No. 1 cannot give you the penalties. 

188-1. You are not prepared to express ini opinion 
as to whether it is efficient, or sufficiently deterrent? 
— I tliiuk the law in itself is a sufficient deterrent. 
The powers under the law are sufficiently dcferrcii! 
but they are so leniently interpreted in most places 
that the culprit, does not get sufficient imprisonment. 

IHSfi. Filially, as regards the questions which I 
wanted to ask you, iu the course of one of your 
answers you expressed an opinion to the effect, that 
you are opposed to a gold coinage for India. May 
1 ask whether when you expressed that, opinion you 
were thinking of general considerations or whether 
there were any further technical considerations at 
the hack of your inind? f think when l said that. 
Sir, 1 qualified it by saying I was opposed to gold 
coinage for any country in the world. It is merely 
because l am opposed Lo gold as a circulating 
medium; it is so wasteful. 

1880. Then that opinion was really based at the 
time in your mind on general considerations as 
regards the best, system of currency ?— Yes, on general 
considerations. 

1887. Are there any further technical considera- 
tions ns regards the advantages or disadvantages ol 
a gold currency which it would he possible for you 
to advance for the assistance of the Commission? — 
No, T do not. think T have any other points lo make 

I have made them all on the technical side. 

1888. (Sir Maneckji Dmlahhoif.) Almost all tin* 
leading countries in the world have now accepted 
a gold currency, have they not?—' The gold 
standard? 

1881). Yes? — They are not quite the same thing. 

180(1. I know lliey are not. quite the samo thing, 
hut now gold coinage is a feature ol many civilised 


countries? -No, T do not think I am prepared to 
accept that. 

1801. What countries, would you say, are excluded 
from gold coinage? — It would he shorter to give 
those that are included. When we gel outaidn the 
I ’luted States we do not get. any oilier country in 
which there is an effective gold currency. The gold 
may exist in Lhc form of a coin in treasuries and so 
on, hut it does not circulate. 

1802. Have you gut any suggestions to make nr do 
you entertain any apprehensions regarding the real 
impediments to emulation in this country? One.* 
the demand for gold iu hoard is satisfied, if ever, 
there is no reason why a gold coin should not cir- 
culate to a limited extent, to such extent as the 
people (iud convenient.. 1 am not aide to suggest 
to what extent, the people will find it eonxeiiieiiL to 
use a gold currency. It could only he a pure guess, 

1 am alraid, as to how far they would lirnl it con- 
venient. If they find it convenient then they will 
come to tho Mint with their gold and have it coined 
into gold currency. If they do not want it, then 
they won’t bring it. It appears to me to he auto- 
matic once tho demand for gold for hoard is satisfied. 

1892. (Sir lirtjinnhl Mant.) Colonel Willis, you say 
you do not advocate a gold currency lor India. Do 
you advocaLe the removal of the legal tender char- 
acter of the sovereign?- I do not know that it. 
would make any difference at all.. I should not he 
prepared to advocate it., hut. I do not think it 
matters. 

1801. At present it does not of course matter, 
because tile sovereign is valued at. Its. lit; it is 
undervalued; hut. that of course could not remain 
oil the statute-book, unless the Its. 10 ratio were to 
remain. The law would have to he amended, if the 
Ils. JO ratio wore abandoned. Rut would you sub- 
stitute another ratio or would you demonetize the 
sovereign, assuming that another gold min is put 
into circulation in ils place?- It is rnllier difficult 
to answer that. 

1895. (Chairman.) That is, assuming also tho 
continuance of the present standard? 

189(5. (Sir licijinnlit Mant.) No, Sir, 1 am not 
assuming that. I am assuming that, we abandon 
the Us. 10 ratio and leave it an open question as to 
what, the future rate will he. 

1897. (Chairman,) Yes, hut assuming an exchange 
standard. 

1898. (Sir Jfnjinahl Maul.) Yes, a gold exchange 
standard.-- {( Wear/ Mittis.) 1 think it is really imma- 
terial whether you demonetize or make it legal 
lender at the new rate. I do not think it really 
matters. 

1899. (Chairman.) The Commission is very uiiirlt 
obliged to you. Colonel Willis, for your evident'** 
to-dny. 


( Tli f irit lifts iriflnlmr.) 
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(Smrtaiirs). 


Dr. PiiAi'iiiTLLAf.'iTANniiA Bash called ami examined. 


1900. (Chairman,) 1 understand that you are a 
Doctor of Philosophy mid Economic Science and Vicn- 
Prim-ipu! of the Jfolkur College, ImloreP — Yos. 

1001. Since when have you occupied that position ? 
-It is shout eight years since* L have been there. 

1002. And before that p —I was a lecturer in 
economics and history in the Calcutta University. 

1903. The Commission has had the advantage of a 
very full memorandum* from you for which we are 
obliged to you. I will now', if 1 may, ask you a 1 few 
general questions in order to bring out the principal 
points in jour memorandum, both to ascertain the 
precise emphasis which you lay upon various con- 
siderations and in order to elucidate any matters 
that seem to require further elucidation. I under- 
stand in general it is your view that the ideal to la? 
aimed at is the establishment of an international 
gold exchange standard, hut that pending the realisa- 
tion of that ideal you propose that Tndia should take 
steps to establish a gold cxchauge standard of its 
own? Yes. My idea is to go back to the position 
where India was up to 1911 and strengthen the cur- 
rency by having a very big gold rescrx »*. My idea is 
that just for the present wo should try to re-establish 
the Indian currency as it was up to 1014, and for 
that, purpose try to build up our gold standard 
reserve. 

1904. I gather then that tlio system which you 
proposo is ono which is in several essentials similar 
to that which was in use in India down In 101 IP — 
Yes. 

1905. As regards one proposed improvement, you 
suggest an increase in the gold standard reserve P 
Yes. And another suggestion which I have made is 
that the exchange reserve should lie entirely 
separated from any other reserve. 

1900. If you please, I will take tlinl a little later. 
You state in your memorandum that, in your view, 
the system in force in Tndfa down to 1914 worked 
well and economically ? Yes, that is my view. 

1907. On the other hand, you propose that the 
future system should lie a gold exchange standard 
rather than a sterling exchange standard p Yes. 

1908. Can you briefly indicate what are the reasons 
which suggest to you the change from a system 
which, as von say elsewhere, has worked well anil 
ei'onciinically ?- I would not call it exactly a change. 
Yp to 1914 sterling was also equivalent to gold. So, 
when our mirrency was fixed in terms of sterling, it 
was really fixed in terms of gold. Rut then during 
the war when the sterling diverged from gold, then 
we had our difficulties. So, in order to avoid any 
stieh difficulties in future when sterling may diverge 
from gold, I would like to fix our currency in terms 
of gold rather than in terms of sterling. 

* A|>i»fii<iix 13. 


1909. You look upon it as a possibility which has 
lo lie taken into serious practical account that 
sterling might oncci more become divorced from goldP 
— If it is not divorced from gold, then there is no 
harm in fixing our currency in terms of gold hecatiso 
it will lie fixed in terms of sterling also. So by 
bringing about that change, if sterling does not 
diverge from gold, then 1 should think that wo are 
not. making any change at all, whereas if sterling is 
divorced from gold Lhun we shall be fixing our stan- 
dard in terms of a stable currency rather than one 
which may diverge from gold. 

19 in. I understand that in ono part of your memo- 
randum you suggest tin; substitution of gold bills for 
sterling bills in settlement of India's international 
account. Will you, in the first place, describe a little 
more in detail wliat the nature of the gold bill would 
be, and bow this mechanism of gold bills woukl 
work? Against the reserve that India has kept 
abroad, India will draw bills in terms of gold, und 
thn suggestion that I havo made, therefore, was 
meant to be applicable specially at this time, when 
sterling is not equivalent to gold, and, therefore, if 
geld bills are drawn in India against, our gold 
reserve, and then when this gold bill reaches England 
this will really supply in England gold bills drawn 
upon other countries. L was thinking at that time of 
tho United States, which is at present the only coun- 
try which has got a gold currency. If such bills are 
supplied in the English market as a result of export 
from Tndia to England, that is by increasing the 
supply of gold hills in England on America, it will 
thereby bring tho sterling nearer to the dollar. 

Mill. Who would your gold bill lie druwn upon?--- 
We could Iiiivo accommodation in America if wo had 
really a gold reserve. Our difficulty was that wo hud 
no gold reserve. It was invested in sterling. 'When 
wo got our gold reserve as such then j-ou could got 
accommodation anywhere in the world, and when 
India had 11 favourable trad* 1 balance greater we 
could draw bills on our gold resorvo in America. 
This would also help to bring sterling towards the 
dollar. As a result of the breakdown, we had to 
depend upon the American cross rate. Blit India 
Imd absolutely no control over the cross rate, which 
was determined by the balance of trade between 
England and America. If we are dependent on any 
cross rate, we ought to have more* influence over that 
rate, ami if we can draw gold bills upon America 
then we could have some influence upon the dollar- 
sterling rate. 

191i2. Does the system then involve holding a part 
of the reserves in tho United States P—' That is whnt 
wo <lid during the war. The Secretary of State bor- 
rowed money in America, ami for some time bills 
wore actually drawn on America. 
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1013. Is that what you propose should be Iho new 
practice under your proposal? That is what 1 have 
suggested : that our gold reserve should he dispersed 
in several countries till the time when the inter- 
national system is so developed that gold in one place 
can secure accommodation in any other country. 

1014. Wo live in a world where peace between the 
tuitions is not at any rate absolutely secure. Do you 
see any political danger of tho demobilisation of 
reserves at a time when they may be most wanted if 
they are scattered in many foreign countries? Of 
course?, thut is purely u political question; hut unless 
there is sueli uti international guarantee, as 1 have 
suggested here, it is impossible to work it. 

1915. But, pending the time at which we may 
arrive at the ideal of an international guarantee, 
you would be prepared to take the risk of whatever 
political upheavals nro involved?— Pending that I 
will keep the gold reserve in London, but in the form 
of gold so that it may he transferred from one centre 
to another if there is any necessity for it. 

191(1. As I understand it, then, your scheme as to 
the* gold bill to he drawn upon reserves in various 
gold standard countries in one form or another really 
depends, ns a condition precedent, upon the estab- 
lishment of some international guarantee as to the 
sanctity of such reserves? In the developed form in 
which 1 have advocated it here, it will he so. 

1917. In your preferonce for a gold exchange stan- 
dard system ns compared with a sterling exchange 
standard, have you taken into consideration the pro- 
portion of India's trade which is done with sterling- 
using countries? — Yes, foreign trade witli other than 
sterling-using countries suffers because of the fact 
that the rate of exchange is fixed in terms of ster- 
ling, and if India wants to develop trade outsido the 
sterling-using countries, 1 think this will bo a help, 
although not a very important help; drawing bills 
in terms of gold will be a help in developing India's 
trade in markets outside sterling-using countries. Of 
the sterling-using countries tho most important, 1 
suppose, is England; barring that, our trade witli 
the colonies is very small, almost insignificant. 

1918. Wo have been told that as much as DO per 
cent, of India’s foreign trade is settled in sterling, 
even though it may he done directly with countries 
which are not sterling-using. Is it not probable that 
that would continue to be the case, even though the 
foreign trudo of India with non-sterling-using coun- 
tries were to he developed ami increased ? Yes, that 
will he so; it is mainly because London is the mone- 
tary centre of the world : Bills drawn on London 
have a ready sale nil over the world, and l do not 
think that will he disturbed in any way if we replace 
the sterling by gold. As I said so long as sterling 
and gold arc tho same, there would not be any 
change at all. 

1919. You would not then view it as a considera- 
tion of important practical convenience that the 
definite link between the Indian currency and the 
standard should lie with that currency in which so 
large n proportion of India’s foreign trade is settled? 
— Them is certainly an advantage in that, but tho 
difficulty, as I pointed out, was that the sterling 
value went away from the value of gold and that 
created very great difficulties. This bus, for example, 
brought about a very great influence of tho American 
cross rate upon the Indian rate. This is not at 
all desirable unless we liavo some means of controlling 
that rate too. 

1920. (Sir Henry Strakosch.) You say that the 
ideal to he aimed at is tho system which was in 
operation in 1914. Then gold could ho handed in 
and rupees received, hut you could not receive gold 
<m handing in rupees in unlimited quantities. Ts 
not that a fact? — Unless the Government could do 
that the exchange system would break down : but 
the Government was doing that up to 191G. 

1921. Rut there was no legal obligation on the 
part of the Government P— There was. 


19*22. To hand out gold for rupees? — To hand out 
rupees in the place of gold. Government usod to 
take gold and hand out rupees. 

1923. But it did not hand out gold under any 
statute in exchange for rupees?— -Not under n 
statute, but if the Government wanted to maintain 
that standard, Government would have to do that, 
otherwise the exchange standard would break down 

1924. (Chairman.) 1 think Sir Henry Strukoscli 
is asking you exactly what tho system was before 
tho war?— That is what 1 nm describing. Before 
tho war Government was not bound by any law to 
band over gold in exchange for rupees, but Govern- 
ment practically in all cases whenever there was 
an adverse balance of trade was drawing rovorse 
councils on tho Secretary of State, which really 
means handing out gold for rupees. If the Govern- 
ment had at any time failed to hand out gold it 
would immediately mean a fall in the ruto ol 
exchange below Is. 4d. The reverse council hill was 
really a siqqiort not to allow the Is. Id. rate to go 
down, just as council hills do not allow the rale to 
go above Is. Id. Therefore, although the Govcriimcnt 
wns not legally bound to do so. Government was 
in all caws doing that, and whenever Government 
failed to do that it must mean tho breakdown of 
t-lio Government rate. 

1925. ( Sir Ifenry Slmkosch.) Would you regard 
it as an improvement of the system if tho Govern- 
ment was legally bound to givn gold? — That, I 
suppose, | have suggested in my written memoran- 
dum. The Government should be made legally bound 
to givn gold or, preferably, gold bills, bncauso gold 
will not be in use within tho country us currency. 

1920. To that extent a modi flea tiou of the system 
of 1914 would be necessary in your view? — Yes, there 
are several modifications which I liavo suggested; the 
most important modification will he to have a separ- 
ate exchange reserve. 

1927. (f 'haii nm n.) We will take that later. 

1928. (Sir llrnry Shakosrh.) 1 am merely point- 
ing out, with reference to your previous statement, 
that you regard the 1914 system as an ideal one that 
might possibly In* improved? Substantially the 
same system. The principle that was working up to 
1914 I would accept. 

1929. You suggested in one of your answers that 
sterling had not readied gold par. An* you a ware 
that for the last two or three months sterling has 
reached gold par ami lias been maintained at. parity 
w r ith tho dollar? I would not cull it exactly that 
sterling lias reached that, unless that is maintained 
also in internal currency. England is probably a 
gold standard country, hut so long as gold circula- 
tion within that country is not maintained at parity 
with (lie dollar I would not say that the old system 
has been brought back. 

1930. Therefore you would say that England will 
not return to the effective gold standard unless gold 
were put into circulation in the country, is that your 
view? Unless gold could bo always available for pur- 
poses of export. 

1931. But it is to-day? Gold is available for 
export?— -So fur ns I understand the situation, gold 
is available for export only when the export is 
sanctioned. 

1932. (Chairman.) I think Dr. Basil may he think- 
ing of the ciicumstaiieu that, until the end of this 
year, a licence is still technically necessary, although 
tho Bank ami the Government have declared that a 
licence will be granted in every case. Nevertheless, 
at the end of the year automatically even the 
necessity for a licence ceases? — Then it will exactly 
reach the old position. 

1933. (Sir llrnry Strakosch.) Then you would 
regard Great Britain as on an effective gold 
standard, although no gold is in circulation within 
the country?- This will bo having the gold standard 
without a gold currency. 

1931. You mention that the United States to-day 
is tho only gold standard country. You nro no 
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doubt aware that Great Britain is to-day, for all 
practical purposes, on a sold standard. The rest of 
the Dominions arc, ns also Holland, Sweden, Gcr- 
innny, Austria-Hungary. T believe 1 am correct in 
saying that the gold standard countries comprise 
countries with a population of about 1(10 or 170 
million people to-day, apart from the United -States 
of America?— That is, those are the countries which, 
theoretically, have a gold standard, and want to go 
back to the gold standard^ but I do not think any 
of (host* countries has actually this gold standard in 
the sense that there is a gold currency also. 

1955. No, but have they not returned to the gold 
exchange standard in the proper sense?- -For external 
purposes they have got a gold standard. 

1950. Tn fact, they have returned to a standard 
which you describe as the ideal standard? — Without 
renlly meaning to stick to that; thnt.jnnkes a good 
deal of difference. They hnvo been forced into the 
gold exchange standard, but they do not want to be 
t here. 

1957. Why do you say that, when it is laid down in 
their statutes that they have to exchange their 
domestic currency for gold for export? — Every 
country dealing with a gold-using country will have 
to exchange its currency for gold; gold being the 
medium of international payment that is ono tiling, 
but- it is another tiling tn deli her ately accept a gold 
exchange standard and build up currency reserves 
for maintaining the currency exchange. As it is, 
none of these countries has got any exchange reserve 
as such. 

1958. They have. If you look at the bank returns 
of nil of them you will find that tliny hnvo rnllicr 
substantial gold exchange reserves? That is not 
exactly earmarked for exchange purposes. As soon 
ns the gold reserve is sufficiently big their idea is to 
convert- the internal currency into gold, and not- to 
retain the position which they are forced to retain 
at tho present time; for example, the movement of 
(Serum ny in having a gold currency and nil other 
schemes like that-, the ideal all along has been to 
return to gold currency and not to keep to tho gold 
exchange .standard. 

1939. Do you, then, regard it ns the final idenl that, 
a country should have gold in circulation internally? 
— No. f do not think so. Tn fact, T think that it 
will ho n wrong thing to have gold in circulation; 
that- would he locking up so much of the national 
asset for merely providing tho media of exchange, 
hut then that is the ideal which has been kept before 
all tho gold standard countries. 

19-10. Why do you, then, suggest that the countries 
in Europe who have now embraced tho gold exchange 
standard will not have reached the proper gold 
exchange standard until they have put gold into 
circulation within their own countries? — I am afraid 
I have been misunderstood a little. I think I hnve 
not made my position clear. What T want to say is 
that those countries really want to be gold-using 
countries; they do not want to remain there. Just 
at present they hnvo probably gold exchange 
standard without some of the essentials, namely, that 
there is no special permanent provision made in order 
to keep up the exchange rate. In fact, they have 
not fixed any exchange rato at all. Their ideal is to 
go to the gold currency system. 

1941. T think you are mistaknti. They have mado 
provision; then statutes lay down at what price 
foreign gold exchange is to be bought and to he 
sold, which establishes tho gold exchange standard? 
— T do not know; how do they maintain that rate? 

1942. By their gold exchange reserves? — But their 
rato seems to fluctuate like anything, for example, 
the franc. 

1943. France was not included among the countries 
which T have mentioned? May I ask you ono other 
point? Would yon regard it as an essential feature 
of the gold exchange standard that the reserve should 
bo held in gold or would you say that the gold 
exchange standard iR established if the reserves were 
held in exchanges which are at any time convertible 


into gold ?— There would not bo any difference 
between the two, but the difficulty is that in times 
of stress it is very difficult to convert the currency 
of any other country into gold. In the case just 
after the war, when these reserve council hills wore 
being drawn, our gold standard reserve was invested 
in sterling, and so it could not bo easily converted 
into sterling without very heavy losses. Then T have 
got another objection about tho investment of that 
reserve. T do not know whether this will comn in 
(his connection. If that reserve is invested in that, 
country then really one of the important objects of. 
the exchange standard is lost. The object is t-liar. 
when there is this adverse balance of trade then the 
reverse councils should be drawn from hero and 
these reverse council hills when they are produced 
there will bring out some of tho currency which was 
locked up before into tlio circulation. That will 
afreet the prices in England which will correct- 
ultimately the exchanges; but just at present, when 
there is any sale of council hills, that money is not 
really locked up, so that tho English money is not 
reduced ; it is immediately invested and comes into 
the market, and that way tho object is lost-. Jt is 
lost wholly in tho case of India, because there is no 
exchange reserve at all; it depends upon the total 
reservo of the Government of Tndia. 

1941. Let us suppose* that, tin* exchange reserve 
of India in Great Britain were invested in short term 
hank hills. Tf the reserve is employed then to tliat- 
extent- the credit structure in Great. Britain is re- 
duced, is it not? Exactly. 

1915. And, therefore, constitutes n con traction of 
the currency in Great Britain ? — T f it becomes 
effective I liavu no objection to investing in short 
term hills. 

1919. You would liavn no objection provided von 
can lie suro of being able to convert, the proceeds of 
those hills into gold or any other gold exchange 
standard balance? Exactly so. 

1947. Do you really think that the transactions of 
this country can hnvo any very material influence 
on the cross rate betwonn sterling and dollars? Have 
you looked into tho magnitude of the trade between 
Great Britain and the United States, that is to say, 
the magnitude of the exchange truusentinns passing 
daily between the two countries? — Probably not to 
the extent- that India would desire to have, hut 
certainly to some extent there will he this effect- 

1948. If you hold, as you have suggested, your 
exchange reserve in United States dollars, and if 
trade were to flow as it has been flowing in tho past 
to or \ ia Great Britain, would you not in each case, 
when a settlement lias to he made, have to convert 
your dollars hack into sterling, and by that prucess 
settle your balance of payments? — That is what we 
had to do, but if wo could draw hills directly upon 
America, then would not that affect the rate of 
exchange between England and America? That 
would create a greater supply of bills in England or 
A morion. 

1949. You imagine, therefore, that you would keep 
your reserve bnlunces in the United States, and soil 
the hills which you have drawn on the United States 
for sterling in order to he able to settle your sterling 
req u irenients ? — Exactly. 

1950. Just one other point. You suggested that it 
was merely because tho Indian currency was hitched 
to sterling that the major part of India’s trade went 
to Great. Britain? — -No, T do not suggest that. 1 
said this was also one of the causes — trade with 
sterling— using countries has developed because the 
rate of exchungo is fixed in sterling, hut I consider 
this to be not a very important cause of tho special 
distribution of onr foreign trade. 

1951. Are you aware that Great Britain up to the 
outbreak of war has dono and it lias since the end 
of the war regained practically the whole of its 
aeceptan<Mi business and that to thia day a very 
lnrge proportion of international trade is settled 
through sterling. Chinn, the Argentine, Brasil, in 
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fact a great part of 1-lie over suns trade of tlio world 
is being settled via sterling in spile of tlio fact that 
sterling bad not renehod tbe gold point? — That is 
because the most important trade of these countries 
is. with Europe. If that were not so then America 
would linvu permanently taken away the position of 
London. 

1952. Hut slu; has not. in spito of ih« fact that 
sterling had departed from the gold standard? — That 
is because the main market is Europe and not 
America, and in Europe English currency is the best 
currency. 

1955. Do you not in these circumstances think that 
I hero must be some advantage in settlements over 
London through sterling? -The settlements will bo 
over London, but then the bills will bo drawn in 
terms of gold. I don’t understand how there will ho 
any difference in the trade. Hecausc bills will be 
drawn in terms of sterling when sterling comes to 
gold, and when sterling is not gold then they will be 
drawn in terms of gold. When this sterling line- 
tuatfrt, then will it. not. be advantageous for trade t«» 
have gold ratlier than this eurreney the value of 
whieb is uncertain. 

1954. (Mr. Preston.) Mr. Bumi, I would like to ask 
you just a few questions in connection with the 
system of the gold standard reserve which was in 
lone up to 1911. And in the asking of these ques- 
tions 1 may just re-cover a little of tbe ground or a 
few of the answers you have given t.o our Chairman, 
but my object in doing so is simply to take oui 
system in mi far as I possibly can and to arrive this 
morning at. what von would admit was a concrete 
statement of that system up to 1911. In Section 
IT (lj) of your evidence you say: “ Tlu»relore 
my conclusion is that the gold exchange standard 
.should ho retained for India because it is the 
cheapest and the most effective currency, and there- 
fore especially suitable fur poor countries.” Then 
again in sub-paragraph 5 of Section IV (2) you 

K a.v: "The gold exchange standard winked 

admirably well in India till 1911 as if the 
standard were of gold, hut at a considerably 
less cost to the count ry.” N«w, our gold 
standard system up to that period might have been 
held to consist nf our paper currency system and our 
gold standard reserve. Council hills T leave out 
entirely because, when all is said and done, that is 
more in the way of ways and means- would you 
accept that?- Yes. 

1955. Then beginning with our paper currency 
system and taking the figures at the conclusion of 
balances in 191-1, the gross circulation was fjO crores. 
Thu covering of that circulation in gold was in India 
951, out of India 7-113, so that the total gold was 
1(i‘9(>. In silver in India we had a total of 29-87 . 
and in other British securities in India there were 
10 crores and in England 4, so that outside securities 
our metallic hacking consisted of nearly 17 crores in 
gold and 29 in silver. And the policy then was with 
regard to our gold holdings in the paper currency 
reserve that the Government would give rupees, as 
you have stilted, for any gold tendered, blit they 
would not accept this obligation of lotting out gold 
for rupees in the country. But, oil tlio other band, 
in tlio event of failure of the monsoon, they would 
let out tlio gold for export purposes only. Will you 
accept that? — Yes, that is so. 

1950. In 1908 owing to pressure which had been 
brought upon Government, they departed from the 
rule, and they allowed quite a considerable amount 
of their gold to be given out in the country toi 
rupees, not for export, they did not say : we insist 
upon export?— 1 should think it was not gold which 
W’as given out in the country, hut at that time about 
a million and a half of the gold reserve was allowed 
to be diverted for railwny materials. 

1957. I will come to that afterwards. I am only 
talking now of the paper currency reserve. Let me 
put it this way. In 1908 a certain amount ot gold 
was allowed to go out for internal purposes, and that 


all vanished. You don't remember that? At the 
time of the American crisis. — That was in 1907. 

1958. Well call it 1907-09. Then with regard to 
our gold standard reserve, which now amounts to 
abniit 40 million sterling, tile object of that reserve 
has always been, in so far as my memory goes — and 
1 want to know whether you substantiate that in 
exactly the same way —how that reserve, wus a special 
reserve fur a special purpose, namely, the mainten- 
ance of the exchange standard. 

1959. ( Phairmnn .) 1 want to open up that par- 
ticular topic with the general question as regards tho 
use of reserves. 1 think it might, perhaps introduce 
a certain confusion into the examination if we take 
that now. 

19(H). (Mr. Preslun.) Yes, we will omit that, and 
just speak oil the paper currency. All I would say. 
Dr. Basil, would be this, that taking the system such 
as you understand it, the gold exchange standard 
which has served India so well in the past is clearly 
the best suited to India's needs at. this stage of her 
development, provided that, the matiagameiil of tho 
currency is in the hands of ski *d people, and that 
it is definitely settled by statul Would you accept, 
that as being exactly what you substantiate here as 
being tho system best suited to India's needs?— Yes. 

1901. (Professor Pannier.) Dr. Basil, how far did 
the system prevailing in India before 1914 either 
differ from or approximate to the ideal gold exchange 
standard? -The most important point of difference 
is that there is no exchange resene specially meant 
for that pur] lose in India, so that when the council 
hills are sold, and when they are presented here in 
India, the Government lets oiit money, and when 
gold is presented Government lets out rupees also. 
But when reverse council hills an* sold in India the 
money should he locked up because the object of such 
sale is to reduce the currency because otherwise, it 
wouldn't act as a corrective to the exchange. But 
when that is not done, then it ordinarily would not 
eoulnict the amount of eireiilation in India, ami that 
is the main olijeet- for which those reverse council 
hills are drawn. 

11)1*1?. (Professor Pnnnjrr.) In answer to the Chair 
you emphasised the necessity of keeping the reserves 
separate, because these reserves have separate objects 
and functions. 

19(i5. (C hnirmnn .) That is a question which I 
wanted to raise anil develop later. 

1904. ( Piofessor Poitojee..) There is a quotation 
from Professor Kemmorer as regards the defects of 
the gold currency system of India before the war 
which I would submit to you and ask your view oil. 

L9ix>. (('hnirmnn.) 1 am afraid if will take tbe dis- 
cussion just a wee bit away from tbe immediate issue. 

1900. (Professor Poynjev.) I would submit that I 
may put this question- it must come in somewhere 
six'll whole. Tlio Professor says: “The Indian 
system as it has so far developed, with its contusion 
of fiscal and monetary objects in the sale of exchange, 
with its mixing up of the functions o! the gold 
standard reserve and the paper currency reserve 
and its excessively large investments of reserve funds 
in interest-hearing securities under the pressure of 
fiscal needs is thus far removed from the pure gold 
exchange standard. " Would you at all agree with 
this criticism? — Tl at is also the position I have 
developed here. 

11XJ7. Then two accusations have been brought 
forward against the old currency system of India as 
it prevailed before 1914. In the first place, it has 
been accused of causing a redundancy of currency 
and a rise of prices. What is your view as regards 

these? That used to he the accusation of the late 

Mr. Gokhale also. It is extremely difficult to find 
out exactly to what extent the rise in prices is due 
to the inflation of c urrency, but as there is no free 
coinage in the country, certainly there cannot bo any 
reduction of the currency by melting and I should 
therefore guess that there should be some redund- 
ancy of currency. But I cannot be positive about 
that point. 

II 
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1938. (Chairman.) I am not quite sure that I 
follow your last answer. Is it to the effect that cur- 
rency is not molted down in modern times? -It 
cannot bo in India bocuuso tho rupee is a token coin. 
Probably it was melted a little during the years 1919 
and 1920 when tho rata of exchange was not suffi- 
ciently high to cover tho metallic value of the rupee. 

1909. (i Sir Purshotamdas Thakurdas.) I understand 
you to say, Dr. Basu, in reply to the Chairman, that 
unless international arrangements were made by the 
important countries to keep their gold reserves in 
various important centres, your scheme was not 
capable of being worked up to a great extent 1* — Tho 
ideal thut I have put forward is not capable. 

1970. 'Would you then suggest it for India, until 
the various important countries in the world follow 
a scheme of keeping gold reserves in important 
centres? — Not exactly that. My idea is that it will 
facilitate tho introduction of a gold exchange stand- 
ard in all countries if this reserve were gunrantod 
by international agreements, but then if only one 
country wants to have it, it can have it without any 
international guarantee, and it can docido where it 
can safely keep its reserve. 

1971. Provided then, you say, in the case of India, 
an arrangement can be made in America, or 
England? — In England arrangements have been 
made. 

1972. Did you indicate that it is necessary in pre- 
sent circumstances to have uu arrangement also 
made in America ?— ^So long as sterling remains 
depreciated. Bo long as sterling did not approach 
the dollar, it would be some help to have gold in 
America as we had in 1918 or some other years when 
we had some bills drawn by the Secretary of State 
upon America. 

1973. Would you not say that sterling lias 
approached the dollar now? -It lias. 

197-1. So that under the present circumstances, 
with the position thut sterling occupies, would you 
think it necessary for India to have credits in New 
York?- -In times of crisis, future crisis, that may be 
necessary, but in normal times I suppose it is not 
necessary to draw any bills oil Aiucricn, but thut may 
be necessary whenever sterling is divorced from gold. 

197.J. You would, therefore, if you are devising a 
system of currency for India now or within the next 
six months, consider it necessary to have credits in 
Now York to guard against any crisis? — No, if it is 
not meant to be permanent. 

1970. If a scheme was devised for five or ten years, 
would you do it? — It is very difficult to foresee. 

J977. Hut you are suggesting tin's, and J think I 
may' simply ask tor your assistnice: supposing you 
were offered u liuud in devising i scheme, would you 
consider it necessary to have credits in New York?— 

I think that we can re-establish our gold exchange 
standard on a firm footing by having a gold reserve 
even in England. 

1978. And not in any other country? -Wo should 
remember in this connection that this Meal is con- 
templated with reference to the people mentioned, 
that is we should be dealing with nil the countries 
accepting the gold exchange standard and not merely 
India. If you have it for India only, and as India 
does most of her trade with England, it may suitably 
for the present have a gold standard in England. 

1979. Seeing that it may not lie possible to get all 
the countries to fall into line, would you insist on 
having an arrangement with New York if you are 
devising a scjiome for India at present?— Unless 1 am 
quite sure that the reserve in New York runs no risk. 
If I was sure that tho reserve in New York will run 
no risk, then 1 would have a portion of the reserve 
even there. 

1980. (Chairman.) What sort of risk have you in 
mind?- For example, I may mention as an illustru- 

ioai T'* llro Afghan treasures in Itoly. 

*V^ lr Plirshotnm/ * a * Thakurdas.) Bearing all 
these things m mind, would you, if you had a hand in 


devising a scheme for India and knowing the con- 
ditions of India and various other circumstances such 
as the one thut you mentioned last, think it necessary 
or imperative to have facilities in Now York of the 
nature that you indicate? — it is very difficult to 
gauge tho political situation, and the matter is wholly 
dependent upon the political situation in the world, 
of which 1 must confess 1 am very ignorant. 

1982. (Chairman.) I rather gather the effect of Dr. 
Basu’s answer would be that if you, Sir Purshotamdas, 
were devising a scheme as a financial expert, he 
would also wisii to take advice from political experts 
as to what risks were involvod. 

1983. (Sir Purshotamdas Thakurdas.) 1 fully under- 
stand that Dr. Basu may lie unablo to take cognisance 
of political aspects. Overlooking the political part 
and purely us a financial advisor and expert, what 
would Dr. Basu advise?— I would liko to keep tho 
gold standard dispersed in several countries with 
which we have got important trade transactions; bat 
if thut were not possible 1 would be content to keep 
it in the country bills upon which can be sold more or 
less freely all over the world. 

1984. You would construe then that to be a main 
defect in tho schemo if any such arrangement was 
recommended or observed by the Government of India? 
— I do not call that a vital element of the gold 
exchange standard. 


1985. Regarding the gold exchange standard, 1 
thought you said in reply to Mr. Proston that it 
would have boon best if the management of tho gold 
exchange standard was ill the hands of — as 1 under- 
stood tho words — capable men. Wus it in capable 
hands till now or till 1918-19, or not?- -The point is 
to what extent the capable bunds aro guidod ami 
restricted by staLuLe. Tho law in this connection is 
l think a good deal defective. First of ull the Govern- 
ment of India is not compelled to give gold in 
exchange for rupees although it is a vital element of 
Maintaining the standard; you cannot main tain the 
exchange standard unless the Government is willing 
in all circumstances when the rupee tends tfl fall 
Imiow the fixed rate to givo an unlimited quantity of 
Reserve Council Bills— and Government had lieon 
doing this till the crisis of 1920. 


198(5. So that would you say that that was properly 
carried out? — It is very hunt to pass a judgment. 

1987. 1 may only ask you whether the history of 
this policy till 19I.8-J9 would call for any criticism 
from you ? When 1 said that we should provide that 
it should be in capable hands, .1 was contemplating 
tho other part of the. question, viz., the sj'stem and 
the reserves. Well I would say that the system was 
substantially a right ono and I would keep the system, 
with tho modifications which I have suggested \ 
especially about the reserves. 


jjoh. (j/r. Ireston.) Mr. Chairman, arising out of 
the lost question, may 1 in order to remove any 
doubts as to what the final finding was sny, 1 provided 
that the management of the currency is in future in 
skilled hands, 1 so that there will bo no question of 
ousting any reflection on what happened in the past. 

1989. (Chairman.) We will make that alteration in 
t he quostion. I felt no doubt in my own mind that 
the point of the question Dr. Basu was asked was 
whether he thought that such matters as those con- 
nected with exchange and currency were better in the 
hunds of skilled bankers than in the hands of Govern- 
ment offic ials. There was no question as to the per- 
sonal capacities of the persons concerned. You have 
laid considerable emphasis, both in your memorandum 
and in your replies to-day, upon tho maintenance of 
a rigid separation between the currency reserve and 
the exchange standard reserve. Will you tell us whv 
you Jay so much emphasis upon this point P I do not 
™ : ,le 0 ma ^? r developed very fully j n your mem- 
*W^ mP ~~ Whfin H ,ere 18 a,,y r,8e in exchange or 
.. ® re 18 an excess of exports over imports, naturally 
the correcUve would be under the gold standard 
jyatem in such cases the importation of gold; that is, 
the currency of the country where them has been a 
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large amount of oxport will bo reduced and thereby 
the price* will fall there and that currency will come 
through to India and swoll the currency and increuso 
the price* here, so thut export* will diminish an:l 
imports will be encourugcd. This is the natural cor- 
rective when there is a free inflow and outflow of 
gold. This oporates under the India u system also 
when Council Bills are drawn by tho Secretary of 
State, but when the Council Bills an) drawn in 
England, then the English currency is contracted. 1 
itssuine that that money is not given out; that monoy 
ought to lie contracted and t hereby there will be a 
reduction in tho currency of England, whereas these 
Council Bills, being presented in India, would release 
rupees from tho Government treasury, thereby 
increasing the currency hero in India, which will raise 
the prices. This rise in prices hero and fall in prices 
in England will bring about a corrective when there 
is an excess of exports over imports. At present 
against Council Bills curroncy is given out in India 
hut when reverse Council Bills are drawn, the money 
ought to be locked up and thereby tho currency ought 
to he contracted, but that is not actually done, that 
is, being mixed up with the currency reserve, it may 
come out into the circulation. The emphasis that I 
give on this rigid separation is for this purpose, 
namely, that when it is necessary to reduce the cur- 
rency of the country, then this currency should he 
reduced by the sale of Uoservu Council Bills, and this 
money should bo locked up till Council Bills arc drawn 
hy tho Secretary of State. 

1990. Let mo take your answer in one or two steps. 
Under tho old conditions the exchange, reserve was 
separated and yet there was no provision for uutn- 
inatic contraction, is it not, therefore, a natural 
and inevitable condition of a separate reserve that it 
should provide for automatic contraction. It requires 
some further provision, does it not? — Tho automatic 
contraction means that the currency should never ho 
lot out unless there is any need for exchange purposes. 
By this rigid separation of the exchange reserve hero 
or outside India wo can bring it for fhe purpose of 
internal trade almost to the same level os the gold 
standard. 

1991. By a rigid separation are you intending some 
other condition as regards tho exchange reserve than 
Unit which prevailed lief ore the war, or are you 
referring to the degroo of separation which then 
existed?- Before tho war there was no exchange 
reserve as such. The exchange hills were met out of 
tho general balances of tho Government and whenever 
tho general balances required tho money wns given 
out again. 

1992. You do not look upon tho so-called gold stand- 
ard reserve us an exchange reserve?— On the other 
side probably wo have got some separate exchange 
reserve although its separation is not rigid ; because 
that money is invested there but really there is no 
contraction; but on this side in India there has not 
Keen any. reserve so far. 

1993. So that, by the gold reserve to which you aro 
referring us that which must be kept rigidly separate, 
>011 have in mind a reserve of actual gold metal in 
India?— Yes. It need not be actual gold; it may l<e 
convertible into rupees — -some rupees which can at any 
timo swell currency and reduce currency and that will 
make gold exchange standard automatic. My con- 
tention is that although, it is Government managed, 
if it is properly managed it can be os automatic us 
in a gold standard country. 

1994. How would you provide that the use of such 
a gold reserve held in India would offect an automatic 
contraction when gold is sold or exported P—Only gold 
hills will be 6old — that is. reserve council hills will be 
sold. 

1995. You think it is possible to effect a complete 
separation between the functions of an • exchange 
reserve and a paper currency reserve? — That is my 
idea, that it diould be absolutely separate, except; 
that you can exchange gold for coin between tho 
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two reserves; but the reserves us such should bo 
distinct. 

199(3. Would you agree that it is passible to deviso 
a scheme by which tho two* reserves may be combined 
and yet provide for those automatic features in the 
working of the system to which you have referred as 
"essential? — 1 do not know r ; but if the* object can be 
obtained by having one reserve, I have no objection. 
My idea is to make it automatic. If that cun be 
attained hy uny other wuy, I should have no objection. 
But this is the means which haa occurred to me us 
the only sufficient means for Mint purpose. 

1997. To bo quite clear, if it were possible to deviso 
some system for tho combi nut ion of reserves which 
would work automatically as regards the contraction 
and expansion of the currency your objection to 
separate reserves would then have gone? — Yes - that 
is, contraction and expansion of currency with refer- 
ence to the external trade. 

1998. What are your views in regard to the transfer 
of tho administration of the note issue and exchange 
operations to the imperial Bank of India? — That is 
its proper place. In fact this is a hanking function; 
but for a longtime the Government, of India has been 
doing a lot of bunking functions and it seems that in 
recent years it has gradually divested itself of some of 
the banking functions. You mean just as it is dune 
in England through tho Bank of England? 

1999. Yes, with whatever necessary adaptations 
were required to suit Indian conditions? -Yes, with 
adaptations to suit Indian conditions. 

2009. You would prefer that the management. mid 
control of the note issue should lie in the hands of the 
imperial Bank, mid I understand that you base that 
preference upon having matters which are apparently 
typical bunking matters in the hands of experienced 
1 ankers? -Yes. 

2001. Aro there any other reasons prominent in 
your mind for the transfer? — That is a question which 
deals mostly with the administration of the system 
about which 1 do not think I cun offer much useful 
opinion. 

2002. Assuming the transfer, under those condi- 
tions, whether tho reserves aro separate or not, you 
contemplate both reserves, ns L understand it, being 
under the control of the Imperial Bank? — Yes, under 
the control of the Imperial Bank. 

2003. Have you been able to form any views as to 
tho magnitude of tho reserve which it is desirable to 
hold under these conditions? That of course will 
vary from time to time. But it will he mainly 
dependent upon the foreign trade of India and from 
our recent experience it seems that £10 million is not 
a very big reserve. And in Lidia the amount of the 
reserve is not very material also; because the Gov- 
ernment of India's resources are here at any time 
for replenishment. The difficulty is in the case of 
an adverse exchange. 

2004. You refer to tho foreign trade of India. T 
imagine in estimating the total reserve's which it is 
necessary to hold one must look, in (lie first place, 
must ono not, to the possible contract ibility of the 
currency of the country for the purpose of conversion 
into foreign currencies for the payment of exchange 
payments? — 1 could not follow you. 

2005. For the sake of simplicity, let us consider 
that you combine the reserves under the control of 
the Imperial Bank of India. How would you set to 
work to cslimato what the magnitude of the reserves 
should he which you would keep in that combined 
reserve, both for the purpose of securing the internal 
convertibility of the note issue and for the purpose 
of securing the exchange value of the Indian cur- 
rency? — For tho exchange reserves, I suppose the 
main point to be considered will be the fluctuation in 
tho foreign trade, i.e., to what extent it will go up 
and to what extent it will fall rather than tho magni- 
tude of tho foreign trade. For internal purposes I 
do not suppose I cun say very much except that the 
system worked so far scorns to he quite a good one. 
It may bo that the cash reserve is a little bit too high ; 
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but probably for a country like Tudiii whore the rural 
population, iiarticularly in Northern India, wunt cash 
only and nothing but cash, probably it is bolter to 
have a sufficiently high reserve for that purpose. 

20(16. Passing to another aspect of the gold ex- 
change standard, have you any view as to whether 
it would bo desirable or not to have gold in eircula-" 
t ion as an auxiliary feature of that standard? In 
India? 

2007. In India? — I would he very much against, 
that. 

2008. AVliaf are your grounds for being averse* lo 
that? — Tho main ground is that it will mean a greater 
national wealth being kept for circulating medium 
while it can bo easily done with the help of notes and 
token coins. 

2000. Would you go so far as to demonetise the 
sovereign in India? — T do not think it had much cir- 
culation and if it is demonetised not much harm 
would be done. 

2010. if it has not had much circulation you look 
upon that as not of great practical importance?-- 
No. The sovereign was made legal tender so long as 
our standard was a gold standard blit now flint it had 
become gold exchange standard, I do not think there 
is much significance in having the sovereign as n legal 
tender. 

2011. One of the main problems during the war 
arose out of tho rise in the price of silver and 1 want 
to refer to that subject next. In similar circum- 
stances, as I understand from your memorandum, you 
would either let the rate of exchange go up or you 
would reduce tho silver content of the rupee?-- You 
will have to do so. 

2012. Either the rale of exchange will have to he 
raised or tho silver content of the rupee will have to 
bo reduced. What about the latter measure? Js 
that a practicable measure in India — to debase the 
rupee? — T do not think it will In* even a safe measure. 
The rupee has got a certain amount of sanctity about 
it from a very long time and it is used not merely ns 
a currency hut even in villages its weight- and fineness 
aro utilised for other purposes. For example, the 
goldsmith's measure is this rupee and there are 
various other functions in rural India which the rupee 
performs and so long as a token coin or any currency 
is dependent upon the faith of the people, you must 
take into account the sentiment of the people and f 
am sure there will he a good deal of suspicion if the 
rupee is debased. 

2013. So that, contemplating the possibility of a 
rise in tho value of the silver content- of the rupee 
abovo its token value, you consider that you would 
lie driven to the former alternative, that is a rise in 
cxchuugc?-. That is what India did in 1893; that is 
what India did again from 1017 to 1020. 

2014. That, no douht, would he the lesser of the 
two evils? — Yes; and as this change is practically due 
to the influence of foreign exchange, I should think 
that the change should conic first upon the foreign 
rate rather than internal currency; because internal 
currency has little to do with these fluctuations. 
Moreover tho people who would be affected by tlm rate 
of exchange are more cdiiraLcd and arc those who 
could understand tho reason for exchange fluctua- 
tions better than those who use tho rupee. So both 
from the point of view* of reason and from the point 
of view of sentiment, f would deprecate any change 
in tho metallic content of the rupee. 

2015. Have you givcm any thought to the subject 
of the price of silver ami what may he reasonably 
foreseen as the future price of silver? - I do not think 
1 can say anything about that. 

2016. It is rather a highly specialised matter?--. 
Vos. 

2(117. Now as regards the actual rate of exchange 
which might ho selected, in your view (it is the out- 
standing opinion expressed in your memorandum, T 
think), there still exist such disturbing factors as to 
make it premature to fix the actual rate of exchange 
nt the present time?— Yos, 


2018. Yiiu deal with this in particular in Section 
JY (3) of your memorandum. I understand that you 
would wail until greater stability lmd been attained 
in some of the Kuropean currency systems. Perhaps 
you would indicate in a little more detail to the Com- 
mission what are some of the more doubtful factors in 
the situation, the solution of which in the ful-uro 
would justify at that lime an attempt to stabilise 
t lie rupee? — The most important factor is that- there 
is not that trade recovery which is hound lo come, 
and with the tiudo recovery whether these countries 
will he able with their slender resounds to maintain 
tho rate of exchange which they have fixed now 7 is ro 
ho considered. 

2016. Supposing it u*erc decided to stabilise at a 
rate X, what difficulties do you foresee in maintaining 
that rate supposing there to be a trade recovery? In 
t ho first place, are you contemplating a boom nr a 
slow 7 , gradual improvement iu " world’s trade? — 
It must be slow and gradual. 

2020. What would the difficulties be in mu 

any given rato X supposing tliciu were to be a slow, 
gradual improvement of the world's trade and in- 
creased production?— If there were uniform improve- 
ment both ill the imports and exports of these 
countries then probably it will not he so difficult for 
them to maintain the- rate they have fixed now*, but 
the difficulty is that trade recovery is not likely to he 
uniform in that way. and if it is not. uniform thou 
there U hound to he fliirt.ua Linns and there may he 
very violent fluctuations, and whenever there is a 
chance of such fluctuations the rate for the time being 
must break down. 

2021. Is there anything in the* present- economic 
situation of the civilised world to lead you to think 
that tho circumstance* of trade improvement lire 
likely to show more extreme fluctuations from country 
to country than they do under normal conditions ?- 
Tlie very fact that the trade and production of thosi- 
countries have broken down and Hint they are trying 
to develop them shows that there is likely to be more 
violent (I net iiat ions than in normal times. Solin' 
trades may have developed but. other trades may uni 
be allowed to bo developed. An important factor 
also as I mention here is the economic provisions of 
the IVace Treaty which are, I think, directly hinder- 
ing the economic recovery of I bo world. 

2022. [Sir AInncrkji Jhidnbhuij.) W’liat was your 
last sentence? That the economic provisions of tho 
Peace Treaty have diicclly hindered the economic 
recovery of the countries concerned. For instance 
according to tho Treaty Germany is to pay an in- 
definite amount of indemnity to other countries. But 
there are only three ways of making these payments-, 
either by giving the gold which Germany lias not got 
or by having a loan temporarily which America has 
refused because of tho attitude of the other Allies, 
or by tho export of German products, hut German 
products aro shut out in all these countries. In fact 
Germany, even if she wants to make payment to 
Knglaiid and France, will have to demolish tho in- 
dustries of these countries. So on the one hand you 
want, indemnity and on tho other hand you shut out 
all the means of milking that payment. 

2023. [Chair man.) Whnt we have to consider, is it 
not, is whether there is any conspicuous change iu 
the economic conditions of Kuropo which is foresee- 
able. As regards what you said about reparations,, 
may it not be considered tho case that the introduc- 
tion of flie Dinves Scheme bus produced a stable con- 
dition as regards that factor in the situation?- For 
tho time being it has, but so long as the total amount 
of the reparations is not fixed I do not think wo can 
foresee anything about tho fluctuations in Gorman 
trade. 

2024. I n the second place, might it not bo said that, 
as regards this situation, the resettlement on a more 
friendly basis of political affairs nt Locarno lias 
stabilised tho situation P — It may have to some extent. 
Whatever will stabilise the Kuropean political situa- 
tion will, 1 am sure, affect the present question also. 
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2026. Can you point to a period in the future at 
which yon would think it safe to try and fix Ihc rate 
of stabilisation for tho rupee? Can you define when 
that time would have come? - I will say the time is 
coming when the production in these countries has 
recovered to their, not exactly pre-war level but 
something like pre-war level ; when tho system of 
production in these countries has recovered to almost 
their pre-war level, 1 will say that at that time it 
is likely that tho sot-hack during tho war Ims been 
recovered and therefore for that reason there is nut 
likely to ho any very violent change. 

202ft. You tell me that there is no disturbance of 
the sort to bo feured if the improvement is uniform? 
_..If the exports and imports of a country go on in- 
creasing at a uniform rate then there is likely to he 
less fluctrfhtiuii. 

2027. What is disturbing is that the improvement 
is nob uniform but hero faster and there slower? 
Exactly; and that will bring about violent ffiictua- 
limiH in tho oxehaugo rate. 

292H. I do not think you have told me yet, have 
you, why you suppose that it is likely to lie lien* 
faster and there slower in the foreseeable future? — 
That is because in some eases the productive 
machinery, that is, the system through which pro- 
duction was being carried out before the war, has 
been completely destroyed; in ntlier cases, it has 
been transferred to wrong hands; and in others again 
it limy be partially in its original state and requires 
revival only; so that wherever the materials for 
revival are good they are likely t.o lie developed as 
soon as the enuutry can export. 

2029. Supposing that your view lie accepted, that 
the lime lias not yet route to stabilise, would you 
say that it is nevertheless necessary, as a practical 
measure, to recognise some temporary middle rate 
as the rate wliieh it is best to maintain ?- Yes, pro- 
bably it would he profitable to have that; but 1 
would ask two tilings to be taken into consideration — 
first, that a rate should Ik* fixed which tie* Govern- 
ment will he certainly able to maintain. They 
should not fix a rate as they did in 1920 which they 
could not maintain even Tor a few months and which 
brought about such grave loss. And secondly, it 
should he declared that, it is a temporary rate, and 
whenever we have a temporary rale then* is that 
upsetting efFerl upon the trade and production of 
the country. As I pointed out at the beginning of 
my imuiuiraiidiini, these effects will operate whenever 
the rate is changed . So if tin* rate is changed 
temporarily and permanently hereafter and there is 
any difference between the two rates, it will liaturalK 
have an upsetting effect on tin* trade and production 
of the country. 

2030. Does it make a tremendous lot of difference, 
if you are working to a rate, whether you cull it a 
temporary rate or ft permanent rate? --Yes, because 
if it is a temporary rate you will have to change 
it again. If it is a temporary rate, then for one 
or two yours the rate may continue and at that rate 
the trade and production of the country will settle 
down to a certain level. If later the rate is changed 
and Government main tains a different rate, then the 
frade and production of the country will he 
deliberately upset. I do not say it will he had bin 
there is that upsetting effect upon the trade and 
production of the country. 

2031. If you had a temporary rate you would not 
‘change it, would you, unless you had to, and similarly 

if you had a permanent rate you would not change 
it unless you had to. Is there any real difference in 
the practical working of the two?— The real differ- 
ence is that the temporary rate also will 1 m? main- 
tained by the sale of council hills and reverse council 
hills. That is, the assets of Tndia for maintaining 
tho exchange rate will he utilised for this purpose; 
and it may bring about n loss as it did in 1920; so 1 
would not like to use the present gold standard 
reserve for maintaining ft temporary rate. If iso 
rate is fixed then the Government is not hound lo 


main tain it; hut il‘ it is fixed, even if it is temporary, 
Government must main tain that. 

2032. Admitting that one must have some rate to 
work to, pending u final stabilisation, which rati 1 
would you refer?- If any rnto is to be taken at all, 
and I must qualify myself !>y saying that 1 do not 
advocate any rate myself, 1 would take the menu 
rate prevailing in the market. I suppose during the 
last six months or so or about, a year you can say 
that there is a mean rate which can he found some- 
where between Is. 5d. and Is. ftd. I menu the rate 
prevailing during the last six months or a year. 
Say if you take one year's mean late then that is 
likely to be a real rate rather than if you take any 
other artificial rate*. 

2933. You take last year's mean rate, and then 
you make use of your exchange standard machinery 
to maintain that rate only announcing that, it is a 
temporary rate and not a permanent rate? Yes. 
If it is ai all necessary to have a temporary rate 
then L would try to find out the rate prevailing over 
the last year or so. Hut personally L would not have 
a temporary rate adopted by Government. 

2931. How would you use the mnchiucry of the 
exchange- standard system? Would you not use it at 
all? — Not use it at all, as it has been used, except 
for purposes of the expenditure of Government. 

2035. (Chairman.) 1 have only two minor quest inns 
oil points of detail to ask you in conclusion. Perhaps 
it would he convenient, if we took any supplementary 
questions now. 

203ft. (Sir Manrvlji Varfahhoif.) You say that you 
do not rerommond stabilisation till actually trade* 
recovery takes place? Till we are sure of a rate 
which is likely to be permanent. 

2037. Now do you expect that when the trade 
recovery comes that recovery is going to lie perma- 
nent in nil countries or probably temporary and 
limited to certain countries only? There will he 
difference in the development hut oil the whole the 
economic condition of one country is linked with the 
economic condition of other countries specially in the 
ease of European countries where the external trade 
is so big as compared with the internal trade. Hut 
even if that- is not so. even then I do not think it 
will he very difficult to fix n more or less permanent 
rate when many of the countries have returned lo 
their normal condition. There will he difference in 
the development ; hilt on the whole f suppose the 
economic condition of one country is more or less 
linked with the economic condition of other countries. 
That applies especially to the countries of Europe 
where external trade is so big, as compared with 
internal trade; but oven if that is not so, J don't 
think it will ho very difficult to fix a more or less 
permanent rale when many of the countries have 
returned to their normal conditions. If many of the 
important countries returned to their normal 
economic condition then f think it would he easier 
for tis to find out tho rate of exchange which we can 
maintain permanently even if all countries do not. 
recover si mult a neonsly. 

293S. Which would you prefer of the two alterna- 
tives, to fix a temporary rate or not to ii\ at all 
mid allow matters lo drift? Not to fix at all for the 
time being. 

2039. (f'lininnan.) That is what. Dr. Hnsu said. He 
said lie was not in favour of fixing a temporary rate. 

2049. (Sir Manrrkji Jhulahhou.) Speaking about 
this temporary middle- rate you said you u r ere not 
in favour of it hut if it was absolutely mwssar.v 
you would take tho mean of tho six or twelve mouths 
previous? So fur as possible the rale which ■« 
current in the market. 

2911. Would you in fixing this temporary rate do 
it for a limited period or generally till trade recovery 
conies in, say for four or five years? — I suppose it 
would he best to leave it as it was till it is unfixed 
again by the permanent rate. 1 would like to have 
tho same temporary rate till you arrive at a perma- 
nent rate. 
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2042. You don’t think that tho temporary rate is 
open to tho same disturbing causes as you have in 
fixing a permanent rate? — Tho temporary rate as it 
is prevailing uowP 

2043. Yes? — it is very hard to judge that hut thero 
will certainly not he much loss, if no rute is fixed, 
from the Exchange Reserve Fund. Our Reserve will 
have to bo utilised for tho temporary rate. 

2044. Do you expect a speedy recovery in the rate 
of European currencies? — Not at all. 

2045. Would not some good bo done then by this 
temporary settlement of the rate? — 1 don’t know; 
that will depend upon whether this temporary rate 
will remain more or less the market rate in tho 
future. 

2046. That is very problematical? — Very proble- 
matical. My point is that we cannot forsco. 

2(47. (Mr. Preston.) Dr. Ilasu, with reference to 
iny former questions T would just like for the purpose 
of emphasising what actually took plaeo in 1908 in 
connection with tho paper currency reserve during 
tho crisis of 1907-08 when £4,179,000 in gold was 
withdrawn by the public from the paper currency 
reserve, only £250,000 was exported on private 
account. That was the first time our system broke 
down and really the breakdown was duo, was it not, 
to mis-applicntion of tho system rather than tho fault 
of tho system itself? — Yes. 

2048. So if that £4,000,000 gold had been refused 
to tenders of notes or rupees, whereby that gold was 
allowed to go into inftrriul circulation or hoards, and 
tho old ruling had been upheld whereby that 
£4, 000, 000 ought to have liecn ex polled, the equiva- 
lent of thut £4,000,000 either in notes which would 
come in and he cancelled or in rupees which would 
liavo been withdrawn from circulation would have 
provided an automatic contraction which would have 
almost saved the then situation? — Yes. 

2(49. Then later on that same year, when the 
adverse tide could not he stopped Government again 
began to operate on the gold standard reserve and 
Council Bills were drawn on the gold standard 
reserve in London to tho extent of about £8,000.000 
sterling. Hera again the equivalent of the £8,000,000 
sterling in actual rupees was held in the land of 
India us the Indian portion of the gold standard 
reserve and produced a contraction of the Currency, 
so that, that agrees, does it noL, with your idea of 
what the actual automatic working of the gold 
standard system should Iks?— Yes, that is so. 

2050. And to do this in the event of advisrse ex- 
change and the necessity for drawing hills from this 
end oil the gold standard reserve tho equivalent 
amount of Currency on this side either in notes which 
will come in to lie cancelled or in actual rupees, must 
he held on this side as nil equivalent of the gold 
which goes out in the other? -Yes. 

2051. Thus producing the contraction necessary to 
restore our exchange balance?- -Yes, But, may 1 
point out that the Government did this in 1908 under 
great pressure? The Government did not follow this 
policy in normal years. 1 want to make this policy 
a normal feature in the machinery. 

2052. That is the method whereby in your opinion 
a gold exchange standard should be administered? - 
Yes. And this four million pounds should not have 
been given nway in gold in India, but T would give 
it only in the form of gold bills. 

2053. Or gold for shipment ? Yes. 

2054. ( Sir Alexander Murray.) You replied to the 
Chairman just now suggesting that it was not desir- 
able to fix r. rate in the meantime. If that is so, 
how can you deal with the upper and lower gold 
points as regards remittances at the present moment. 
There could be nothing automatic in exchange P — No. 

2055. (Chairman.) Dr. Basil’s final reply to me was 
thut hr would make no use of the apparatus of the 
gold exchange standard. 

2056. (Sir Alexander Muiray.) Assuming you would 
make .no use of the apparatus would exchange stay in 
the vicinity of the present rate? You cannot say. 


It is because of that, that I would not utilise the 
gold standard resorve for such uncertain purposes. 

2057. You would bo prepared to let exchange run 
wild at the present moment and if it went up to 
Is. 7d. or Is. 8d. or Is. 9d. you would not take any 
action? -No. Unless there are more definite data I 
would not use the gold standard reserve for fixing 
any rate or keeping up any rate oven if exchange 
went up to Is. 7d. or Is. 8d. 

2058. Irrespective of the effect it would hnvo on 
priccB in India, you would allow excliango to run 
wild as you said and would not intervene?-— I think 
the evils of the system would be greater than tho 
advantages. I recognise all tho evils which you 
point out but I see that the disadvantage of using 
our gold standard resorve is too much with an un- 
certain rule which is not likely to he perdfknent and 
which as far as T can l'orseo cannot be ascertained 
Tho evils of this will he greater. 

2059. (Chairman.) What would the evils be?- One 
evil would be that our gold standard reserve will 
be used up and then there will he another heavy 
hrenkdown just us we had ill 1920-21. In 1920-21 
the speculators won and speculation was so 
strengthened simply because people knew definitely 
that Hie Government could noL maintain the rate 
and as soon as the rate fell belmv that amount thoy 
could bring hack thut money and make a profit. 
Sometimes the profit was three or four times tho 
amount they invested. . 

2060. The evils experienced in connection W'ith the 
hrcnkdmvn of the 2s. rate? — Yes. 1 would say thut 
the machinery should be utilised only when the price 
of silver rises again and approaches 43 ponce or goes 
beyond that, in which case, in any iraso, we shull have 
to draw Reverse Councils if we want to maintain our 
rupee circulation. So, in order to preserve the rupee 
coin we shall have to draw Bills whenever the rate 
gf»es beyond 43 pence per ounce. But except in those 
circumstances 1 don't think wo should utilise our 
machinery just lor tho present to fix a rale. (Sir 
Reginald Mant. — T do not quite catch what you say.) 

(Chairman.) The general effect of Dr. Basil's 
answer was that you could only use the machinery of 
the Exchange Standard method in order to deni with 
the situation when the price of silver was rising so 
high as to imperil the rupee. 

2061. (Sir Reginald Mant.) I understand that 
during tho period for which the rate is not fixed you 
would not employ tho machinery for contracting or 
expanding the currency? — Not for that purpose. It 
will take its automatic course through bullion, f 
would leave it to bullion to do that work. 

2062. But supposing thero is a sharp rise in 
exchange which indicates possibly a necessity for 
expansion of the currency, where would tho bullion 
come from to bring that about? — A sharp rise in 
tho rate of exchange can be only ns a result of oxcess 
of export over import and this would bring gold into 
the country. 

206.3. But how will that gold become current? How 
would it he udded to the currency? — It would not 
he actual currency; it would he taken to the Govern- 
ment. for exchange into rupees or the gold may be 
the basis for credit in the bunks. It is not absolutely 
rigid. If tho Government does not interfere in the 
matter of exchange, expansion or contraction does 
not cease altogether. 

2064. Do you mean that the Government would 
have to buy tho gold? — No. Jt will come on private 
account. For the present, until we come to a fixed 
rate, iny idea is that, tlm Government should not do 
anything to fix a rate. 

2065. (Chairman.) i uni afraid you are a little at 
cross purposos. Dr. Basu says that the gold should 
l>e imported on private account. What I think you 
are asking is whether gold should be bought oil 
Government account. 

2066. (Sir Reginald Mant.) I am trying to ascer- 
tain hnw that gold would serve to expand the currency 
if there is no means of turning it into currency P— 
It will he. The Government by law is bound to give 
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rupoei in eichanKO for gold. Even if thut in not 
so, the effect of expansion of the currency upon prices 
will be neutralised by making that gold a basis for 
the expansion of credit. Most of the gold which will 
be imported might be used as a basis for credit. 
Business men would not bring thiN gold in for their 
private use. 

2007. First of all, you said that tho gold would 
come to Govern mont in exchunge for currency. That 
could not take plnce until the oxcliango hod risen 
to 2s. because Government is not bound to givo more 
than Rs. 10 to the sovereign. So until the exchange 
rose to 2s. no currency can be obtained from Govern- 
ment in exchange for the gold, is not that so I' — -Yes. 

2068. So, the gold imported will merely form the 
basis of credit expansion P — That is the only thing 
that it cflfe do. 

2069. Don’t you anticipate thut there would lie 
serious stringency in tho monoy market hero if 
Government took no steps to expand currency when 
exchange was rising sharply? — Yes, Government is 
taking even now, 1 suppose*, some steps specially in 
tho busy son son. 

2070. Yes, take tho present season. What would 
happen if Government did not purchase sterling? - 
Government did not do that in view of tho foreign 
exchunge but in view of the tightness of tho money 
market. If there is tightness, Government will look 
into the internal prices, and will tako whatever steps 
they are taking even now. Thut does not necessitate 
the fixation of a temporary rate just at present. Even 
without a rate the Government is doing this for 
internal currency and Government will bo doing that 
also in connection with internal currency, not with 
foreign exchange ns such. 

2071. 1 do not quite follow you. You menu thut 
Government should make additions to the currency 
when there is stringency in tho money market? — 
Temporary provision will have to bo made, as 
Government is even now making. For example those 
rupees which are issued against hundis, the notes 
which are issued against hundis in the last 4 or 5 
years. In that way Government can expand currency 
whenever there is stringency in the money market 
hut for thut purpose the rate of foreign exchange 
need not lie fixed. 

2072. Government can expand currency by making 
loans to tho Imperial Bank against hiimlia. Govern- 
ment hus also in tho past busy season made large 
purchases of sterling which liavn had an effect of 
expanding the currency aud relieving monetary 
stringency. Do you propose that Government should 
continue that also?- That is one of tho means of 
providing currency in the country. As such I would 
not object to Government doing that. M.v objection 
is not against the contraction aud expansion of 
currency which Government may undertake for 
internal purposes. My objection is towards the using 
of the gold standard reserve now for any temporary 
rate, which it may fix at present. 

2073. What principles would you lay down to guide 
the Government in making these additions, to the 
currency if it had no reference to the prevailing rate 
of exchange? — 1 suppose the rate of money is the 
main guide. 

2074. You would lay down uo principles? -L do not 
think 1 can say much about this expansion ot 
currency as a result of the internal tightness ol the 
market. In fact the questionnaire which the Com- 
mission lias issued I read only yesterday while 
travelling. Before that, that side of the question 
did not strike me at all. 

2076. Would it not be very difficult for Government 
to regulate the business of expanding and contract- 
ing the currency if you had no index to work by in 
the shape of a rate of exchange P — I do not know 
what is the present index for that purpose. But 
certainly it is not the rate of exchange. Tt. must 
be something else. It must he the condition ol 
harvests and the likely demand on the important 
centres of money for withdrawal of money for villages 
or financing the transport of crops from the fields 


to tho exporting centres or the distributing centres. 
There must he some such index by which Government 
is guided, but I do not think that it is tho rate of 
exchange. 

2076. Recently Government lias purchased sterling 
freely at an upper limit of 18-^ A d., which corresponds 
practically to the gold export point with exchange 
at Is. (id. That gives a clear indication, a clear test 
of the demand for currency with Is. (id. exchange. Ll 
you have no fixed exchange, wlmt test would you 
substitute for it? — I do not think it is so much the 
rate of exchange which guided the Government in 
purchasing sterling; I his was a convenient means of 
releasing money into the Indian market. 

2077. What test would you give for the guidance 
of Government during this period in which you have 
had no fixed exchange? Tho same guidunco which 
tho Government has received during the last five 
years. 

2678. Can you say what that guidance was? — No. 
It was certainly not upon the rate of exchange, it 
must have been something else. 1 suppose the rate 
of money in the important centres is tho main guide. 

2070. For the lust 5 years the problem has been 
mainly one of contract inn, to withdraw the redun- 
dant currency which was issued a few years before. 
But now that that contraction has been effected tho 
main problem is to meet the requirements of the 
country for expansion of currency. What I want 
to make clear, and 1 cannot understand it from your 
reply, is lmw Government should be guided in meeting 
those requirements if there is no standurd ol 
exchange? — If an exchange rate is fixed merely for 
such guidance, then I suppose Hint rate would have 
to bo maintained also by drawing reverse councils 
and council bills ami my main objection as against 
that, is that there should not he any further working 
of the machinery till we get to a permanent rate. 

208N. You mean that you would have no objection 
to fixing the upper limit of exchange, hut you would 
objci-l to Govern men I. trying to keep exchange up 
to that limit. You would have no objection to pegging 
tho upper limit, hut you would object to pegging 
the lower limit?— My objection is to pegging it at 
all just at present. 

2681. {Chairman.) I do not think T understood 
Dr. Bnsu to mean that. 

2082. {Sir lleginald Maul.) His main objection is, 
lie said, to dissipating our gold reserves which would 
not apply to pegging tlie upper limit P I ask whether 
that objection does not apply only to pegging the 
lower limit? -Then also it means that council hills 
would have to be drawn whenever the rate lends 
to go up beyond that and it will be using the 
machinery for the other purpose drawing upon the 
Govt, of Tiulia. 

2083. You would objec t to additions to the currency 
being made in that way ?- Yes, although it is a very 
difficult question to settle how Government, will decide 
to oxpund or contract the currency. 

2081. You cannot, give us any guidance? - I do not. 
think 1 can givo any guidance, Imt. I think it will 
he very wrong for us if we really do anything with 
tiie exchunge reserve at the present moment. That 
is what 1 feel and that is the reason why 1 object to 
tho fixing of a temporary rate hut this will certainly 
create some difficulty in this way. But Government 
besides the rate or exchange must have some other 
means of judging the condition of the money market 
in the country and L fliink Government ought to 
decide about the contract ion or expansion of currency 
by those tests rather than by the rate of exchango 
For the present. 

2085. {Chairman.) Even if imported gold on private 
account goes into the Government reserves or the 
Bank reserves to serve as a basis for credit, it has 
to be recognised as of some definite ratio to tlie rupee 
to serve as tlie basis for credit. You cannot say that, 
there is gold there?— Yes it will have to be. That 
will be according to the market rate, the market, 
price of gold. 
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208G. Which will Bhift from day to day? — Yes. 

2087. Thai would bo rather a difficult arrangement 
for the unfortunate banker, would it not? — It wgiild 
not bo for the hanker to find that out it would bo for 
the ord in ary individual wlui has deposited it. That 
will he in terms of some definite gold amount. Even 
now when the vulue of gold changes from lime to 
time, the banks have to have some gold a ml there 
must lie some fluctuation in that. 

2088. Under your proposal, the banker's cash 
reserve against his credit would he fluctuating in 
relation to the credit based upon it. in accordance 
with tho changes in the exchange market, in regard 
to which ex hypothesi , there is nothing to control? — 
Yes. It will really he selling that gold to the hank, 
or, if the hank does not want it, selling that gold to 
the market and depositing the amount. 

2089. ( Sir I'lmthttfuinthis Thukurdua,) Between tho 
period from now until the time when you think it 
would lie correct to fix or stabilise exchange, who do 
yon think should lx? in charge of the (lovernmeut. 
operations for getting money home for the home 
charges? Would you have the present- system or 
would you suggest that the Imperial Hank should ho 
asked to do that? I should like to have all those 
operations done by the Imperial Bank simply because 
this is really hanking work. 

2090. Therefore your idea is until exchange is 
stabilised at some point by (joveriimeiit by statute, 
the Imperial Hank should lie put in charge of the 
task of getting the money to England? — Yes. 

2091. Wliieli means a change from the existing 
system ? — Yes. 

2092. And you would not give them any basis oil 
which to work or any points between which to work? 
— The same principle on which the Clove rumen l has 
been working; they will simply take >ver the same 
machinery. 

2093. What lias been the Government machinery 
till now? The machinery for maintaining exchange. 
There is no upper point? At tho present time no 
rate is fixed hy Government. 

2«l94. Therefore they have the field open to them- 
selves. They could have gone up to Is. 8d. ami Is. Oil. 
or come down to Is. 4d. if they liked? -Yes. 

2095. You would hand over Lhc whole of the 
machinery as it is to tho Imperial Bank? — Yes; at 
present il is really the hanks which determine the 
rate of exchange; Government has liLtle to do with it. 
209(5. You think so? — Yes, just at present. 

2097. If the Government did not purchase in the 
market as they did, do you think the hank would 
have any substantial hand in it? -Yes, hut that is 
only to provide money for these same hanks. Tlicso 
same hanks have been crying lor accommodation in 
India for tho internal market and this is one of Hie 
means by which the Government have placed money 
in the hands of the people. 

2098. Do you think llu Finance Department is 
working hand in hand with the exchange hanks? - 1 
have no knowledge of that. 

2099. If you think they are doing this to feed 
exchange hanks what do you think is the reason for 
it?- If the Government has not been doing this for 
placing muiiey in the Indian market, I do not see any 
reason why they bought this sterling because they 
have certainly fixed no rate. 

2100. You are tumble to understand the motive of 
Government in purchasing exchange?- Unless they 
want, to place* the money in the market. 

2101. It would Ik* to maintain exchange at this 
point?-- They have not declared any rate. 

2102. Tn tho absence of any declaration, wlmt. is 
your inference? — My inference is that they want to 
ease the tight market in Tndia. 

2108. Tt has nothing to <lo with the exchange point? 
That is what strikes me. 

2101. Regarding the question of waiting to stabilise 
the exchange until there is trade recovery, do you 
not think that this very important point must have 
been taken into consideration by Great Britain when 


they brought the pound sterling to the gold point? — 
Let me make it a little more clear. Tho trado 
recovery you refer to is not trade recovery in tho 
East or in India; it is mainly confined to central 
Europe. 

2105. Don't you think England must have taken 
this into consideration before they came to the 
decision llmt thoy would come up to the gold point 
and keep there. Or do you suspect that they may 
have overlooked it? — No. They must have taken this 
into consideration. 

2100. With the resources at the disposal of Great 
Hi i tn in don't you think that they will not allow their 
calculations to go wrong if they tain possibly help it, 
and if so, is that not sufficient guidance for India at 
present ? -I would liko to know wlmt the conclusion 
was to which Great. Britain came in rcgnffl to ilie 
trade recovery. * 

2107. Well, let me give you what nppenrs on the 
surface. In 1920 the Buhington Smith Committee 
recoin mended two shillings. Great Britain did not 
Ihen try to go to gold point? — Because it could not. 

2108. It doesn't matter. The fact remains that it 
did not. J am meuLioiiitig a fact. But Inter on she 
did. The presumption to the ordinary man in the 
street, is tliaL there was something in 1920 which did 
not inspire confidence then on the part of Great 
Britain that things were in a lair way, which Inter on 
perhaps prevailed? — 11 may have been the recovery 
hi trado and tho recovery of England itself. So far 
as I can see it was in 1919 this trouble began. Before 
that policy the sterling rale was at 4 dollars and 7*> 
cents. In March, 1920, there was a very great 
divergence in the value of the dollar and after that 
continuously the Government of England has been 
living to bring the sterling to gold parity.- From the 
end of 1921 or so. I think it is regularly coming to 
that. In 1920 it would have been impossible. 

2109. The decision of the Government in England 
docs not inspire confidence in you that it must have 
taken cognisance of all tho world conditions? I don't 
ety it does not inspire confidence. But T would like 
to know the reasons on which they worked. Without 
knowing them I do not know exactly in what way they 
acre influenced by these considerations. 

2119. One more question, Dr. Basil. You realise 
that we have on tho statute the two shillings ratio. 
You don’t think it is a live danger to India to k«*e.p 
that ineffective ratio on the statute? I have jndi 
cnicd already Mint it ought to go as soon ns possible. 

2111. But we are now thinking of the present or 
the immediate future. We are not. thinking of the 
ultimate ideal when central Europe is all built up 
and everything is rosy and happy and we can say 
that the world lias recovered, hi tile meantime, with 
this two-shilling ratio oil the statute of India do you 
not think we are running a very serious risk? — 1 have 
no objection to its being abolished. 

2112. Would you substitute not king? — No. 

2112. (Chairman,) That, of course, is the effect of 
what Dr. Basil has been advocating throughout, that 
there should lie no olficial regulation at all. 

2111. (Sir Curshotamilns Thakurdaa.) Leave it 
absolutely to the commercial world to play with it--- 
for Is. 2d. or 2s. 2d., whichever they liked?- - 
FI Innately it is left to the commercial world. 

2115. And your motive for that is that the gold 
standard reserve must in the meantime not he 
touched. Whatever variations there may he, this 
gold standard reserve must 1k> preserved for some 
future date when we may need it?— Yes. 

211(5. ( Sir Jlrnrif Stmkoarh.) I should like to take 
Dr. Basil hack to the question of reserves. You insist 
upon the necessity of having two reserves- -one to 
stabilise the exchange and the other one ns a 
currency reserve. Could you tell us whether you know 
of any system wliirh rigidly separates the reserves in 
this fashion? 

2117. (Chairman,) J think Dr. Basil said that, if a 
system could Ik* devised for a combination of reserves 
which would secure lit the sanio time the automatic 
contraction and expansion of the currency according 
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to tho exchange position, then li is objection to the 
combination of reserves would be removed. I do not 
know il' tliut is of any value. 

SB 18. (Sir Henry Stnikimli.) I was trying to gel 
to Unit point. I)u you know of any such .system:*' . 
No, because the gold exchange standard does not exist 
elsewhere. 

21111. But Lhc gold exchange standard was in 
operation in a good many countries before the war!" ._ 
Not the gold exchange standard in its perfect hunt 
hut only a breakdown I min llie gold exchange 
standard. Ilcforo the war some countries had the 
gold exchange standard -they were merely following 
the example of India. India also introduced it alter 
a breakdown in lHlhi and after the unfortunate 
experiment of 1SMMJ (Government tried to have llie gold 
actually fn emulation. Since then wc can say that 
our standard has become a gold exchange standard. 
India did not adopL it dclihcratuly hut simply by 
accepting the breakdown in tho prospective gold 
.standard. Ami tbc other countries all got their 
system Iroiu India. So if you don't lind that llie 
system was worked out scientifically, that should not 
deter us in any way, because no country arrived at il 
in a scientific way. I would have it fixed by having 
this automatic 1 actor introduced into the gold 
exchange standard. 

2121). Would your requirements bo met if I lie 
management of the currency were transferred to a 
real central bank with adequate provisions for holding 
a gold exchange reserve!' Separate from the paper 
currency reserve? 

2121. No, one single reserve in the hands of a propel 
central bank who would have tho right of note issue 
ami which hy statute would have to keep certain 
reserves? -Tin 1 difficulty is that, if there is not a 
separate reserve, there would not lie this automatic 
expansion and contraction, and this automatic 
expansion and contraction is a vital matter, because 
they place the gold exchange standard on exactly die 
same looting ns the gold standard. 

2122. But it the hank statutes and the law wen* to 
provide that the hank was to hold a certain per- 
centage of its note issue in the form of gold 
exchanges, would not that automatically contrai l and 
expand the currency ?— The hank is to hold certain 
percentages of a total reseivo for exchange purposes? 

2123. A certain percentage of its note issue as a 
r« serve? For exchange purposes? 

2121. For maintaining tin* stability of money, 
iidci nally and externally?- I do not exactly follow 
bow tliis will bring out tins automatic operation. 

2i2-'i. Well, let us suppose* that, the hunk held an 
a 1 1 . n i 1 1 1 1 of foreign currencies as reserves against its 
note issue. If some of these reserves were withdrawn 
liecaiisc there happened to bo a demand for foreign 
currency, the reserves would full and naturally the 
circulation would contract, would it not? — Yes, that, 
would be all right, but then the foreign currencies 
would have to lie held in India, so you don’t eliminate 
the cost of transporting the gold. Then all the bills 
for making international payment would have to be 
dropped. 

2120. I think you have misunderstood mo. Suppose 
a central bank holds a- certain percentage of its note 
ixMie in the form of foreign currencies, let us say 
balances in New York. If there is a demand for 
New York exchange in that country, the bank will 
release that dollar exchange and would in payment, for 
it receive internal currency. Would that not auto- 
matically then contract the currency in spite of the 
fact that there was only one reserve? That is to 
• s a.v, the gold Rtundnrd reserve is to lie merged in the 
paper currency reserve? 

2127. That is it But it will be hold in different 

places outside the country. 

2128. Bight That will contract the currency in 

those places; but how will it contract the currency in 

India? 


21211. By the sale of foreign exchange. — Suppose 
the Secretary of Stale draws bills on India, then the 
currency rescive there increases, and when they are 
presented here then money will lie let out and there 
will lie an expansion of currency in India. 

2130. I was thinking of the reverse process. I was 
thinking of a demand lor ton-igu currency and the 
consequent contraction of the circulation. J was 
trying to get at the point whether a single, reserve 
operated in that fashion does not automatically con- 
tract and expand the currency? — Then if the cur- 
rency is (out i acted in India ns the result of that, 
it may nut he kept, out of the emulation. For 
other purposes (Government may release tliut money. 

2131. 1 am thinking oi the hank. When the notes 
come hack into t ho hank tin* notes are cancelled. 
They don't exist. The circulation is contracted to 
that extent and the reserve con espnudi ugly. 

2132. ((' fiuirnmn .) You would have a fixed propor- 
tion of reserves? It seems ilmL your proposal pro- 
vides for tho automatic operation I want, although I 
would like to have more time to think oi its lull hear- 
ing in connection with this automatic exchange. 

2133. (Sir llninj Sirul.itsrh ,) There is one other 
point. You said that Llie time had uoL come for the 
tixalioii of the rupee exchange and you suggested 
that the reason for the desirability of postponing it 
is tlmt the countries of the world have not regained 
their pre-war prosperity, and that trade is on the 
whole far heimv what it was in pre-war days. Du 
you want to suggest that il. depends upon the volume 
of production in a country whether it is capable or 
not of maintaining the stability ol ils money? The 
volume u> well as the fliietiial ions in the external 
trade. The (1 actuation is more import a lit. 

2131. Is it possible fur a country to he permanently 
out of balance so far as its external payments are 
concerned?-- I don't think I follow you. 

213.1. Is it possible for a country's balance of 
foreign payments to be upset for an.v length of time? 
Yes. 1 suppose it. is possible that the external balance 
will bo upset for some time. 

213(5. By wluil process? There may bo a contin- 
uous excess of credit over debit by say investing 
money abroad— not bringing in the money. Or when 
they postpone the payment of debt lor some time, 
as Fiiiglam! did for some time, by selling securities in 
America and other countries. 

2137, But the sale of securities settled the balance. 

- There would ho this upset if the (Government did 
not interfere. I have given yon a ease where there 
would have been an upset Inn (Gm eminent came and 
slopped the upset by the -ale of securities. 

2138. Does it not depend upon the willingness of 
countries abroad to lend ami that willingness may 
cease if a country continues to borrow abroad on 
private account,, and does not that automatically 
restore the balance id' payment? In a certain time. 
Of course in the long run iio country can have all 
obligation of credit over debit. They must be equal. 

213d. (t'hnirmnn.) I think there is one point on 
which your opinion may be of great value to the 
Commission. What is your view about the relative 
advantages and disadvantages of the policy of circu- 
lating small notes below the value of Bs. 5? — | think 
the one-rupee note lias become highly popular ill hig 
towns at least. 

21*10. You think the one-rupee note lias become 
highly popular? — It lias become highly popular in 
the hig towns at least. Even in the villages we find 
tho one-rupee note is in circulation. 

21-11. Do you know of any practical or economic 
disadvantages attaching to tho circulation of the one- 
rupee note? — I have soon it stated that the thing is 
rather costly, that the one-rupee note deteriorates 
very quickly. 

21-12. On tho whole you would regret the discon- 
tinuance of the one-rupee note? — It has not been 
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stopped yet I think, — only the Its. 2} note has been 
stopped. 

2143. The issue of ull the denominations below 
lfti. 5 has, 1 think, boon discontinued. Do you 
applaud oi regret that state of ufluirg?--i should 
regret it. 


2144. (i Chairman .) 1 do not think there are any 
further questions. Dr. Basu has given us a very full 
elucidation of his viewB in his memorandum, and 1 
should like to express our thanks to him for his 
ussistuiico to-day and for his helpful memorandum. 


The witness withdrew . 


Mr. H. L. CtiAiiLANi called and oxumined. 


2146. (Chairman.) Mr. Chablani, you ore u Master 
nf Arts and head of tho Economics Depur t moot of the 
University of Delhi? — Yes. 

2146. Since when liuvc you occupied that position? 

Since 18 months back. 

2147. And before that? — 1 was for oue year at the 
Elphinstuno College, Bombay, live years at Benares 
as the Head of the Economics Department of that 
University and lief ore that also 1 was a professor in 
a number of colleges. 1 have boon a professor since 
1912. 

2148. You have been so good as to furnish us with 
u very full 4 memorandum?— I am afraid it is rather 
brief. 

2149. I think, though brief, it is most comprehen- 
sive. it will ouablo me to economise time in asking 
you the few questions that 1 have to ask. 1 will try, 
in the first pi act), to uscertain which points in your 
memorandum you spcxdally emphasise and, in the 
second place, to elucidale the matter in your memo- 
randum which appears to uoed elucidation. 1 under- 
stand that tho principal views developed in your 
memorandum are . . . ? — May i say one or two words 
regarding the difficulties that the non-uiliciul witnesses 
experience in giving evidence before this Commis- 
sion? I would liko to point out that they have not 
got any statistical department at their own houses, 
and I think tho Commission will be facilitating 
matters very much if tho memoranda prepared by 
(iovernmcnfc officials dealing with statistical in forma- 
tion aro made public! property. 

2160. A note will be mudo of your observations. 
Are there any other observations that you wish to 
make? — That is the main thing; becuuse the figures 
that I give naturally will not be so reliable. 

2151. We know there aro great difficulties as re- 
gards access to statistics in all matters of Indian 
currency, and 1 may say that the Commission has 
already experienced thorn itself, in spite of its com- 
mand of official sources. Now the chief views 
developed in your memorandum are that you desire 
to fix a wide limit within which the rupee should he 
stabilised, that you are opposed to a gold currency, 
and that you aro in favour of an exchange standard 
of tho sort which you have outlined in your memo- 
randum. Tho fust question which I want to ask you 
is with reference to the paragraph headed ” answer 
to question 1.” At tho head of your first paragraph 
to that effect, you say: 11 in my opinion, it is 
premature to stabilise tho rupee at any fixed rate 
in terms of gold at the present moment; Govern- 
ment ought to profit by the mistakes committed 
in 1920. 99 Apart from the question of American 
policy— (an exception which you will readily under- 
stand) — are not such fluctuations os are foreseen in 
gold values in your paragraph such as are u per- 
manent feature of the use of gold as an inter* 
national currency, or is there anything which leads 
you to suppose that those fluctuations will diminish? 
— I personally believe that there aro a very large 
number of uncertain factors; for instance, the policy 
to be udopted by the Central Banks in co-operation 
with one another. That is a material factor and wo 
know nothing about it. Nor can we say, as 1 have 
said in iny memorandum, that we can be quite sure 
as to whothor tho gold will actually be allowed to 
circulate in some countries or not. Only two years 
ago the gold standard was reported to have been re- 
established in Switzerland and the first report that 

* Appendix 18. 


the public had was to the effect that gold was found 
to circulate over tho counter. So we can Bay nothing 
definite. There are many uncertain factors to which 
1 have referred in iny written statement. Probably 
they inuy clear up in a couple of years. ^ 

2152. To take it by steps, first of all as rogurds the 
changes in the gold value of the sort referred to in 
your quotation from Sir John Eorgussun, are they not 
in fact a permanent feature in any country in the 
world in which tho gold standard is generally 
adopted? — Yes, that is true in a sense; but we hardly 
know what the demands of tho world would be for 
nionetsiry construction. 

2153. Now taking the special circumstances to 

which you refer, you say that there is a doubt as to 
what might bo the result of the possibility of co- 
uiicrative action between the Centrul Bunks. Have 
you con tem plated tho fuct thut it may be said that 
ut the present time there is effective co-operation 
between tho Central Bunks, in so fur us there is con- 
sultation for the purpose of controlling the gold 
demuiid between tho Bank of England and the Federal 
Reservo Board, which are porhups the two most im- 
portant authorities in question, fn a word, do you 
think that, as a matter of fact, effective co-operation 
lietweuii the most important controlling forces may 
be said to have been already achieved? — I do not 
think ib has boon achieved. Undoubtedly the Central 
Banks uiid tho Board seem to bo agreed; but we do 
not know whether co-operation is going to develop 
fully on the lines which tho Gcncvu Conference con- 
templated, viz., a settled discount policy, a settled 
policy regarding the purchasing power of gold in the 
various countries. • 

2154. if you have the Bank of England and the 
Federal Reserve Board co-operating os regards the 
discount policy and the distribution and control of 
gold supplies, do you think there is anything very 
important in the way of further co-operation to be 
uddod io that state of affairs? — I do not see how it 
is going to develop. It may be all right for the 
present. But I cannot say what is going to happen 
in the next few months. 

2155. You distrust the continuance of that, co- 
operation ? — Yes. 

2156. You refer also to the possibility in future of 
an increase in the demand for gold for circulation? - 
Yes. 

2157. Is ib not the fact that the chief countries 
which ever have made use of, or aro ever likely to make 
use of, the gold standard have adopted the gold 
exchange standard ns their deliberate policy? — They 
are on the way to adopt it; but they have not 
adopted it. 

2158. Omitting the case of France? — Italy. 

2159. Italy, you say, is on its way to adopting it, 
but it has not yet succeeded in establishing it? — -Yes. 

2160. Is there anything which leads you to suppose 
that Italy is likely to proceed from tho adoption of 
a gold exchange standard to the further Btage of a 
gold standard and gold in circulation? — I at any rate 
do not feel quite certain. The probabilities are that 
it will develop on the lines of the gold exchange 
standard and gold will not tie allowed to circulate. 
But I gave the example of Switzerland. There ran 
be no reliance at all. 

2161. Your own view is that the gold exchange 
standard ib the best? — I would not use the phrase 
“ gold exchange standard.” I will avoid it. 
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2102. What shall we call itP — I will call it a gold 
standard. 

2103. By gold standard, you mean in that con- 
nection what? — The gold exchange standard as prac- 
tised in India in pre-war days did nut inenn that the 
rupee was legally and freely convertible into gold 
inside the country. It was only coiivertihlo into gold 
outside the country. The system which 1 contem- 
plate makes it convertible in either country; only 
it makes it convertible into gold bullion ho that gold 
coins will not circulate. 

2164. 1 am afraid we have run aground on the 
question of nomenclature. Tho question I want Lo 
ask you is this : If you ure of opinion that the system 
on which internal currency is convertible into inter- 
national currency und not convertible for internal 
use is the host system, and if you find that system 
being adopted by the chief nations of Europe, I 
should Jiko to try and appreciate, if I cun, why you 
think those nations are likely to abandon the belter 
standard as you describe it ntul to continue their 
development by demanding a gold circulation. I 
appreciate that you think so, but I have nut yeL 
arrived at the reusons why you think sop — The 
reasons which 1 have given taking all together — are 
all directed to point out that Lliero is some uncer- 
tainty in the value to lie attached to gold. For 
instance, the United States would liko to produce a 
fall in prices to enhance the value of gold. It is a 
balance between a selfish policy and an enlightened 
policy that the United States may adopt. My main 
point is that at the present moment, we are very 
much dependent upon the United States und naturally 
the United States would not allow a very great rise 
of prices because it will depreciate enormously the 
obligations that ought to be paid in gold to the United 
States and it may probably desire to produce a full 
of prices. After all the people of the United States 
are not philanthropists and in the interests of the 
world they are not going to sacrifice their own 
interests. 

2165. Deferring to what you «ay in your memo- 
randum about tho possibility of inflation in America, 
is not thoro always a possibility of inflation in some 
country? — Yes. 

2166. Is it any good waiting for a time at. which it 
will be possiblo to escape from the possibility of there 
being inflation in this country or that? — All that I 
want to say is that at present there is a large stock 
of gold accumulated in America. After a time when 
these stocks have decreased, the fluctuations that 
would lie introduc'cxl by a policy of the United States 
will not be so great. 

2167. Do you consider that tho presence of a large 
stock of gold in America increases the danger of then* 
being an inflationary movement in the United States 
rather than in any other country? — All 1 say is 
that tho factors are uncertain. Just us inflation is 
likely, deflation is also likely. 

2168. 1 am trying to ascertain whether there is any 
factor at the present time which makes things more 
uncertain which, by waiting, may he removed. You 
refer to the danger of inflation, an.1 1 suggest to you 
that there is always a danger of inflation at any 
time. By waiting can we get rid of the danger of 
inflation? — Yes ; bocuuso tho accumulation of the stock 
of gold will be less in tho United States. 

2169. You think that the presence of a huge slock 
of gold in the United States makes it more probable 
that there will bo inflation there? — Tt rutlicr gives it. 
a greater power to produce inflation. 

2170. Why should it give it greater power?- Because 
the.vjmve abundance of gold. 

2171. Is it not the case that the desire to inflate 
makes it probable that that is the thing that will 
happen P — If gold were distributed evenly in the world 
then the movements of gold will act as a check upon 
the rise of credit. 

2172. You say quite rightly the United States should 
not be regarded as a philanthropic institution. As 
ro&ardg the interests of the United States themselves, 


can you see any motive which the United States wight 
Jiuve for making use of their stock of gold in such a 
manner us would upset world prices and exchanges? 
— 1 believe they will desire, — at uny rate a steady 
tendency to a full in price's which means an increase 
in tho value of gold. 

2173. 1 think you have expressed your belief, in 
the course of your memorandum, that there will be a 
growing scarcity of gold in the course of the future 
history of the world? -Yes. 

2174. L suppose that if that might he looked upon 
os a set-oil*, if one might put it so, against the large 
sleeks of gold in the Uni tod States, the growing 
scarcity will, in the course of time, provide a natural 
mcun8 for the absorption of the gold stock in the 
United Stutcs? 'Yes. 

2175. And thus tend to reduce any tendency there 
might lie towards disturbance of prices by inflation? 
—Towards inflation, yes. 

2176. Now as regards these general changes in the 
world’s gold prices to which you rotor as a circum- 
stance pointing in tho other direction of present 
stabilisation, the processes to which you refer are 
Mich, are they not, as will Lake place in a gradual 
manner; or huve you in rnind, in tlieso changes hi 
gold values to which you refer, uny sudden avid violent 
changes. 1 moan, you refer to the decrease in tire 
world’s gold supply. You refer, by quotation from 
Sir John Forgussuu, to the cheapening of industrial 
pi o«\sse.s and so on. Aro these not all gradual pro- 
cos.se s which will take places slowly?— They would take 
place slowly, but even in England at the present 
moment 1 cannot take for granted that sterling is 
absolutely stabilised in terms of dollar. The recent 
changes show . . . 

2177. 1 should like to take the question of English 
stabilisation separately. 1 want to ascertain, if f 
can, if, apart from the circumstances to which wo 
have referred, there is any possibility of a sharp dis- 
turbance to the value of gold prices which you have 
in mind as u danger ahead?— Yes, T have in mind 
the very stability of the sterling in terms of the 
dollar. 

2178. Iiet me tuku that next as it comes next in 
tho process of your thought.. You say: 11 There 
is still a certain maladjustment, between sterling 
and gold prices,” ami 1 understand you to say 
tout you look upon it us a possibility that there wiil 
l»e another sharp divorcement between sterling und 
geld. You refer lo the recent change. lias that, 
recent change not lieon the result of the final step in 
the return to the gold sterling standard in Great 
Britain? You say here: 11 Since January last ster- 
ling prices have show n a downward trend,” and mo on. 
llave not the recent changes in tho value nf sterling 
in relation to gold been tho result of the final step 
taken when tho policy of the Government was 
announced that the pound sterling was to ho oil a 
parity with the sovereign? — Yes. 

2176. Therefore it is a limited process which tei- 
i*i i nates as soon ns the pound sterling and the sover- 
eign have established themselves at parity?- No. Mr. 
Keynes’ calculations show there is a disparity of 10 
per cent., between the purchasing power parity and 
the cost of living index in England and the United 
States. 

2180. You look forward to a further change in price 
levels in Great Britain? -Yes. 

2181. I put. to you the hypothesis that the exchange 
movement of the pound sterling has anticipated that 
change in prices which has still to take place, and 
that the change in prices which has still lo take placo 
(assuming that it still has to take place) is no more 
than the adjustment of British prices to a rate of 
exchange which is already established ?— ft is a pos- 
sibility ; T cannot rule that out, but there is the other 
possibility os well. 

2182. Ts thoro any further cause in. your mind to 
expect a further divorce between sterling and gold? 
—Well, the adverse balance of trade. In 1024 there 
was an adverse balance. T have not the latest figures 
before me. 
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2183. [Sir Henry Sira kitsch.) Of trade or of pay- 
ment ■ ?■ ■- Possibly of payment to. 

2J8.J. ( f'hiiinntm .) Thai will raise the question 
whether, in your opinion, the reserves of the llritisli 
system are adequate to uiuiiiiuiii stability in face of 
uliat we shall no doubt agree can only lie a temporary 
adverse trade hn lance. In your opinion are they 
adequate or not S'— Well, they appear adequate. 1 
notice that the centralised store of gold in England 
is about 1.51 million pounds. 

2185. We must remember the temporary credits ol 
New York, must we noth — Yes. lint we must also 
remember the liability in the shape of the deposit*. 
Tht centralised store of gold, against that you have 
to take note also of the deposits of currency. 

2186. You mean American money in England ? — In 
( fiiisidering the stock of gold .von have also to consider 
the internal needs of gold as the basis of the credit 
system. 

2187. In your opinion, is there anything unsound 
in tho proportion of reserve kept by the Hank oi 
England against the structure of internal credit? — 
Well, I do not think there is anything unsound con- 
sidering the fact that tho gold docs not circulate now 
ill England and the reserve is centralised in one hand. 

2188. So that you do nut- observe any- elements ol 
weakness? — 1 The element# of weakness are safeguarded 
by the credits which have been arranged for in 
A merica. 

2189. Wo have not yet arrived, have we, at any 
element in the situation of the central finances of 
Croat Britain, apart from the one which we have 
already examined, the maladjustment, of prices, 
which would suggest to you the possibility of any 
further divorcement between sterling and gold?— Ho 
far as maladjustment is concerned? 

2190. You are referring now to prices. Unless you 
have anything to add, I would not go back on that 
because I have got that clearly in my mind. It has 
Lukcii me a little out of my path, huL it is very 
useful to clear up that point. Apart from the ques- 
tion of a possible divorcement, of sterling and gold, 
do you see any other circumstance which is likely to 
cause other than a gradual alteration in the value 
of gold in relation to commodities? -Yes. there is 
the demand for nioiielary reconstruction in the 
world. 

2191. Yes, we have dealt with that loo. Suppos- 
ing, if I may ask you to meet me on a supposition, 
there are no other conditions than such as would 
produce gradual alterations in the value of gold of 
a rate such as those which we saw before the war, 
would you then say that conditions liu\e become 
favourable for stabilisation at. a fixed rate? — Yes. 

2192. [Sir llr my Stmkosrh .) 1 would like to ask 
some questions with reference to certain statements 
you made. First of all, regarding the redundancy 
of gold in the (' ni ted States of America. You are no 
doubt aware that the United States had to absorb 
something like 523 million sterling of gold. Would 
you say that American prices have been particularly 
unstable in spite of this influx of gold?- No, they 
have been managed prices, practically speaking. It 
is not left to the automatic working of the gold 
standard. 

2193. Tn fact, is it not lair to say that prices in 
America since the beginning of 1921 have been pruc- 
tieally stable right through? — Well, l have not got 
the figures before me. 

2194. I have the figures, and if you like I can show 
them to you. i'lieu what do you ascribe that to, thul 
stability in spite of the flood of gold which went to 
America and which uncontrolled ought to have sent 
up prices sky-high? — The Federal (iovernmeiit did 
not allow it. 

2195. Therefore it was the policy of the currency 
authorities in the United States to avoid a rise ill 
prices. Does that lint indicate that they are fully 
conscious of the necessity of maintaining prices 
stable?— In America, for blie time being. 


219). America alone being on tlio gold standard, 
they have appreciated that it is essential for gold 
prices to remain stable, and they have managed it 
exceedingly well in spite of an overwhelming flew of 
gold there. fWhut entitles us to suppose that the 
United States will depart from this policy when the 
How of gold has to a large extent subsided? — Its 
interests abroad. It is interested in the fall of prices, 
being a creditor nation to which all other countries 
have to make payments. 

2197. Hut having hud the opportunity for the lust 
four years to turn the scale in its favour ami not 
having taken it?- -it had not the opportunity because 
all the opportunity that it had was to raise gold 
prices which must produce a fall in the value of 
gold, hut L mil talking now of the rise in the value 
of gold. 

2198. Is it. in the interests of the United Slates 
that, the purchase price of gold should ho greater? — 
It should he greater. 

2199. And how do you think that will be achieved? 
— By parting with a little of its gold for the mone- 
tary reconstruction of the world and by regulating 
the rate at which it would part with gold. 

2200. How could they benefit the world by parting 
with their gold and nt the same ti mo depress prices? 
— Yes. All that l say is that it will part with a 
portion of tho gold, in such a fashion as on the one 
hand to lead to the use of gold as a reserve for cur- 
rency purposes, and on the other hand to lead to such 
a demand for monetary reconstruction as will raise 
tho value of gold; because it is interested in having 
a much greater purchasing power for the stock of 
gold it holds. 

2201. According to tlm statement you have just 
made, it must part with the gold in order to recon- 
struct the world? That, us 1 said, is a compromise 
between enlightened policy and its own interests. 

2202. How could the world he reconstructed if you 
have n period of falling prices; in other words, 
instability of prices? Obi ioiisly, you cannot recon- 
struct the world hy creating a condition of 
instability?— Hut you can create a condition ut 
comparative stability and yet produce slowly a fall 
of prices. 

2203. But that would impede reconstruction, would 
it not? Not necessarily. There have been cases 
when, in spite of a full in prices, there has been 
economic progress. 

2201. Why should the Conference at Genoa have 
been so terribly afraid of gold becoming scarce and 
prices falling in consequence, and therefore advo- 
cated the universal adoption of the gold exchange 
standard? Because if all the nations began tn com- 
pote for the supply of gold tlisiL America has, they 
will hid a higher price for it; this is to stop that 
competition. 

2205. Exactly. Therefore the world, one may say, 
realises that a fall in priees is injurious, especially 
during tin 1 period of reconstruction?- Quite true: 
hut the question is how far that realisation in 
thought is going to lend to co-operative action. 

2200. Would you say that, if the redundant stock 
of gold held hy the United States were divided up 
amongst the other nations, the greater the area ol 
countries that embrace the gold standard, the less 
likely will it he that the United States could con- 
trol tile movement of gold prices? -Yob. 

2207. You agree? — Yes. 

2208. ])» you realise that ut the present moment 
there are countries in the world inhabited hy about 
170 million people who have already embraced either 
the full gold standard or tho gold exchange stan- 
dard?— YeH. 

2209. And that the United States population is 115 
millions, mid that the process is continuing? —Yes. 

2210. Might one therefore not suppose that the 
United States is not almighty in controlling gold 
prices?— Will not be almighty after a time; it »» 
almighty at the present moment. 
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2211. At' the end of 11124, according to the work 
of ti very eminent statistician, the United States of 
America then hold 44*6 per cent, of the total stock of 
gold money in the world nml the balance was held by 
other countries! 1 — L uin sorry I have not got the 
figures. 

2212. You niny not have, but I believe they are 
correct. 4 4 ‘(5 of the world's gold money was then 
held by tho United States and the balance in other 
countries. Therefore, as the urea of gold standard 
countries increases, we must suppose that the power 
of tho United Slates to control gold prices will 
diminish ?- But the power of the United States Lo 
control gold prices proceeds not from the fact that 
they have a particular quantity of gold at the present 
moment, hut that they have a greater surplus to 
spare than any other country. Other countries have 
got ii deficiency in their supply, ami therefore are not 
in a position to control the value of gold. 

2213. Would you say that Great Britain has a defi- 
ciency in the supply of gold? - If we consider that 
Great Britain aims to lie the international money 
market of the world, I should think there is need lor 
more gold ill England. 

2214. Do you know the amount of gold in Ureal 
Britain now? — About 134 millions. 

2213. Do you knew what it held before the war? — 
Yes. But you must remember also that before the 
war nearly 120 millions was in circulation according 
to one nstimnto. 

22 IB. I think that is rather an over-estimate? — 
Besides, there was a large amount of gold in the 
other hanks. Now the whole slock is centralised. 

2217. Would you call gold in the pockets of the 
people available for international purposes? — To a 
certain extent. 

2218. But only to a very trilling extent, 1 suppose? 

•I would not say that it would he as serviceable 

as a central stock of gold, but in llic case of an 
adverse 1 exchange it is useful. 

22U). One other point. You referred to inn lad- 
just meiit of prices in England, and in your 
iiicinoramlum you say that there is still maladjust- 
ment of prices. You have no doubt, followed tin* 
movement of gold prices in the United State's and 
in (I real Britain? Yes. 

222(1. And no doubt- you will have observed that 
gold prices in the United Kingdom have been 
steadily falling from 175 iti January. 11)25, to the 
present figure of 158? .May 1 know what Index 
nu in her you are taking? 

2221. These are the Federal Bcserve Bulletin 
figures; these are the wholesale prices? — From my 
comparison of the cost of living index numbers, the 
difference is to the extent of 10 per cent. 

2222. The cost of living index is hardly tho index 
to take as a measure of the level of general prices? 

If you want fo know whether the wages have adjusted 
themselves to the new conditions, you have to take 
the cost of living index number. 

2223. Even accepting that, lias not the movement 
been very strongly towards parity with United 
States gold prices ?- -There is a 10 per relit, 
difference. 

2224. I know exactly what you are referring to. 
You are speaking of a pamphlet issued by Professor 
Keynes some little time ago; but. the world has not 
stayed still since then; prices have gone down as 
indicated by the wholesale index? — 'Yes, prices have 
gone down. 

2225. If you take 1013 figures at 100. you will find 
that the United States priceB to-day are 165 and 
British prices 158, practically in adjustment, if not 
in favour of Great Britain? — ‘You are not taking the 
index number of the cost of living at all. 

2220. Because the wholesale index is generally 
accepted as the best measure of gonernl prices?— 
But that will not. give us the true purchasing power 
parity, only a rough guess. 


2227. 1 won’t go into that question, hut I think I 
am right in saying that the purchasing power parity 
is worked out as a rule by taking wholesale indices, 
not retail indices, because all these retail and cos' 
of living indices vury very widely according to the 
countries? — Not. of ull articles. The proper index 
number to take would lie tho index number of prices 
of particular commodities that enter into inter- 
national trade. 

2228. You refer Lo an adverse hnlam-c of trade in 
(treat Britain. Do you suggest that there is an 
.uUrr-i* halam-c of payments? - Then* wa-s mi 
adverse balance of trade, which must lead to pay- 
ments being made. 

2221). But the balance of trade dot's not include 
what is generally called tlm invisible exports ami 
imports trade? — ft does not. 

2230. Very well. (.'an yon therefore judge from 
the balance of trade wha l the balance of payments 
is? — I cannot he certain of it. 

2231. Then I suggest that the statement, that there 
is an adverse bn hi nee of trade requires modification ** 

I only said that with a view to pointing out the 
probability of uncertain factors. 

2232. But would you be surprised to bear that 
Great Britain is still in a position because of its 
favourable balance of payment to invest something 
in the neighbourhood of 50 millions sterling a year 
outside the country? — I would not he surprised. 

2233. Then why should that- he nu unfavourable 
feature for the future stability of money and prices? 

-Because Great Britain cannot altogether give up 
the idea of lending money to other countries. It has 
to think of other countries too. 

2234. Within its means? — But it lias got to think 
of its imperial interests. 

2235. (Clmii man.) It cannot go indefinitely lending 
money iL has not gut? It can borrow at a cheaper 
rate ami lend it at a higher rate. 

2236. (Sir Henri/ SI raknsrh.) Have you heard of 
any borrowings of Great Britain abroad? The fact 
that they have large credits in the United States 
shows that they will borrow money when required. 

2237. But have they done so? They have not; all 
that l am arguing is that it. is uncertain, and that 
you cannot say what they an* going to do. 

2238. (Sir Mnncrkji Ihnlahlnti/.) I understand you 
to say that von consider it- premature to stabilise the 
rupee at a fixed rate in terms of gold? - Yes. 

2231). For two main reasons; one is. I understand 
you to say, the want of effectin' co-operation between 
the Central Banks, and you also think that we are 
not at present sure of what is going to he the futuru 
policy of the United States with their huge stocks of 
gold. You cannot say, therefore, what will he the 
future price of gold? Mv general ground is that the 
future trend of gold prices is uncertain; oLlicrs are 
merely sub- reasons. 

22-10. All the factors regarding tile supply ami 
demand of gold are uncertain; aiming them the main 
reasons which you have mentioned are only two? — 
Weighing the factors on one side and the factors on 
the other, we cannot lie sure what is going to he tho 
net result. 

2241. You apprehend, therefore, that there may he 
a fall? — 'But I do not rule out tin* possibility that 
there may be a rise, ami then also there is going to 
bo instability. 

2242. Is it in the interests of the United Status 
with all the stocks of gold at their command to 
manipulate a fall in price of gold?— T should think 
so. How?' ’•Because they have to receive payments 
from others in gold. 

2243. (Chairman.) That, 1 think, was Mr. 
Uhablani’s previous answer to Sir Henry Strakosch. 

*>244. (Sir Manpckji Dadabhny.) It is not clear. 
Would not the effect of the United States parting 
with gold fake away from that country the power to 
control prices? — The more it parts with gold tlm less 
will be its power. 
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0245. Now I want to come to the question of the 
new rate. You express the view that the authorities 
can, without any very great risk, announce that they 
will use all their resources to keep the rupee between 
Is. 4d. gold and Is. 6d. gold. As I understand you, 
the policy you recommend is that thn machinery of 
an exchange standard should only he brought into 
operation in the event of a rise above 18d. y and in 
the event of a fall below Is. 4d. ? — Yes. 

2246. That loaves a very wide limit for the fluctua- 
tion of exchange. Do you consider that it would 
inflict any detriment upon both the international and 
tho internal trade of the country that oxchunge 
should be free to fluctuate between those vory wide 
limits P— I believe it will make for a greater certainty 
than exists at presont. Even these wide limits are 
narrower than the limits possible otherwise. 

2247. I understand from your argument that one 
must not compare this proposal with stabilisation 
at any given rate, for the reason that you do not 
believe that any given rate could with certainty be 
maintained? — Yes. 

2248. But there has been a very substantial 
approach towards stability of the exchange rate, has 
there not, in the course of tho past six months or a 
year? — Yes, there has been some approach, and the 
policy of Government has tended to practically fix 
it at Is. Gd. 

,224ft. Has not Hint approach to stability been duo 
to the circumstance that In. 6d. lias been chosen, for 
instance, as the rate above which exchange is to bo 
prevented from rising by the use of the methods of 
tho exchnngo standard system? — Yes. 

2250. Supposing one were to throw tho limits open 
so widely as you proposo to throw them, would that 
not increase uncertainty and tond to the loss of such 
stability as has already been gained? — I do not think 
that it will create greater uncertainty. Because 
after all Government woidd ho expected to follow the 
policy of stabilisation as much as possible even after 
you fix those limits. 

2251. Supposing there was a downward tendency in 
exchange from the present rate, and it is known 
that there is to he no use of the resource of stabilisa- 
tion until Is. 4d. is reached, is it not. likely that 
thero will bo many more fluctuations between Is. <id. 
and Is. 4d. than there would ho if one were to make 
use of the exchange standard machinery to keep the 
rate as long as possiblo at Is. 6*1. ?- All that 1 said 
is that tho Government should make the attempt to 
keep Lite present rate as far as possible; but suppose 
tho forces are beyond its control. That, is why 1 do 
not want to feller thn discretion of Government. 

2252. You think that Government, or whoever is in 
control of tho machinery, should use that machinery 
to koep the rate at the present rato ns much ns pos- 
sible?- Subject to what T have said afterwards as 
to tho effects of the LarilT. It would have been the 
proper rate if there had been no high tariff or pro- 
tective legislation. 

2253. Tf that, bo so, the authorities would not per- 
mit the rate to fall away from thn present lovel 
unless it was obliged to do so by forces beyond its 
control? — 1 am more inclined to Is. 4d. than Is. fid., 
for the reasons that T have stated in my memoran- 
dum. In my opinion, considering the high tariff, the 
rate should be Is. 4d. 

2254. It is not very relovant to my present ques- 
tion whether it. is Is. 4d. or Is. fid. Supposing wo 
take some rate, the present rate or substitute 
Is. 4d. as tho rate to which Government is to 
keep the exchange as stable us it can, what 
then is the object of choosing some other figure with 
a wide margin between that figure and tho present 
figure os the furthest point beyond which exchange 
is not to be allowed to move? Is that not introduc- 
ing an unnecessary condition? — No, there will be the 
certainty that the Government has a settled policy 
not to allow the lower limit or to go further away 


beyond the upper limit. At present there is no cer- 
tainty in the market. People will be speculating at 
Is. 8d. or even at 2s. 

2255. If it is to work to Is. 4d. you recommend 
that it should not have to go away from Is. 4d.P — 
Yes. 

2256. Supposing the rato is forced up to, say, 
Is. fid., would you allow it to go beyond Is. 6d.F 
What is the object after inserting one peg to insert 
another? If one peg goes the other goeBP — Tho 
object is this. Ho far as tho upper limit is con- 
cerned, it is within the power of Government to 
control it absolutely because Government can put in 
os much currency ns they like. They can expand 
currency and bring it down to Is. 6d., even if there 
was a tendency to sond it up; and the market will 
be sure, that thero will be no financial stringency in 
the market, and tho Government with imports of 
gold will come in for Is. fid. 

2257. Now we arrive at the next point, in which 
you express a strong preference for a gold exchange 
standard to a sterling exchange standard, for the 
various reasons given? -Yob. 

2258. Have you considered in this connection, tho 
practical conveniences of having your exchange re- 
lated to the currency in which the great part of 
the trade of the country is settled? — Yes. 

2259. What importance do you attach to that cir- 
cuinstameP — L believe if instead of a sterling 
exchange standard wo have gold exchange standard 
as permanently fixed, the rate would bo fixed in 
gold. More* such transactions will bo transacted in 
gold. 

2260. I do not quite follow you, I am afraid? — At 
present most of the transactions which India enters 
into are settled in terms of sterling, but should there 
bo any doubt about tho parity of sterling with gold 
I expect that the transactions would bo transacted 
more in terms of gold Ilian in sterling? 

2261. Not only “ may be ” but it is the case, is it 
not, that the groat bulk of India’s foreign trade is 
settled iitually in sterling?— Yes. 

2262. I understand flic effect of your answer is 
that, ns long as gold is not separated from sterling, 
then thero is no difference between the two standards, 
lint supposing there is a slight temporary divorce- 
ment between gold and sterling, does it not intro- 
duce complications and difficulties in regard to 
India’s foreign trade? — It does to a certain extent, 
but the stability of the standard is very much 
greater if we are independent of tho course of prices 
in England. 

2263. Assuming, as I have for the sake of my ques- 
tion, a temporary and slight divorcement only, you 
are llion, are you not., incurring a practical incon- 
venience for the sake of a theoretical perfection? — 
It may amount to a theoretical perfection at the 
present moment. 

2264. it would only become of practical importance 
in the case of a further prolonged and large divorce- 
ment? — Not only that. It does create a certain 
amount of confusion in the mind of the adminis- 
trators. In 1920 we went on raising prices in India 
because prices rose in England. 

2265. Of course that was a conspicuous instance 
at that time. I am not sure that I have really fol- 
lowed your proposals as to the manner in which tho 
reserve should be held on the system you recommend. 
In what form wonld you propose to hold the reserves? 
- -In gold bullion. 

2266. In gold bullion only P— Yes. 

2267. The whole masB of the reserve P — No. 

2268. I know you somewhere express the opinion 
that there is no reason why a portion should not be 
held in credits in foreign countries? — Yes. 

2269. In what form of credits are yon contemplat- 
ing the holding of your reserves there. I am not 
talking about the actual form of securities but as 
to thoir allocation P— In India. 
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2270. I mean the foreign P— Of course preferably it 
will be in English securities mostly. 

2271. You are not suggesting, as some witnesses 
suggested, that it would ho nssontial to hold some 
of the securities in each of the large gold standard 
countries ?- -I do not think wo ought to aim at a 
thooretical policy of no risk absolutely; but if for 
instance a small portion is held in United States 
securities it might be convenient for some time to 
come, as the United States at the present moment is 
one of thn host centres for gold. 

2272. >Would it bo of any practical utility in 
regard to th<o settlement of India’s trade and the 
(Conditions under which it is likoly to he used that 
a proportion should ho held in tho United States? — 
1 do not think that there would bo any practical 
inconvenience. 

2273. I do not know if you are prepared to express 
any opinion as to tho proportion of the internal 
reserve which you would think it right to hold in 
gold under those conditions? — No, T am not. 1 
have said with regard to tho currency rcservo that 
it should be about GO per cent. 

2274. f think that will come in more conveniently 
on a future question. 

2275. (Professor Coynjee.) Coining to your answer 
about protection, you do not suggest that it is for 
tho State to control and counteract the natural move- 
ments of exchange in the interests of the protected 
industries? — May I know wdiat you arc? referring top 

2276. 1 am referring to your answer to question 2 
in the memorandum. You say there in answer. — 
“ Hut that was exactly the object of recent pro- 
tective policy and the expected result of a high 
tariff. Certain classes will no doubt suffer from 
such a policy; but rightly or wrongly the country 
sis a whole consented to pay this price. And Govcrn- 
ment cannot he allowod to neutralise by its currency 
policy and tilio consequent rise in the normal rate 
of exchange to Is. (W., the intended effect of pro- 
tectionist tariff Hut is it for the State to counter- 
act internal modifications of exchange in the in- 
terests of protection? — It is not in the hands of 
trado to control price levels in Tndin; that is in the 
hands of Government. 

2277. To control price levels? — Yes. What Govern- 
ment has been doing since 1922 when tho exchange 
was at its lowest was to produce a fall in prices. 
In fact the prices have gone down under the effect 
of wntraction. If I may give you ihe figures - 
Ho rn bay index No. was 192 in the month of February 
1922. -It went down in 1925 to 158, while the United 
Kingdom index number went down by February 
1922 only to 158. 

2278. Then you say the fall of prices hero has 
proceeded to such an extent aB practically to neutra- 
lise the intended effect of protection? Then the 
cost of production of these protected industries will 
also fallP-r-The effect of tlio tariff is on prices as a 
whole, not merely on pricos of the protected 
industries. 

2279. And similarly, if general prices fall, the 
general wages will also fallP Therefore, protected 
industries will not lose as you suggest by the fall 
in prices? — My argument is on quite different lines. 
What I am pointing out is this, that if the currency 
policy of India had been the same as before the war, 
the effect of high tariff would have been to produce 
n difference of price level betwen India and England. 
That difference of price level has not now been 
attained. Since February 1922 prices have fallen in 
India while tho British prices have remained the 
same. It is not the mere fall of Indian prices that 
matters. If the Indian price level fell and the 
British fell to a less extent, the required differences 
between the two would not have been destroyed. 

2280. But what the manufacturer is concerned 
with is the difference between the price of his cost 
of production P^-Yes. 


2281. Then the same factor that-lewers prices 
here must also lower wages and the other costs of 
the protected manufacture? — Yos, eventually. 

2282. Therefore he cannot loso as you suggest by 
the fall in prices? -But ho does not get any pro- 
tection against English goods, because their rupee 
price also goes down. There is no difference between 
thq.aitiiatioii in 1918 and now in spite of the- pro- 
tective tariff because there is no difference in the 
price level. Both have risen to the same extent 
‘since the War while Indian prices should rise to a 
much greater extent to preserves tho difference due 
to protection. 

2283. Hut if the price had remained steady, the 
ocst of production would have remained steady. Is 
not tho producer interested in the difference between 
his price and his cost of production? — But tho price 
which ho gets is determined by the foreign condi- 
tions — It is the price of tho imported commodities. 
If that is lowered down, he can't maintain tho price. 

2284. (Chairman.) Is it your argumont that tariffs 
confer no protection at all on the manufacturer at 
Ihe present level of prices?— My argument only is 
Lhat the difference which ought to exist on account 
of a protective policy between prices in India and 
England does not exist. 

2285. You arrive at that by ('omparing tho goneral 
Calcutta index with tlio English index?-- Yes. 

2286. You have observed no doubt by reference to 
that Calcutta index number that the prices of the 
articles of the type usually exported from India are 
oil the whole below the average resulting index num- 
ber, and that the price of tho articles imported 
into India are ns a rule above the resulting average 
index number; and it suggests itself to me that the 
prices of tho articles which nro imported and are 
liable to tariff are really sulistantially higher in 
India than they are in Great Britain?— 1 don’t 
mean to say that tho difference in the cost of pro- 
duction of tho English manufacturer and the Indian 
is absolutely cancelled by this fact. Considering the 
figures of trade I am rather inclined to think that 
it has not quite succeeded in this— hut the tendency 
is there. 

22&T. If you will look aL the index number of 
articles imported rnto India you will find that tho 
prices are higher than the prices elsewhere, higher 
even by a larger margin than Lhat which you might 
expect from the tariff. Would you agree, from your 
acquaintance with the subject, with these figures?- 
As a matter of fact inqiorts have boon discouraged, 
in spite of the rise* in exchange. 

2288. There lias never, perhaps, been a tariff 
which has not exercised some effect in discouraging 
imports? — 1 think the real reason why the imports 
have been discouraged is that their prices in India 
are still too high for the purchaser in India. 

2289. (Sir Pvrshotnmdas Thakrmlas.) Mr. Chnb- 
lani, in the last sentence of your reply to question 2 
you suggest that Government should maintain the 
value of the rupee between Is. fid. and Is. 4d., gold. 
In reply to question 4, one of the main changes 
suggested by you is that the rupee be made freely 
convertible into gold bullion at the rate of is. 4d. v 
gold. That means that you make gold available on 
the basis of Is. 4d.?— -No. I do not suggest that as 
ail immediate change hut as part of the permanent 
policy to he adopted. 

2290. What would you recommend as an immediate 
change? On what parity is tho rupee to be con- 
verted into gold? — I say that Government should 
offer gold in return for rupees at the rate of Is. 4d. 

2291. At Is. 4d. That is what I say. Therefore 
in the statute where we have at present two shillings 
put in by the legislation of 1920, you would sub- 
stitute Is. 4d.?--But in the existing statute there 
is no provision at all. 

2292. 1 mean gold equivalent at these rates F—No, 
the Government does not offer gold at that rate in 
India. 
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MW. Xo, hut if you offer it to thorn they would 
pay you on the basis of two shillings. Instead of 
that, you would substitute Is. Id. Government 
would not only take gold and give you rupees at 
Is. Id., hut they would also give you gold at Is. ‘Id? 

•Hut I say Government should give rupees in 
return for Is. fid., at present. 

2291. That is, (iovorninent should undertake to 
give you gold at the rate of Is. -Id?— They would 
give you gold on the basis of Is. -Id., and they would 
take gold from you at the rate of Is. (id. 

22t Vi. May I understand it? If you took a 
sovereign, Government would give you Rs. 13 as 0? — 
Yes. 

2290. And if you wanted a sovereign, you would 
have to pav Government Its. 15? -Yes. 

2207. (lovernmeiit would have two wales— one 
scale for receiving gold and another for giving gold? 

Yes, for the time being. 

229*. Hmv do you think the people here would 
construe it? I mean surely if they had two different 
rates to receive and pay, how do you think tin* 
people of India, the masses, would construe this 
change? ■ For the present l am afraid Is. Id. would 
he practically inoperative. People won't give Rs. 1 5 
for a sovereign. 

2299. Exactly. If you fix a rate, then it must Ik* 
tin 1 KiiiiM 1 rate. You make gold available at the 
same rate so that Government may he able to give 
you gold. 1 don't agree. 

2309. In the case of gold living minted hero has 
there been any precedent for this? Have you heard 
of any country in the world having received gold 
at one late and given at another, for the stabilisa- 
tion of tin* currency policy? I am only advocating 
it as a policy of transition till you haxo settled 
the course to he adopted. 

2301. Whim do you think that period of transition 
will end v How long will it last? W'hat will he 
the symptoms by which we should l>c guided for the 
termination of this transition period? I would say 
till you find the majority of the countries of the 
world with which you traded have come to the gold 
standard. 

2302. That is to say. till central Europe has 
rovi\ed its trade? Yes. 

2303. Is not what- England has done sufficient for 
India? England appears practically to have said 
to herself, the condition of Central Europe and the 
revival of her trade has been put oil a basis which is 
good enough for gold standard. Isn’t that good 
enough for India? It is quite good enough. 

2301. Then why do you put it ofr for India? — I 
am not putting it otf. 1 am only putting ofF the 
fixing of the rate. 

2300. You are putting off the rale because the 
conditions to your mind are very uncertain? T doubt 
the ability of (oivcnuncnl to maintain a particular 
ra to. 

230(1. Do you doubt the ability nl the United King- 
dom to retain her parity? — To a much less extent. 

2307. In fact, xoii feel very pessimistic regarding 
the apparent settlement in the important countries 
of the world? No, I don't. 

230*. You don't? Conditions have been moving a 
hit fast rim ing recoct months. 

2309. Do you expect some disturbance? If there 
is to he a disturbance we should not he unprepared. 

2310. Hut why should there he a disturbance? — .1 
have already explained the circumstances. 

231 J. (Sir I'urshotnmthix Thnlit rdwt.) And my 
point is that when we are considering tjie question of 
what is best, for India you ale not putting before us 
any special reasons how trade conditions in India 
debar you from stabilising your exchange. You say 
localise things are not yet settled down in Central 
Europe. 

2312. (C/mi/i f/n/a.) Sir Piirxhotaindas, do you 
i'ciik'IiiIkt the answer in which Mr. ChabJani referred 
l.i co-opera tin ii between central banks, the possible 
demand lor gold in circulation and possible inflation 


in the United States? ] think he has already 
answered your question in a little detail. 

2313. (Sir Pitrsholmiulas Thakunhix.) 1 have no 
doubt, Sir, qml l only mention this heeuuse L waul 
to know if Mr. Cluihlani can toll us how long this 
period of transition he has mentioned just now is 
likely to last? — Well, 1, personally, believe probably, 
as things go, the central banks may come to mi 
understanding very soon. 

2314. Then as soon ns tho central hanks in Europe 
come to an uoderst a tiding you would feel safe in 
stabilising the rate in India? — 1 should think so. 

2315. Now, until the central hanks in Europe 
came to an understanding you would not feel your- 
self confident of going ahead? — Probably other cir- 
cumstances also may change and justify stabilisation 
even without the eo-operutiou of central banks. 

2316. Hut this is tho mnjor one?-— It is a thing 
that might come about much sooner than anything 
else. 

2317. Until that time you would recommend that, 
the (jiuvcriiiiicnt of India should have two rates, one 
for giving gold and another for receiving it? — One 
would ho practically inoperative probably for some 
Lime. 

23 IS. Which do you expect to ho inoperative for 
some time? -The lower rale. Hut it will he an 
assurance) that beyond a pnrtici lar level the rate will 
not ho allowed to go down. 

2319. I see. Your idea is to iix the two extremes 
and get Government committed to |hem. The uiiccr- 
tuiiilics you have in your mind when you say you 
must not stabilise do not frighten you from having 
the two extremes. You think they are wide enough? 

Yes. 

2320. Are these two points not much too wido for 
practical purposes lor tho trade und commerce ot 
India? — They would ho wido if Government are sup- 
posed to use l heir discretion arbitrarily in manipu- 
lating the exchange. The Government in tho 
interests of the country has actually been niaiiipulat 
mg the exchange during tho last six months, and 1 
do not expect there will he any greater uncertainty. 
Tt does not mean that the Government would oscillate 
between the two extremes now and then. 

2321. It. would give the Government a good scope 
in which to go on playing ? — 111 \ iew of the uncertain 
i actors, Government ought to have some latitude. 

2322. (Sir ILrnrti St mkoxch .) With regard to your 
proposal to fix the gold point at Is. Id. ntul Is. (id.. 

L want to he quite clear what your misgivings are 
with regard to tho possibility of tho authority 
entrusted with the management of tho currency 
maintaining the rate of exchange that may ho deter- 
mined upon. What arc the difficulties that .you 
foresee? — Supposing the gold prices foil ill England, 
it would he very difficult for Government to maintain 
Is. (id. without deflation. Or supposing prices tell 
even further so as to jeopardise even the Is. 4d. rate, 
if at that moment Government wanted to maintain 
Is. (id., it would simply mean ruining the country 
by creating a serious financial stringency. 

2323. In other words, you are afraid of n violent 
movement of gold prices abroad? You prefer to see 
stable prices internally in India? Yfos. 

2321. That is tho aim you have in view? — Ws, 
after having fixed tho rate at Is. id. and bringing 
about tho price level nt which tho purchasing power, 
parity would tend to Is. 4d. 

2325. J inn speaking of the period when you wish 
lo fix tho gold points between Is. Id. and Is. fid. 
Wlint is to be the control aim of your policy during 
that period? Do you wish to keep prices stable in 
India in spite of what may happen abroad? — Yes* 

2326. Now, do you think that is really feasible, 
having fixed the two gold points? — Yes, I should 
think it quite feasible, if Governmont only exercise 
discretion in the same fashion as now. 

2327. May I give you an illustration P If by an> 
chance tho rupee were to appreciate to Is. fid., the 
two gold pointN having been fixed, is it not clear to 
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everybody that Government will do, or the currency 
authorities will do, everything to maintain the 
exchange value of the rupee at that price, and that 
it cannot go higher, and would that fact alone not 
he giving to anybody a free option for the fall of the 
rupee, and would not that froo option ho taken 
advantage of by speculators, by importers of goods, 
and so forth P—1 am not quite dear as to what you 
mean. 

2828. I am trying to show that it would he 
extremoly difficult for 3*011 to maintain that level of 
prices completely, independent of world prices, and 
for that purpose I am taking your proposition of 
fixing the extreme limits of fluctuation of the rupc; 
between Is. Gd. and Is. 4d., and I say this, that if 
the rupee were to reach Is. Gd. would that not be n 
direct inducement to people borrowing in India to 
purchase foreign currencies, to lend money abroad, 
to purchase goods abroad, that is to Bay', to over- 
import and to retard exportation; and would all 
these factors not tend to depress the value of the 
rupee? And would the reverse not he the cuse if 
the rupee were to deprociate to Is. 4d. ? — All that 1 
say is that the speculator will also know that, beyond 
a particular point, exchange is not likely to go down 
or go up. He also speculates within certain limits; 
he knows that to speculate heyond a particular limit 
would ho unsafe in view of the Government policy. 

2329. But if you admit that what L have just said 
is true, then the valuo of the rupee is going to ho 
thrown towards world prices all the time. And you 
will not be able to maintain, quite apaft from world 
prices, a level for India?— I do not mean to say that 
I would be able to maintain it, absolutely 
independent of gold prices. 

12330. 1 am speaking of gold prices. You wish to 
keep Indian prices stable at a given point in spite 
of the fact that the world gold prices depart from 
that point? And I am trying to show that it would 
ho extremely difficult for you to achieve that. If 
you fix your gold points within these margins, you 
would have given ail upper limit and von would 
have gtven a lower limit and the action and reaction 
which follows from reaching those point* would 
throw your prices towards world prices? -They 
would, within limits. 

2331. But those limits urn given — Is. 6d. and Is. 4d. 
—and it is conceivable that you would not he able, 
if the world prices were to deviate so much from 
Indian prices, to maintain the Is. 4d. and Is. (kl.? 
After all in these matters some risk has to he taken. 
A sufficient latitude has to be given to the Govern- 
ment and the risk lias to ho taken. 

2332. Just imagine the economic effect upon India 
of having a margin between the stabilisation point 
of 121 per cent. — prices moving 12} per cent, up and 
down; in the one case, as I have pointed out, driving 
the resources of India abroad, inducing heavy im- 
portations, retarding exportations, at the one point 
and the reverse process at the other point?— At the 
most the result would be that prices would rise to 
a level which will justify Is. 4d. rate. Supposing 
speculators were to bring about a rise of prices in 
India, the rise of prices would be towards the length 
of Is. 4d. 

2333. But what actual facts have you got to prove 
that the Is. 4d. rate is the proper rate? If, as the 
indices rather indicate, internal prices in India are 
on the way to adjusting themselves to the Is. 6d. 
rate, what makes you think that the proper rate is 
Ik. 4d. ? — As I said, I want to produce a difference 
in prices between India and England to the extent 
justified by the tariff, which is about 121 per cent. 

the average. 

>2334. But you cannot permanently produco a 
difference in prices between England and New York? 
-"Yob, a tariff can. But you are manipulating prices 
under the present system. 


2335. What happens, 1 think, is that only during 
the period of adjustment can you keep prices away 
from parity. There is no advantage to you whether 
you fix it at Is. 4 cl. or Is. Gd. except during the 
period when internal pricee are adjusting thomselvos? 
— I am considering the present situation of prices in 
England and India and I find that Is. 6d. practically 
does not maintain the difference between prices in 
India and England which ought to exist. 

233G. But there arn other factors, too? — All the 
other factors operate both on India and Englnnd. 

2337. (Professor Coyajre.) What is thn proportion 
of protcctod production in India to the general total 
production? What 1 mean to say is that there are 
two or throe industries which are protected and for 
their sake* exchange should be kept artificially low 
— I am not justifying or criticising protection at all. 
Protection may he bad. I am not a protectionist. 
But that is what you consented to when you im- 
posed it. The people knew when the tariff was being 
raised that general prices would rise* not merely 
the prices of imported goods. The prices of pro- 
tected goods may rise to the full extent of 12} or 
whatever the protection is; other prices may rise in 
a very minor degree, or it may he that imported 
art'ieles may not rise to the full extent; thero may 
ho a dispersion of prices. 

2338. Tho effect of protection is to restrict imports, 
the tendency is to produce a favourable balance, 
which will muAii a general riso of prices and may 
operate in any direction P— Yes. I am only indi- 
cating the general tendencies. 

2339. (*Sir JRajendrannth Mnoktrjce.) Tn addition 
to what Sir Henry Strakosch has explained about tho 
difficulty of the difference between Is. Gd. and Is. 4d. 
being too wide, may I ask whether you are preparod 
to give to the Government a handle for again 
manipulating exchange, from which the country is 
alleged to have suffered so much. Would you give 
Government the same opportunity again P -You 
should entrust that power to somebody during the 
period of transition. 

2340. You remember the criticism and the attitude 
of the Legislative Assembly in that connection in the 
past?— But a Committee of the Assembly will he even 
less satisfactory than the Government. 

2341. (Sir Manerkji Daduhhoif.) I understood you 
to say that you give this power of deviation or dis- 
cretion to Government to play between Is. 4d. and 
Is. Gd. to avoid violent fluctuations in exchange? 
Your object is to prevent violent fluctuations? — No, 
my object is only this. In view of the uncertainty- 
of the trend of prices, wo do not know as to whnt- 
you will ho able to do, and that if Government 
decides on fixing tho exchange and gold prices fell, 

1 suspect that the mnrgiu would be so wide that 
Government may not be able to manage it. There- 
fore Government should have discretion to adapt 
their policy to the changing circumstances that may 
arise* in the near future. 

2341a. Taking that os the hasis of 3'our argument, 
would it not he equally safe if Government fixed on 
Is. 5d. instead of the deviation between Is. (kl. and 
Is. 4d.P -No, because under my scheme the Gov- 
ernment would he hound to maintain u minimum 
of Is. 4d. — not higher. The resources of Government 
for maintaining this are much higher in the 
eventuality of adverse circumstances. 

2342. On account of the manipulation of tariffs? — 
L am not talking of tariffs at all. The power of 
maintaining a rate of Is. 4d. is much greater than 
Is. 6d. in the face of adverse circumstances because 
after all the resources of the Government are limited 
and so also power of the country to stand deflation. 
If this power is given to Government, it would not 
interfere with trndn and ruin confidence. Rather 
it would restore confidence. 

2343. So with a difference of two pence, still people 
would not hesitate to go in for largo imports and the 
fact that the Finance Member would be manipulat- 
ing dexterously in view of the changed circum- 
stances?— The same confidence which is now reposed 
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in the Finn net? Member would also bo reposed thou. 
This is only nil additional circumstance. 

2311. Vi»n have stated Hint importers nro dis- 
couraged because of 1 lit? trade depression of tlio 
world ? You cannot stop tin 1 general depression. 
Wliat is tlio eii iikp of general depression ? -- Tlio rnnsi* 
is that the wages have* not adjusted themselves to 
tin* al torts! circumstance?*. 

234-0. ( Sir Alrmndn- Murray.) Is Ibis si suitable 

point at whh'li to draw tin* attention of Mr. Cliahlnui 
to tlio last sentence ol tin* first paragraph on page ltd 
(Appendices), wliero lie says “ if owing to external 
causes beyond unr control. this stability in iiitcrn.il 
prices docs not give us stability of exchange 1 * I would 
leave the exchanges to their own late.'* What lines 
he actually mean by that? 

2345a. ( ( hnirnnui .) Perhaps you would stick to 
prices and let exchange go its own wavy — Yes. 

234(5. (Sir Ah ran dr i Miinui/.) Even agreeing that 
the volume of internal trade is larger than that of 
external trade, is the latter not large enough to 
justify an attempt, to fix some rates of exchange ? — 
May I explain what I mean by this? Ail that f 
mean is tliaL we must stabilise the rupee in terms 
of gold — that we should have the same prices as 
gold prices. If, for instance, there are tlm lliiclua 
lions iu tin* sterling prices in England, we ought 
not to change our internal prices. We should he 
independent of that. That is only in the event 
of sterling and gold not keeping company. The 
whole trend of my argument is that I am opposed 
to the linking of the \alue to the varying circum- 
stances of exchange of any particular country. I 
rather would ha\e it linked with gold so that we may 
have the same prices as the gold prices. Taking a 
simple fact, supposing France does not restore gold 
standard and we have fluctuations* with the Paris 
Exchange, we need not care a twopence for it. Wo 
are not- going to change internal prices to suit the 
Paris Exchange. 

2317. You will link yourself to gold and not care 
what happens to the exchange? Yes. So far as 
the gold standard is restored it. will give iis stability 
with gold exchanges, exchanges with the gold 
standard countries. Hut so far as the currency of 
those countries deviates from gold we should not 
change our policy of internal prices. 

234M. lint you must fix a ratio? — Yes, in terms nl 
gold. 

-•Til). And in the meantime that would remain 
somewhere between Is. Id. and Is. (id.? -During the 
period of transition. 

23oU. (Chairman.) Mr. Cliahlani wishes to linve it 
at Is. 4d. lor the lower point and Is. (id. for the 
higher point, not somewhere between them? — Yes. 

2331. (Sir Ihnshotnindan T Ini Lunin*.) To the extent 
of fluctuations in gold prices in the world, of course 
the Indian prices are liable to fluctuations? Cer- 
tainly. 

23o2. (( hainnan.) lo do full justice to \otir views 
we should .summarise them by calling attention to 
the fad that you an* of opinion that . .w ithout Liking 
the turiif. into account, India ii prices have adjusted 
themselves to the present rate of Is. Oil. That is an 
opinion expressed iu your memorandum. I think? 
Yes, at present. 

2353. But you express a preference for Is. 4d. as 
the lower rate? — Yes. 

2351. And Is. fid. as the higher rate? — Yes. 

2355. But you are not iu favour of any positive 
action to reduce the exchange to Is. Id.?— No. There 
is one other fact which induces me to fix these limits. 
Suppose instead ol a fall there is an actual rise of 
gold prices. Suppose that gold prires rise to sueh 
an extent as to maintain the required difference of 
pi ice level between England and India and even go 
neyriiid, then, under those circumstances, l s . 0 ,j. 
might be the correct ratio. 


2350. 1 am right iu saying, am I not, that you do 
not recommend any positive action to reduce the rate 
to Is. 4d. in the nature of increasing the currency? 
— Not till we know exactly where we stand ho far as 
the world prices go. 

2357. You leave that to natural forces ?-«Y ch. 

235S. Supposing that the policy is announced and 
that there is to he no intervention until the rale 
lias fallen to Is. -Id., tlo not you think it is possible 
that there might he speculative prices which would 
drive tlio rate straight down to Is. 4d.? -Yes, it 
cannot go beyond that. at. any rate. 

2350. You do not, 1 think, lay very iniieli stress 
upon the injuries which might he inflicted upon the 
whole community hy serious and violent fliietiiationa 
between Is. <5d. ami Is. Id.? -1 think it is a restora- 
tion rather than injury because since 1022 tlio prices 
have been made to fall. 

23(10. Now, to continue, 1 want to emphasise your 
opinion on one or two leading matters. Are you iu 
favour of the transfer of the control of the note 
issue, and the reserves upon which that issue is 
based, to the Imperial Bank? -Yes, under proper 
snfcgiin rds. 

23<jl. Which 1 will ask you about in a moment. As 
a part of the method of transfer, are .you in favour 
of a combination of the existing reserves into one 
reserve under the control of the hank?- Yes. 

2332. I think it. would he of interest if you could 
state very briefly your reasons in favour of the com- 
bination of Llie two reserves into a single reserve?--- 
My iiuiiii reason is that the rupee being practically 
a note printed on silver, in my scheme of the con- 
vertible rupee I want to ensure sufficient reserve for 
(Government to give gold iu return for rupees in 
India, just as (Government will give rupees in return 
for notes in India. .Just us we have convertibility 
of notes, we shall have a convertibility of rupees 
under my scheme. 

23(53. What form would that convertibility of the 
silier mi ee take?- -In return for silver rupees (Gov- 
ernment will give gold bars. 

23BI. To a minimum amount? What will he the 
mzc of a unit id' gold bars? -That is a matter of 
detail. I am not prepared to say off-hand wliat 
limit there should he. It is rather a practical detail. 
In England for instance the limit is struck at about 
Cl, 700 nr something of that sort or 400 ox. So on 
account of the fact, that the reserves would he in 
India and the rupee and tlm note are practically the 
same, one printed on silver and the other on paper, 
the policy regarding both ought to he the same, and 
it would simplify matters if both are com hilled. 
There is another thing. The present position of the 
paper currency reserve shows that practically the 
gold standard reserve has been used up because you 
lYave got the Treasury bills still hacking the paper 
currency; amalgamation will only mean the cancella- 
tion of these. 

23(55. On what basis would you estimate the quanti- 
tative liability in respect of the silver rupee currency 
which you are undertaking on this system?- I would 
consider the maxi muni umouiit that will he required 
by Tmlia in the case of a famine or weakening ol 
exchange in the light of past experience. [ will 
have sufficient stocks of gold to make it possible to 
give gold in exchange of rupees in these 1 cases. 

230(5. Shall we cull it tlio maximum possible con- 
tr.actibility of the currency. That you would look 
upon ns a true measure of the liability which you 
are undertaking? — Yes. 

23t>7. Finally on this head, will you tell me why 
you lay special emphasis oil maintaining, as regards* 
the hank's method of presenting its accounts, separa- 
tion between the issue department and the hanking 
department? -Because l fenr that the public con 
fidenco might he a little shaken if it is an mm need 
that tlio note is not tlio Government note hut is in 
the hands of the hunk. With a view to ensure tlmi 
the paper currency is managed on tlio linos dictated 
1 * 3 ' the Govern ineut the issue department shall he 
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distinct from tho 1m liking department mid tho 
reserve* Mint will linvo to lie maintained a gainst tho 
i ski 10 department should ho very ch ar to tho public. 
Not moroly Mint; thorn is also another reason. At 
present the unit's aro roully secured tin tho rovoinins 
of imlin. So tlm hank would practically ho an agent 
on behalf of tho Government in issuing notes rather 
than a note issuing department in a complete sense. 

23(IH. Do you think that the method from tho 
puhlie point of view, shall I say from tho point of 
view of the uninslnieled hut interested puhlie, of 
representing the accounts of i\ central hank under 
Hie two headings provides in fact a more clear and 
intelligible picture of the position than the Con- 
tinental method of combining tho two departments? 
—I think in view of the lack of intelligence of the 
public it is absolutely necessary. I base* it mostly 
on the psychological effect on the public mind. 

23(39. Yoii do think then that it enables them to 
understand the position better?— At any rati* it will 
enable them not to misunderstand the position if 
some people are interested in misrepresenting it. 

21170. Oh, L see. What you really think is that 
it makes it more diffieult for an ill-disposed hank 
to make the position ohseure to the puhlie, and that 
is no doubt nil important consideration? — Yes. 

2071. (Sir I'nrshtthuniltix Tluiknrtfnx.) When you 
give approval to the transfer to the Imperial Hank, 
whose notes should the Hank issue, the Hank's own 
notes or the Government notes? — In the beginning 
certainly Government notes. 

2072. It would mean only that the Currency Depav 
me nt of the Government of India would he managed 
by the Imperial Hank? — By a hank rather than a 
Department of the Government. 

2373. The hank would not l>e issuing their own 
notes at all and therefore the account will have to 
he separated in any case? — Yes. 

2371. Do [ take it lliat you are against, the hank 
issuing its own paper? I am, for the simple reason 
that it is a puhlie function and all the profits should 
go to the puhlie. 

237b. If a scheme could Ik* devised by which the 
profits could lie allocated between the hank and tin* 
Government, would you agree to the paper being 
issued by the hank? Still I would rather pay the 
hank as an agent of the Government rather than 
allow it to share the profit. 

237(3. You would rather the hank acted as the 
Govern incut's agent? Yes. 

2377. You further mention that you would provide 
for more Government control of the hank. If the 
hank is to act as agent of the Government where does 
the control by tho Govern men I of the hank come in? 
- -It conies in because as a matter of fact even now 
1 am afraid Govern incut has practically given certain 
privilege of a central hank — State hank to the 
Imperial Hank, without exercising sufficient control. 

2378. What view do you take; the balance* ot 
Government are kept free of interest; you call that 
a function exercised by the hank? - That yields profit. 

2371). Ik it for the work that the hank does for 
the Government? — But it is paid for its services. 

2380. Do you think that as it is. the Government 
control on tho Imperial Bank is much too little ?- 
Too little to justify a further exteiition ol function*. 

2381. As it is, it is much too little? Yes. 

' 2382. And you think oven if the Government were 
to hand over to the Imperial Bank the mile issue 
:ik the Government's agent, tho control should be 
further increased? — Yes. 

2383. Can you indicate the directions in Ahnh 
control should be increased?--! have generally indi- 
cated them. I agree with Keynes memorandum 
before the Chamberlain Commit lee. 

2381. That i« for a purely State Bank?— AW II. 
what I feel is that the Imperial Bank should he 
transformed into a State Bank. 

2385. Even though the paper to Ihj issued is the 
Government of India's? — Yes. 


2388. It is to Ik? issued by the State Bank iik the 
Government's pgent? -Yes. 

23*7. Do von think the change necessary for this 
purpose? Well, you see. iL is only for the time being 
till the people get accustomed to seeing it is a State 
Bank and not merely a hank of shareholders. The 
reason why l want the two accounts to lie separate 
is to inspire public confidence. If after some time 
public confidence is regained ami the constitution of 
the hank is Mich that iL is really practically a Stale 
Bank it will not lie necessary to keep separate 
accounts. I do not rule out tin? possibility of the 
Continental practice coining in afici w ards. 

23*8. But for tho immediate future you think that 
even lor acting as agents the control of the Govern- 
ment over tin? hank ought to he greater? - Yes. 

23*9. Not, I infer from what von have said, not, 
because the transfer of the paper issue necessitates 
any control but because you are dissatisfied with the 
present control of tho Government on the present 
work of the hank?-- Because otherwise tin* Imperial 
Bank is not fulfilling the functions of a Stale Bank 
and Government, will have to eonsider the possibility 
of starting a State Bank sooner or later. 

23110. Yes, if you said the Government, control 
should he more if the Imperial Bank were changed 
into a State Bank I could understand; hut you think 
the present control is not adequate. Even it the 
bank i.s to he employed as an agent of the? Government 
the control should lie increased? — Well, this transfer 
of the note issue i* another step forward in the direc- 
tion of making it a State Bank. 

23!»|. Even as agents of the Government? - Yes. 

2392. (i'lmirmun.) I have some little doubt, as to 
what you mean hv the State Bank issuing notes a* 
agents of the Government. Do von mean that th«* 
State Bank should have no voice at all in the 
monetary policy of the note issues or in the use ot 
tho reserves? - No, it will have discretion. 

2393. Or do you mean, on the other hand, that the 
Imperial Bank rdioiild really control the policy ot the 
note issues and the use of reserves, that it dioiild Ik* 
able to call upon the Government for as many notes 
as it thinks right, the only tiling being that, the 
pattern of the note should he a Slate Bank note in- 
stead of a Government note? I mean then? should 
ho more Government control on the Imperial Bank, 
within the Board of the Imperial Bank the 
Governors, for instance. Tin* Board ol the Imperial 
Bank would have perfect discretion regarding notes 
and resent*-*, only the note will be issued by the 
Statt? and the accounts kept separate. 

2394. In return for further Government control you 
are prepared to put the hank into actual control of 
the note issue, only retaining out of consideration 
for popular prejudices that the pattern of the note 
shall express it to he a Government note? Not only 
this will satisfy popular prejudices hut if the Issue 
Department's accounts are kept separate there is a 
certain amount of publicity. 

239 "i. (Sir 11 turn St ralosrh .) With regard to the 
(|Ueslioii of reserves. ^ou agreed that the size ol 
the foreign currency and gold reserves lias to he 
measured by tho contraction of currency that would 
he possible without undue damage to the country. 
At what amount do you estimate that? No, that is 
not the only point. The size of the reserve is also 
to be determined by the possibility ol a panic hi 
I ndia when rupees and notes might he returned to 
Government and gold asked lor. 

2399. But there is a point beyond which you cannot 
contract the currency without grave injury to the 
country, a point where it would pay you better to 
allow the exchange to go rather than contract, further. 

But the contraction under mv scheme will not be 
in tho hands of Government. It. will be in tbe bands 
of the public. If there is a panic the amount of 
contraction which will he made does not real with 

any authority. .... 

2397* But is there not a point beyond which con- 
traction cannot go even if it is ill the hands of the 
public? — Yes. 

I 2 
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239ft. I should like to know what in your view that 
point is; expressing it perhaps in a percentage of 
the total circulation, to what extent do you think 
one can contract currency?— I am afraid l cannot 
give you any details because in the first place one 
does not know how far this authority, this power of 
exchanging rupees for gold would actually lie 
availed of. Probably in the beginning tho reserve 
needed will be larger than after wants because till 
people get accustomed to the idoa that they can get 
gokl in exchange for notes or rupees the possibility 
of a great rush on the Government or the bank to 
give gold for rupees and notes has to lie taken into 
account. 

2399. You cannot tell us what the amount should 
beP — l cannot. 

2400. Now there is another question. Under the 
present system and under any gold exchange or sterl- 
ing exchange system, fndia would havo two kinds 
of token coins in circulation. You very aptly 
described them as notes printed one on silver and one 
on paper, the only distinguishing feature botwocn 
tho two clusseu of token being that one is printed 
on a more valuable material than the other; other- 
wise there is no difference. They are inconvertible 
internally and their foreigu exchange value is 
secured by a foreign currency reserve?— They aru 
now inconvertible internally but would be convertible 
under my scheme. 

2401. Convertible into exportable gold? — Even 
gold that you nee for ornament purposes. 

2402. You intend to give gold internally ?— Yes. 

2403. Gold bars? — Yes. 

2404. Tint nut gold coin? — Yes. 

2405. You would give gold for either rupee notes 
or rupee cuinP — It comes to the same thing 
ultimately. 

2406. Quite; my point is this. Is it necessary that 
one token should be convertible into the other token, 
my point being is it necessary to make tho rupee note 
convertiblo into rupeo coin P -For some time till 
people get accustomed; afterwards it may not be 
necessary to mint rupees at all. 

2407. What T mean is this. The two tokens being 
for intornal purposes absolutely equal what is the 
reason why the one token should he convertible into 
tho other token? — Because of their relative popularity 
among different classes of people in different part* 
of the country. 


2408. If you maintained the full legal tender right 
of the rupee coin, what would you say if the con- 
vertibility were taken away, because both are con- 
vertible into gold under your system. Th it therefore 
necessary to oonvert the note into rupee coin ?— Yes, 
because in certain areas it is the rupee that will be 
wanted for circulation and gold will not circulate 
because 1 am giving only gold bars. ^Supposing in 
certain arena rupees arc wanted for circulation, then 
the notes will be converted into rupees, notes not 
being popular. 

2409. — But notes won't get there. If that area 
wants rupees tho rupees will flow to that area and 

the notes will flow' to the areas which want notes? 

Still there must bo facilities for converting one into 
the other. 


2410. Yen regard it as necessary?— Yes, for sonic 
time. 

2411. What will happen otherwise?- People will 
imagine all sorts of thinfp; in the public mind there 
w f ill be a good deal of misapprehension. People will 
think that Government is issuing notes which cannot 
be turned into metal when they w-ant it. 

2412. Would that be such a bad feature? Let iis 
lake the most extreme case, that people will become 
dietrustiul and they will begin hoarding rupee coin? 
- -They will not hoard rupee coin, hut gold. The 
demand for gold will bo much greater. 

2413. But gold is not u circulating medium?— 
Quito true, so there will be a scarcity of currency in 
the country. 


2414. It might be supplied either by notes or rupee 
ooinsP — But for the time being it creates a great 
doal of misapprehension. Till people gat used to 
the idea that they can have gold any time they want 
it, that the rupee and the note are quite the same, 
merely tokens for exchange into gold at any time 
they like. Habit is strong, the rupee has been in 
use for a long time and people have got used to 
the rupee. 

2410. You will ugree that the system at prosont 
in force here of one token being oxchangod against 
another is a cumbersome one and an expensive one? 

■Yes. 


2416. Because you have to keep very big reserves 
of ru)ico coin. And you would regard it as desiralble 
that that should he at some time or another 
abolished ?— Yes, eventually. 

2417. And when do you think that could be done? 
— ‘Well, we cannot say at present. It all depends 
upon banking facilities being extended in India. It 
also depends on the confidciiice that the currency 
policy of Government inspires uml the education of 
the mussos. All these are uncertain factors. 

2118. Would not the fact that the Indian public 
would get a right which they never possessed -before, 
namely, to demand gold for rupees, ho sufficient to 
make them realise that the rupee coin and the rupee 
note are the same thing really P— Well it takes time 
for ignorant iwople to realise a thing like that. 

2419. (i Sir Mtineclcji lhuhthhoy.) Mny I ask you 
one question in connection with tho questions put by 
Sir Purshotamdns Thnkurdas about the Imperial 
Bank? You said in answer to Sir Purshotamdas 
I bat you would like to see Government exercising 
greater control over the Imperial Bank. Will you 
just enumerate the instances in which you would 
like Hint control to l»e exercised ?- ■ On the manage- 
ment of the Governing Board there should bo more 
Government nominees. For instance, Keynra 
suggested tho Governor to bo nominated by His 
Majesty the King; even tlie representative of the 
Government to -lio nominated by the Viceroy, and 
the Deputy Governor to be nominated by the Viceroy 
on the recommendation of the Governor. A Board 
of Lhree is tho authority under his scheme. 

2420. Is there any other direction in which greater 
power (ton Id be exercised ?— That practically does 
everything. No details are required when the wholo 
management is in your hands. 

2421. (Sir Purshotcwndae Thakurdas.) Are you 
aware that the two managing Governors are uoiui- 
natod by the Viceroy P -But out of how many? 

2122. There are two at present and both are 
nominated hy the Viceroy; therefore it is practically 
what you want P— Excuse me, thero is a good deal of 
difference between the two schemes. 

2123. (Sir Purthotamda* Thakurdoe .) I was only 
referring to what you mentioned specifically in roplv 
to Hir Maneckji’s question. Well, w« will drop tho 
matter. You have your views on record. 

2121. (Sir Henry Strakosch.) With regard to the 
control of the currency of the future, your ideal 
would 1m a State Bank and you agree with Mr. 
Keynes proposals in 1914 advocating a State Bank. 
Ion are no doubt aware teat a rattier drastic evolu- 
tion of thought hag occurred since 1914, and that 
* B/ufe's and Genoa Conferences have 

affirmed that the most desirable system of currency 
control is through a private Central Bank free from 
all political controlP — Tes. 

2425. And the events since 1918 have, I think, 
given very convincing demonstration how desirable 
it is that a Control Bank should not be controlled 
. Foment. Would you nevertheless say test 
in India the Currency should be controlled by n 
State Bank under tee control of Government P— All 
If'‘ ™ ® x Pf r «once has shown is teat a 
Central State Bank should not bo absolutely at the 

2 . of f ? r0ea - The olmrcholden also 

should have a share in the oontre*. The point of 

l'il!! r ?r 0nt "ft “ thal when <»<•««>" pwblic func- 
tions ere expocted to be performed by * State Bank 
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the degree of control ought to be greater than 
exists at present. 

2426. But Brussels and Genoa recommended that 
the Central Bank managing the currency should be 
entirely free from Government or political control? 
—•There is a difference between the countries with 
which the Brussel* conference dealt and India 
because of the vitnl difference that in other countries 
a private Bank takes charge of the interests of the 
nation. It has not on it the representatives of 
foreign capitalists nor is it under the management 
of foreigners. In India Government is the only 
agency through which the interests of the country 
are likely to bo urged and so there must be greater 
control by the Government. 

2427. You don't think that India is capable with- 
out Government control to manage its own affairs 
soundly? — Our own affairs are not in our hands. 
To a great degree they ore in other people's hands. 

2428. What do you mean by other people's hands? 
— Even in the Imperial Bank tho control is mostly 
European and the only way in which the interests 
of the country could he placed beforo tlie interests 
of the Board is to have effective Government control. 

2429. Oh, I see. But tho Government is also 
partly European?- -Partly it is no doubt blit wc 
hope it will become more and more Indian ; at any 
rate an agitation can lies started against tho Govern- 
ment. 

2130. That is the only reason why you think it 
should be a &t(ito Bank and not a private institu- 
tion? Even when Governments aro national, the 
Government could bungle ut times?— < In the whole 
u national Government will control the work of a 
State Bank far more in the interests of the people. 

2431. Has that licon the experience of recent years? 
-‘Governments went mad in time of war. That 
is hardly a normal experience. The Governments 
wero n« a matter of fact coinpellod in the interests 
of war to put pressure upon State Bunks. 

2132. But tho greatest amount of mischief was 
done not during hut after the wilt? — But 11 after 
tho war ” does not exclude the effects of war; 11 after 
the wur " means also tho period in which people wore 
trying to make up for the wastage of war. Tlntt is 
not a normal period to take into account. Tn time 
of war you might declare that a Bank is closed. 
You might declare a moratorium. 

2433. But you hafvo no doubt heard that some 
Governments expending more money for public pur- 
poses than they can really afford and that they would 
not mind a bit of inflation to do it?— But that 
stage is not likely to arrive in India; tho democratic 
force is not going to lie so strong in India in the 
near future. 

2434. (Chairman.) I understand the conclusion at 
which you arrive from Sir Ilcnry StrakoHch’s ques- 
tions is that the introduction of the system which 
you advocate, under which gold burs would lie given 
freely against notes or rupees, would enable you, 
after the lapse of a period which you cannot define 
for the establishment of complete confidence in the 
convertibility of tho rupee and the rupee note into 
gold, to abolish the privilege of converting the note 
into the silver rupee. It would he a system which 
would naturally lead to that consequence P — Yes. 

2435. Supposing it wore desirable that at some 
time the right of unlimited legal tender attached 
to the rupee should also cease, would your system 
also lead eventually to a state of affairs in which 
that would be possible?— Yes. 

2436. In fact one might look upon tho attainment 
of these two objects as probably arriving at about 
the samo time, that is, the non-convertibility of the 
note into the silver rupee and the limited legal 
fender of the rupee? — Probably. 

2437. I understand you to express an opinion 
throughout your memorandum adverse to the intro- 
duction of a gold circulation; that is, indeed, Die 
basis of your views? — Yes. 


2438. 1 want to ask you if you will deal just quite 
briefly with one or two of the principal contention* 
that huvo been advanced in favour of a gold circu- 
lation. I think I cun conveniently do so by pickiug 
out a few points from the Iteport of the Royal Com- 
mission of 1911 ; they are given in a list at page ifl. 
I liood not trouble you with them all hut only with 
one or two of the moat important. What is your 
view' as to the contention that a gold currency is 
a necessary step towards what- may be regarded as 
the ideal currency in which paper is Wk«*d by gold 
in reserve? Do yon consider that tluit. is a necessary 
step towards such an ideal currency?- -No. L do not. 

2439. Do you think that it would advance the time 
when such an ideal currency would lie introduced? — 
L don't think so. 

2440. Are you basing your opinion upon the rather 
obvious suggestion that ]>coplc who are once used 
to a gold currency are often very loth to part with 
it ill favour of any less substantial medium ? — Yes. 
That danger is particularly great in India. 

2441. What makes you say that?- Because of the 
fondness of the jieople for precious metals. 

2442. That- is evidenced by the unaltered habits of 
the people throughout the centuries? — Yes. 

2443. The only other argument here of sufficient 
ini|>ortnuce for ino to trouble you with is “ that a 
largo amount of gold in circulation is a strong, and, 
in tho view of some people, the only a donate sup- 
]Kirt for exchange.” Do you attach any importance 
to that contention?-- -A m against the present system; 
hut not against the system that \ advocate. 

2441. You would rather luivo gold in circulation 
than no gold available at all? — Yes. 

2145. You would not rutlicr have it than a central 
gold reserve? — No. 

2146. I understand yon are inclined to agree that 
only a very small percentage of gold in active cir- 
culation can lie looked upon us available as n reserve 
for use in times of pressure? — Yes. 

24-17. (Sir Vunihatamdan Thu k twins.) I take it. 1 
can ask his opinion regarding notes of lower denomi- 
nation than ten rupees later on. 

2118. (Chairman.) It escaped my memory. Let us 
ask Mr. Cha-blani now. What- is your opinion ns to 
the advisability or the reverse of u policy of issuing 
notes of lower denomination than Ha. 5? — I mu 
against it for the simple reason that a small note 
is prac tically inconvertible. 

2449. I remember that phrase in your memoran- 
dum which caused me some difficulty at the time. 
Whut is the reason for the practical inconvertibility 
of the small note?- -Supposing T have got a few 
rupees in iny pocket f will not tnke tho trouble of 
going and getting it encashed. That is the difficulty. 
The small notes get into circulation and people do 
not like to take the trouble of going to the Treasury 
or Bank and getting them encashed. 

2450. They could encash it if they wanted to? — 
They could ; but with a small note of say a rupee you 
don’t take the necessary trouble to get it encashed. 

2451. Why should anybody iniiul that? It is not 
a desirable thing for people to encash their notes? - 
Take a place far remote from a railway station. If 
more notes are put into circulation than are needed 
by the public for the purpose of transactions they 
would not lie presented to tho Government Treasury 
offices for encashment because of the difficulty of 
going to the next Currency office or oven to a Post 
Office. That same complaint occurred in Scotland. 
The point was argued in 1765, if 1 mistake not. 1 
find a reference nindo to that point in Nicholson's 
Principles, volume 2 and also in Nicholson's War 
Finance; that is the main reason why in most 
countries you find that in relation to token coins the 
denomination of notes is large. 

2452. I am afraid I linvo not grasped the point yet. 
What is the point put in Mr. Nicholson’s book, for 
instance?— iHo refers to tho Act of 1765 as marking 
the recognition in Scotland of two great principles 
for tho regulation of note issue, one of which is 11 that 
if notes are small there may be an excess of issues 
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ill spile of the lad that they arc nominally 
♦■mi vi*rl ililt*.’ * 

2-l5.*l. “ There may In* an c.vcnn of inMios 1 ' ? — Yes. 

•JbYl. What does that- moan ?- Supposing Govern- 
ment puts mom issues, prints mom notes than you 
require, tho ordinary effect would ho a tendency to 
a rise of prims; general convertibility is the only 
safegmird; hill if you have these .small notes you pro- 
mot thorn from being encashed. 

2455. I understand you mally look at it from tlio 
|H>int of view of tlio danger of in Hat ion. that roly- 
i nix on the difficulty of rol urn of tho small note, tlio 
Government. might ho templed to make an over- i^ue. 
Is not this adequately checked h\ tlio provisions as 
to tho reserve? No. 

245H. Why is that not so?- Hecause Cinvi'riiinont's 
reserve policy is only to provide a sufficient resen o 
for euenshiiig notes whioh tlioy ox port would ho pre- 
sented to thorn, (iovoruiiioui roiiid safoly ivlv upon 
such nolos not being presented to thorn. 

2 to 7. (t’luiinnini.) I appreciate your argument and 
I recognise it in its present form. Are them any 
supplementary questions on this point ? 

245S. (Sir I'uixlitilmmlux Tltnl; nuitis.) You mention 
that you are not. in favour of issuing notes of lower 
donoiiiinat ions than Its. 10?— Yes. 

2159. Would you discmil in no five rupee notes ? — 
Yes. 

21110. That means up to ten rnpro.s you would sax 
tluil tlie people must carry thoir monev in coin? 
Yes. 

2KH. Is not tho five rupee note .sufficiently popul.ir 
lo make it very difficult for Government t«> disenn- 
tintie it P - It is not a question of popularity; it is 
a question of adequate safeguard against the possi- 
bility of issuing in ex<vss of public requirements. 
That, could only ho safeguarded hy making (mi- 
verlihility easy. 

2102. Do you think you could urge that against the 
lixe rupee note? I could understand it jn the case 
of the one rupee note.— -To a much levs degree perhaps 
in the case of the live rupee note than tlio one rupee 
note. 

2-IIW. More especially your opinion is concentrated 
against the one rupee note being started again than 
against: the live rupee note:*-- Yes. 

2 K>1. Regarding gold currency, the argument tluil 
you put. forward in your reply would not appeal to 
tho masses? Nothing would ap|teal to the masses 
more than tho possibility of getting gold from Govern- 
inent eu.sily. 

2405. If there is going to ho a change, do you not 
think there is more likfihood id the gold coin being 
understood by tho masses belter?- No. 

2KXi. (I ’/itiinimn.) Mr. (’Iiahluni is now referring 
to his answers relating to his proposal for gix’iug gold 
in bars. 

2407. (Sir l*u rshafa imlns Tluil, untax.) | was refer- 
ring to the coin? How will the gold bar lie appre- 
ciated or understood hy the smaller man in the 
lnofiivdl districts? - Because the smaller bullion 
dealer will get liars and give him gold more enmly. 

2KJH. Is there at present any difficulty in getting 
bars? -The smaller dealer docs not deal with the 
(iuvenifiioiit and return notes or rupees for gold. 

2409. It is through the smaller dealer that you 
expert the people to appreciate that gold has come 
from the Government Treasury and not from the 
wholesale dealer in Calcutta or Honihay?- Yes. hut 
I am not arguing this point as the sole or major 
reason for the step J propose. 

2 DO. I am trying to find out from you whether 
gold coin if it was issued would not lie liettcr appre- 
ciated hy tlio masses?— It. would have the same effect 
so far as masses are concerned. I do not admit it will 
have greater effect. 

2171. Which; the coin? — Yes, it will not have 
gi eater effect. 

2172. Tho bullion which is available to the middle- 
man would not he available? - Most of the statistics 


seem to shoxv that the sovereigns issued before the war 
wore really required for the purposes of hoarding or 
ornaments lor which purposes the gold liar is equally 
useful. 

2I7.‘I. You mean the coins xvero never used as coins? 
- Not never, hut less used as coins. 

2471. And therefore as long as gold is available, it 
does not mutter? Yes. 

2175. For that- purpose* supposing Government did 
not give gold for internal circulation and gold 
import was freely allowed, would it serve the sumc 
pur|Kise? — It would not serve the snine purpose from 
the point of view of our currency system. 

2470. Therefore, apart from the currency system 
point of view ns far as the masses are concerned, there 
is no difference to them whether tho Gox’crtimeiit 
gives gold or gold is available hy private import? — 
lint the masses are concerned in the rise ami fall of 
the prices. They are concerned in the stability of 
tlio purchasing power of money. 

2177. I have no doubt about that. What I say is 
that this scheme which you advocate will not make 
any difference to the masses ns far as the currency 
system is concerned. -■ It does make a difference be- 
cause in this case currency is withdrawable. Rupees 
can he withdrawn from circulation internally. 

2478. It will not la* in thi* cum*?- When tho public 
gives rupees to Government and gets gold, rupees 
are withdrawn from circulation ; there is .automatic 
process or con traction. 

2179. The snmn would happen if tho coin was there 
instead of bullion. How will that contract the 
currency? How can currency he contracted hy the 
sovereign if it remains in circulation? 

2180. Currency can he contracted when tho people 
return it to the Treasury as in the ease of your gold 
bullion?-- When they get ill return the gold coin? 

2181. It is a question now of gold min or gold 
bullion. You adv«ioato that Govern incut should give 
out not gold coin hut gold bullion. I am only trying 
to look at it from the point of view of which of the 
two would appeal better to the masses. You say 
either would appeal to the masses because the masses 
will realise that they get Hie gold bullion from the 
Govern men L treasury ; it docs not matter to the 
masses at all whether they get it from a Government. 
Treasury or the wholesale dealer in Calcutta or 
Itoiuhay; as far as tlio public benefit, from the senti- 
mental point of view, is concerned it is ImhiihI to 
appeal less to the public? I do not say it lvould 
appeal less; I would pul it on tho same fooling. 

24X2. Even though you admit that* the public would 
not go and fetch tho gold T mean when T say public 
llio small man— from tho Government Treasury? 
You said in reply I think to a. question that you 
would have to fix a certain limit. You could not buy 
one tola from the Government Treasury. Yon would 
have to fix a fairly high limit, f think you men- 
tioned something like 1,5m rupees? I left it as 
matter of detail, f understood iu England it was 
■10(1 ounces. 

24 85. What won hi you allow as the salt* minimum? 
-dt is a matter of detail. 

2484. It would have to lie in multiples of rupee* 
100? — Of eour.se. 

2485. Do you think a large number of people would 
go and get this bullion? — S r ou will have to create the 
in acid nery. 

2-1S0. Therefore it will have to lie through an 
intermediary ? — Of course. 

24X7. Instead of as at present? The facilities 
offered hy Government will be greater than whni the 
trade provides at the present moment. 

248S. You realise that this scheme practically 
means control of the gold bullion in the hands of 
Government ?— I would not put it like that. 

2489. When Government import gold and give it 
out at u certain rate?— 'It rather means control by 
gold of the currency. 

2490. Ami practically no trade in import of gold 
by any private agency?— Why, look at wlint is 
happening in England. 
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241)1. 1 am nut questioning whether it is right or 
wrong, 1 am only mentioning it ns n possible point 
ill' view? Wlin t I submit is that yon are looking at 
the wrong eml. It will rather be control by gold ot 
the amount of currency. 

241)2. There are large private importers of bullion 
at present? -They will continue. 

241)3. Will they?- Yes. 

2101. Even though you can get gold from the 
(jlovcrnment at a fixed rate? But the (iovern incut 
will buy from them. 

2405. (Sir Henry Strnknseli.) Is that likely? -Why 
not? The dealer in India w<ill no doubt want to 
make the profit which (ioveriiment might easily make 
by importing gold themselves? — Of course the denier 
will liavo to go down to that level: when (ioveriiment 
imports it pays something 
24%. How then will it contract currency ?- The 
contraction wi II bo only when the public present 
rupees to Cover n men t and get gold from (ioveriiment. 

2497. Blit previous to that when the (iovern men l 
has bought gold in India it will have paid rupeos?- 
Wliat happens is this. Expansion of currency would 
he hy (Joverunieiit purchasing and the contraction ol 
currency would lie hy (ioveruiiieiit .selling gold in 
■returti for rupees. 

24%. One cancels out the other? Of course that i.s 
what is wanted. We want nil automatic process of 
contraction and expansion. 

2499. So that the (ioveriiment would only buy gold 
in India w hen it wants to expand currency ami it is 
at the mercy of the people so far ns the cim traction 
is concerned? — -Supposing people demand gold from 
(ioveriiment, (ioveriiment will have to buy again from 
some people. The two processes continue and some- 
times cancel out. Ordinarily the two may cancel out. 
When expanding currency Government will buy more 
gold mid give rupees: in times of contraction Govern- 
meiit will sell more gohl ami receive rupees. 

2500. But it is true that the power of (iovern- 
incut to influence the volume of currency is only 
in the direction of expanding and not contracting. 
Therefore it is at the merry of the popular demand 
for gold? — Yes. The popular demand would always l»e 
there, when gold appreciates relatively to the cur- 
rency then people will go to Government and got in 
a cheaper W'uy gold from (Iovern incut. 

2501. (Chttirmun.) (Sold is part of the Govern- 
niciit’s or the Bank's reserves. Supposing there is 
a period ol‘ great anxiety and all the holders of silver 
hoards feel that they would rather have their hoards 
in gold, what is going to happen to the currency 
system then? — T quite sec Hint there is a possibility, 
hut such possibilities do arise everywhere. 

2502. To make your system absolutely certain to 
work in a practical world, have you not. got to confine 
the gold given out against rupees and notes to gold 
for the i nil* poses of export only? — No; lor the simple 
reason that we do not want to leave the value of 
currency at the mercy of (ioveriiment. Supposing 
(ioveriiment issues more than what is needed in the 
busy season and afterwards currency requires to he 
withdrawn, how will there he any withdrawal? 

2503. If there is a fixed percentage for the reserve 
and the gold is withdrawn from the reserve for 
export, then the currency must automatically he con- 
tracted ? — Gold will he required for export only in 
times of weak exchange and there may he occasions 
when the exchange is all right and yet the country 
may not require so iiiueh currency. 

2504. You are not impressed by the danger of, say, 
«ilver hoards being tendered for gold? — I am not 
impressed, hilt the danger will ho greater, the greater 
I lie nervousness. Tlio only way to meet that is 


to he hold. It. will he difficult for any (iovcrnuionf 
to meet the demands fur encashment of all notes, if 
people get- mad and make a rush. The only right 
policy in times of pauie is the policy always adopted 
of paying oiil freely. 

2505. It occurs to me that here you will ho ren- 
dering your .system liable to a danger which might 
materialise in something very much less than a pauie 
hut simply an appreciation on Ihc part of the holders 
of silver hoards that there was an ‘opportunity open 
to them? — If there is a great demand for gold, the 
rupee will he withdrawn from circulation and since 
the rupee and the notes are the only circulation in 
the country, that will create a scarcity of the cur- 
rency, and very .soon, there will he a further demand 
for currency as soon as gold does not circulate. What 
circulates is only notes and rupees, 

25<Ki. I am considering a currency circulation that 
is really quite unchanged. It- appears to me not an 
impossible eventuality that, in perfectly normal times 
when trade is running quite easily, the holders of 
big hoards might suddenly awaken to the fact that 
they can get gold for their silver if they want it? 

I should rather think that, owe it is understood that 
gold can he had at any time it is wanted hy the 
public, people will make no such heavy demand. 

2507. I should imagine that once they hud gone 
round and got the gold, the mischief might he done? 
-I say we must accumulate sufficient gold fur Ihc 
purpose of meeting this; that. I have already said; 
in the period of transition with exchange between 
Is.' (jd. ami Is. -id. (iovern men l has a nice oppor- 
tunity for accumulating gold. 

250-S. You would not contemplate embarking upon 
all undertaking to give gold liars against rupees and 
rupee notes without taking whatever precautions 
were necessary as regards the establishment of an 
adequate reserve against that purpose? -Certainly. 
The time w'ill have to he left, to the (Ioveriiment. 
You must leave it to the Executive. 

2509. (Sir Atr.ntmlrr Miirniy.) You deal with the 
question of expansion in the second last paragraph 
oil page 9S of the Volume of Appendices. J)n you 
mean the (’oiiitni-udon to infer from >nur -statement 
there that currency should only he expanded in 
accordance with the growth of trade over a year and 
not seasonal expansion? —If there is seasonal ex- 
pansion there should he seasonal contract ion too. 

2510. You do not mean that (Ioveriiment should 
only expand the currency based on a percentage 
of say the preceding year's circulation? — No, I do 
not mean that at all. All that 1 mean is under the. 
present system while you have an expansion season- 
ally, when there is a slack season there is no auto- 
matic process of contraction; so that, once the cur- 
rency is thrown into circulation it remains there. 
That is the defect of the system. 

2511. How tlo \i»ii propose to overcome it? The 
convertible rupee; as soon as the slack season goes 
and people want gold, it will he presented to Govern- 
ment and gold lairs taken for ornaments or trade, 
and deflation effected. 

2512. Expansion will take place during the busy 
season?- And in the slack season that will lie a 
relimi. 

2513. If people want gohl? — Yes. 

2511. Not if they don't want it?— Bill they trill 
want gohl if there is too much currency for the slack 
season, for then the currency will depreciate ill terms 
of gold, and people will find it inure profitable to 
ask for gold from Government at a particular price. 

25J5. ( f'liiiirmnn .) \Vo have had very full assist- 
ance from you, Mr. Cluiblnui. for which, on behalf 
of the Commissi. hi, I tlmnk you. 


(The witness trifhtlretr .) 
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Mr. B. G. Bhatnuiar, called and examined. 


13510. (Chairman.) Mir. Bhntnagur, you are en- 
gaged in the Economics Department of the Univer- 
sity of Allahabad P — Yes, Sir. 

2517. Since when, may 1 ask, have you boon there P 
— Since 1918-19. 

2518. Ami before that P —1 was a scholar in the 
year 1918-19 after finishing my studies. My teach- 
ing career began in 1920. 

2519. You have furnished us with a \ery full 
memorandum,* which the Commission has read with 
interest, and 1 will, if 1 may, ask you a few ques- 
tions iu order to -bring out those points on which you 
lay particular emphasis and to elucidate any matters 
which still seem to require elucidation. You refer 
to tlic unchangeable habits and strength of prejudico 
in currency matters of the uneducated population of 
India. There is also, is there not, a special public 
on currency matters, small hut highly instructed, in 
the substantial number of small bullion brokers, 
money hrokers, and others engngod in small bullion 
and monetary transactions P — Yes. 

2500. And this, I imagine, is a very alert class, 
is it not? dn India we find it mostly in big citios, 
especially in Bombay and Calcutta. 

2521. But that class is very rapidly alive to any 
changes and possibilities in the currency situation? 
—Of course, it must be. 

2522. So that, although the general population 
may not lie well instructed, yet any openings which 
there are for taking advantage of features of a cur- 
rency system are likely to lie rapidly communicated 
to the public by the hrokers and others who may 
profit by them ? Yes, it is true that the information 
is likely to he carried to the public but it may not 
bo exactly in the same form as may be beneficial 
for the public. The main object of the broker will 
ho to take os much advantage us possible out oF any 
change that may he introduced in the currency. 
What 1 mean hero is this that the broker class is 
not likely to look at the question from the point of 
view of the advantage of tho general public. 

2523. On the other hand, I understand it is your 
opinion that there are certain habits as regards cur- 
rency which are so inveterate in the uneducated 
Indian public as to lie almost unchangeable except 
by a very slow process of education ?— Yes, that is 
my belief. ^ It is not only true, I think, of India, but 
we find it in other countries os well. 

2524. And of those habits, you mention in 
particular the taste for gold and the reliance upon the 
silver rupee ?- As far iw T remember I mention two 
different and definite things— the taste for gold for 
ornamental purposes and a preference for the rupee 
for currency purposes. 

* Appendix 14. 


2525. Jn order to bring our discussion to a point, 
will you tell me :i matter upon which your memo- 
randum leaves me in sumo little doubt, vix., whut do 
you consider to lie tho ideal system of currency for 
India? 1 do not mean an ideul if we were starting 
with a clean slate, as you say in your memorandum 
but the ideal system in the sense of the best system 
to which we ought to work P— Our future ideal, please, 
or the thing that may lie possible to-day P 

252(5. No, the ultimato object which we ought to sat 
before ourselves? — As I have already pointed out in 
the memorandum, our future ideal should be a gold 
standard, but gold not in active circulation — paper 
money in active circulation, convert! bio into gold, 
and this brought about not by any legal compulsion 
but by a change in the habits of the people and tho 
development of hanking and investing habits in tho 
people. That is what has come to bo tho practice 
in England and other advanced countries. 

2527. Under that system would gold still ho avail- 
able against notes for internal circulation? — Yes. 

2528. Or would it have ceased to be so? — It will be 
available. It will not be forbidden by law, hut 
because people will huvo realised the advantages of 
paper currency and the use of crodit they will 
naturally take as little of it as possible. 

2529. Under those circumstances I imagine you 
would say that it wus almost a matter of indifference 
as to whether it was made no longer legally avail- 
able or whether it was left legally available P— If the 
law wore to lay down that gold would not be legally 
available, then it will have a psychological effect 
upon people and that will create a desire in their 
minds to have it. 

2530. But wo are assuming that the public have 
already learned to trust and use the note and not 
to require gold for circulation ?— What I wish to 
emphasise is this, that the moment tho law says that 
gold will not be available, that very fact may create 
an idea in the minds of people to ask for gold, 
although under ordinary circumstances they may not 
care to have it. 

2531. Is that tho experience of other oountries 
which have worked to an exchange standard, that • 
it is necessary to make gold still in form available 
for internal use, or have not other countries found 
that that is unnecessary when the public is once 
used to some form of paper c inflation P— -May I know 
one thing here? By saying that gold will not be 
available for the paper currency, am I to understand 
that paper becomes inconvertible? 

B 26212. Except in some form of foreign exchange, 
either gold for export or foreign currencies?— Bo far 
as internal circulation is concerned, we may take it 
as inconvertible paper money P Personally, I do not 
know of any country where the ifystem has been tried 
—paper unconvertible for internal emulation. 
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2683. Then you would not be prepared to expretw 
any opinion as to what the experience of other 
countries has been? — No, I am sorry I couldn't. 

2634. We huve taken what you consider to he the 
practical ideal. Now will you toll us by what steps 
you would work towards that ideal F — I have indi- 
cated also in the memorandum that first of all 1 
would have the gold exchange standard back for 
some time, as we hod it before the War. And if 
wo have gold enough to make our paper currency 
convertible into gold and to have u 60 per cent, 
reserve in gold, I would do it immediately. 

2536. Then you would do what immediately F — 1 
would make paper currency convertible into gold 
immediately. But because w r e have not sufficient gold 
at this time I would again adopt the gold exchuuge 
standard and try to build up the gold reserve up 
to that point where we may be able to make our 
paper currency convertible into gold. When that 
was done, then £ would declare rupees to he sub- 
sidiary coin. 

2636. We may take your answer just as far os that 
on the two main steps: Your first step would lie 
the restoration of the gold exchange standard as it 
was before the War? — Yes, provided 1 am correct, 
in my calculation that gold is not sufficient to make 
the paper currency convertible just at present. 

2637. What do you mean by that precisely? That 
would mean in practice the restoration not so much 
of the gold exchange standard as the sterling 
exchange standard, would it not, if wo are to restore 
the pre-war system? — We may have a modification 
up to that extent; instead of having a sterling 
exchange standard, i would rather go in for gold. 

2638. There would bo certain modifications then, 
one of which would be the establishment of a gold 
exchange standard instead of sterling?— 1 think that 
was recommended by the Bahington-Sinit.il Committee 
also. 

2539. Will j'ou tell us why you prefer the gold 
exchange standard to the sterling exchange stan- 
dard? — I recognise the fact that India has a very 
large trade with the British Isles, and that perhaps 
is one of the main reasons why generally it is pre- 
ferred to have a sterling exchange standard instead 
of a gold exchange standard. That is one of the 
reasons generally given. But gold being an inter- 
national currency, as they call it, I would ruther 
have a gold exchange standard. 

2540. And there will be no difficulty in exchange 
between England and India? — Yes, because sterling 
is now touching par with gold. 

2641. What methods would you adopt, in particular 
as regards the constitution of the reserve and the 
nature of the securities and gold to he held in 
reserve, in order to establish the fact that yours 
was a gold exchange standard and not a sterling 
exchange standard? — Am I to answer this question 
with reference to the gold standard reserve or the 
paper currency reserve P 

2542. We will consider it as regards the gold stan- 
dard reserve? — At present we have pructicully the 
whole of the reserve in the securities of the British 
Isles. I cannot be definite about that statement, 
but this much I am certain that practically the 
whole of it is in the form of securities. I have no 
objection to having the gold standard reserve in the 
form of securities largely, but what I would insist 
upon is that the management, tho selection of the 
securities should be left with tho Government of 
India. 

2543. The investment business should he done by 
the Government of India P— - Yes. 

2544. Instead of by the Secretary of State or on 
bis behalf P — Yes. 

2646. That would be one alteration. Do you pro- 
pose that any part of your exchange standard reserve 
toould be held in securities other than sterling?— 
We may divide it according to the share of the trade 
with India of different countries. That seems to be 
toe only practical basis on which you can have it. 


2646. Would you divide it in accordance with the 
actual share of the material trade done with the 
various countries, or would you divide it in accord- 
ance with the proportion of India's trade settled in 
the currencies of those countries? — First of all 1 
would go in for tho best securities that are easily 
realisable. That would be my main idea. 

2547. Let me make my question clear to you. 
Although a substantial portion of India's trade is 
done directly with the United Kingdom, a very much 
bigger part of it is settled in sterling, as much as 
90 per cent. Would not you consider that the pro- 
portion in which India's trade is settled in the 
currencies of various countries is that which should 
lie taken into account in considering where you should 
hold your reserve?— That is an argument in favour 
of holding our roservo largely in sterling securities, 
hut that presupposes that Ijondon will continue to 
be the clearing house and there is not much chaiicu 
of London leaving that position. 

2548. Would the securities which you hold in other 
countries, say in dollars or iu guilders and so on, 
be of any practical utility in supporting tho 
exchanges, or would they only be a theoretical factor 
in the gold exchange standard? — We might have 
some securities in the United States of America. 

2549. What use would you make of them ? — To sell 
them as ill the case* of other securities when wu 
require gold. 

2550. Would you not, as soon ns you sold them, 
convert tho proceeds into sterling? -Yes, because* we 
have to make our payments in sterling. 

2551. In that way you are settling your balance 
of trade? — Looked at from that point of view, it 
seems to ine that we should have the greater part 
of our securities in sterling securities. 

2552. Now as to gold, what provision would you 
make as to the right to obtain gold against internal 
currencies under the first step of a gold exchaiigo 
standard P —That is when we have inude our notes 
convertible into gold. 

2553. Notes would be convertible into gold? -Yes. 

2554. For any purpose freely? — Yes. 

2555. And rupees? — The moment we have made our 
notes convertible in gold the rupee will have to ac- 
quire the position of a subsidiary coin. 

2556. Would you immediately, upon the introduc- 
tion of tho gold exchange standard, make the rupee a 
subsidiary coin? — Not immediately on the introduc- 
tion. 

2557. At tho first stage, what would your provision 
be as regards the obtaining of gold for rupees? — Just 
as wo hod before the war, only for meeting foreign 
liabilities. 

2558. Before the war I understand the only pro- 
vision as to giving gold against rupees was that the 
Government might do it if it liked. Would you make 
it a legal obligation? — Yes. 

2559. But only, a a you tell us, for foreign export? 
-Yes. 

2560. What provision would be enforced in order to 
onsuro that the gold was exported? Woukl that he n 
matter of difficulty ?- ■ In the [Mist wc generally used 
to allow gold when anybody wanted not more than 
£5,000 or £10,000. 

2561. Some minimum Amount, shall we say, of bars 
of bullion only? — Yes. 

2562. Would you suggest that tho minimum amount 
should lie either in currency or in bullion bars or in 
bullion only? — T think it will coine to the same thing. 

2563. You will not give it altogether iu sovereigns 
or in any other form of gold currency? — If we have 
a part of the reserve in that form we might do it. 

2504. You think it would be an adequate insurance 
that the gold was only taken for export and that only 
a minimum amount should he given P — I do not mean 
to say that a minimum amount should be given and 
not more than that. 

2565. Not less than that? — Not leas than that 
should be given because people for internal purposes 
require small quantities of gold. 

2566. We understand your object is that this gold 
should be given for export only ? — Yea. 
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25(>7. Tho next question is, do you think thnt it 
wniikl bo nil adequate insurance that tho gold was 
taken fur oxjmii'L only if tho only provision lo that end 
wus that not loss than a certain amount, say £2, (MX) 
worth of ^old, were given against notes or rupees ? — 
Jt would not lie .sufficient. People might take that 
for internal circulation. 

25(i8. That might result, might it not, in people 
taking gold to substitute for silver in hoards? Yes. 

2VK). So that you would require some active pro- 
vision to ensure that the gold was exported and not 
sent into internal circulation? — Yes. 

2570. That is the first step towards tin* restoration 
of a reformed pro-wur system?- -Yes. 

357 L. It is said that- one of the defects of the 
pre-war system was that there was no provision for 
the automatic contraction of the currency in a had 
year when exchange was falling. Do you agree that 
that was a defect of tin? pre-war system ? — 1 think 
it was. 

2572. How do you propose to remedy that? - So 
long as we -have tin* gold exchange standard system, 
it will r.ot lie possible to remedy it completely, but 
when we have got the other system where gold will 
be introduced into active circulation, then it will 
have adjusted itself. 

2.173. To follow out that, question, have you con- 
sidered the possibility of the transfer of the control 
of the note issue and of the paper currency reservo 
consequentially from the Government to the Imperial 
Bank of India?- But I think the Imperial Bank 
will be acting as the agent of the Government. 

2571. I want your views. There are two possibili- 
ties under the proposal. One is that the note issue 
might bo transferred to the Imperial Bank only ns 
managers for the Government ; the other is that the 
note issue and the reserves against the note issue 
might bo transferred to the Imperial Bank of 
Tndia lo control, just in the same way as the note 
issue and its reserves are controlled by the central 
hank of issue in many other countries, not as agents 
but as principals. Will you tell me what your 
opinion is as to the relative merits of these pro- 
posals, or the third alternative of leaving things ns 
they are?---! am in favour of the first proposal of 
utilising the Imperial Bank as agent; and my reason 
for that is that if we make tho Imperial Bank the 
principal, then, although with the Government 
having some control over the general policy of the 
Bank, yet it has got a large number of shareholders, 
and it does not seem to be desirable to entrust the 
whole management of the currency reserves and the 
management, of the note issue to it. if it were to 
act as agent, only, then it wi II be doing things under 
the direct supervision and according to the directions 
of the Government. 

2575. Viiiler that arrangement, the reserves, as T 
understand it, would remain under the direct control 
of tho Government of India? — Yes, oT the Govern- 
ment of India. 

2570. It may be said that, there is an advantage 
in eomhining the control of the hanking reserves 
of the country and the currency and exchange 
reserves of the country in one hand in order to 
support and facilitate the operations of the money 
market in the country, and that is an argument 
in favour id' the transfer of control to the hank of 
issue. What is your opinion upon that? — Could we 
not secure the same end simply by transferring the 
management and keeping the control in the hands 
of the Government of India? 

2577. Gould it ho said that you would secure t hat- 
end as long ns the policy for the control of the 
banking reserves, on the one hand, and the paper 
and currency exchange reserves on tho other hand, 
were not in the same hands? — Tf the active manage- 
ment is passed to the hank, the bank could bring its 
influence oil the Government of Tndia. Suppose at 
a particular moment the bank finds it necessary to 
have a larger issue of notes. Then if the management 
of the paper currency is in the bands of tho bank it 
will have a very large influeiu'e with the Government 


of India, and the Government of India will allow tho 
bank just at tliut moment to issue a larger number 
of notes, and in that way the bank will be in 
a position to meet tho demands of the public. 

2578. |f the reserves are maintained still under 
the control of the Government, what is your opinion 
upon the advisability or otherwise of combining 
the paper currency reserve mid tho exchange reserve 
into a single reserve? — That will clash with the 
system that 1 am recommending. 

25741. How so?— In practice, in the past, we have 
liecn utilising the gold in tho two reserves for 

meeting adverse balances the demand for reverse 

councils. But if we are to mix them up now, then 
we will never lie able to know when wo hud sufficient 
gold for making our paper currency convertible. 

2580. Do not tho resources of each of the reserves 
at tho present time serve a double purpose, the 
resources of the exchange reserve serving the purpose 
of maintaining the internal convertibility of the 
note currency to some extent, and the resources of 
the paper currency reserve serving the pmqiOtic of 
supporting the external value of the Indian currency 
to koiuo extent? Yes. Gold in the pajHT currency 
reserve has lieeii used and has served as a back- 
ground to the gold standard reserve. But I do not 
know bow the reserve in the gold standard reserve 
helps internal circulation. Certainly it did in the 
past when we bad part of iL in rupees. Now we have 
practically the whole of it in sterling securities. 
That depends upon the |>osition of the reserve. 

2581. The final point to which I wish to draw 
attention oil the question of the reserves is: — Is 
it not the case that, .supposing you were to combine 
these two reserves into one, you would then have 
an arrangement which would secure an automatic 
contraction of the currency when xuch a contraction 
was required in n time of had trade and weak 
exchange? — The point is not clear to me, how the 
combination will bring about a contraction of internal 
curreiicv. 

2582. (('huirnwn.) That is I lie first stage in the 
introduction of a reformed exchange standard system. 
I will take next your proposals for tin* introduction 
of a gold currency, as I understand it, and at this 
point it would be convenient to 'have any subsidiary 
questions upon the matters which we have already 
covered. 

258*3. (Drnfrssar Counjee.) Mr. Bhatnngar, you 
speak oF the difficulties of contracting the currency 
when that is desirable, under the former currency 
system of India. — Yes. 

258-1. And you think that the difficulties led to a 
certain over-issue of rupees before the war, sinco 
the currency could not be contracted when it was 
essential? — -We cannot say anything definitely 
whether there was over-issue or not. But certainly 
if in a country currency needs expansion, as it has 
been expanding since the beginning of the century 
well up to 1910-17, it is certain that at eortain 
times when the trade was dull it should have needed 
contraction, and the system as it was had no 
provision whatever for a contraction? 

2585. Therefore, it was natural that certain over- 
expansion should have taken place? — Yes, it should 
have taken place, and it is, to some extent, supported 
by the trend of general prices in India. 

2586. J v f word, the working of the gold exchange 
standard x to an artificial rise of prices to a 
certain extent? — May have; l could not say definitely 
that it did. 

2587. Now what is thnt due to, to any inherent 
defect of the gold exchange standard or to the 
methods under which it was worked actually; that. 
iN absence of a contraction at the proper time, was 
it due to any inherent defect of the gold 
exchange standard? — Not to any inherent defect 
in the gold exchange standard os conceived 
by the original thinkers of that. That eatne 
about simply because under the peculiar con- 
ditions in India we had no cheap internal currency 
hke paper currency or leather currency. We had 
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to have rupees which could not ho melted with ns 
grout mi eiiso us paper currency. 

2588. Suppose there hud hoon u statutory obli- 
gation to sell reverse council hills against tin* gold 
standard reserve :it the proper time and to lock up 
the rupees; then there could he no talk of the difli- 
culty of contraction ? — Am I to understand at the 
time of a dull trade ? 

2589. At the time (d adverse balance of trade, yes. 
There was a statutory obligation on the authorities 
to sell reverse councils against, gold standard resort •• 
and to lock up the rupees? That device could have 
lieen utilised under ordinary ci renin dances as well 
to bring about contraction. I perfectly agree. 

2590. Now I will give you one or two views given 
by another witness before this (omniission. You 
mention that, there was an idea that there had been 
an over-issue of rupees under the former currency 
system. Now here is what one witness sa.xs: “The 
exchange .standard before the war did not. give u.s 
stability of priees; hut it is wrong to attribute tliis 
defect, to tbe absence of a larger volume of cir- 
culation or inconvert ihilty of rupees and notes into 
gold. Tbe real cause of tbe increase of currency 
was tbe rising balance of trade in India's favour 
which could not. lie liquidated in any other way.” 
Would you agree with that? «Wo cannot explain 
as a matter of fact the phenomenon of rise in prices 
in India. Generally, those who have written about 
this, they lime agreed that the over-issue of rupees 
contributed to a certain extent; the prices in foreign 
countries must have also reacted oil llie ‘prices in 
India to a certain extent and there is no donbl 
that, t lie export trade of India also de\ eloped verv 
largely during this period and it succeeded in get- 
ting very good prices from continental countries 
and that again might have contributed something 
to tin* rise of prices in India, Now to assign what 
particular intliienee or what percentage of influence 
each factor of these 3 or I factors at work had seem- 
very difficult to me. 

2591. I would add another factor from the same 
witness; “ The commercial contract of India with 
the world had since 1900 become much cheer than 
Ik* fore ami the presumption is tlinl the lag of Indian 
price level behind the level of world prices had to be 
made up during that period”? -We have not been 
aide to make it up even at this time. 

2592. (17 hi i ruin n.) Could you repeat the last 
answer? — I said that the lag of Indian prices is 
still continuing; our price level is lower than the 
price level in foreign countries. 

259.3. (I'rufesstir Coitniee.) Consequently you do not 
agree with those who would attribute tlm pre-war 
rise of prices solely to tile weaknesses of the gold 
exchange standard system?- No, not exclusix ely to 
the gold exchange standard system. 

250-4. (Chni i mini.) What do you mean by .saying 
that the level of Indian prices is lower? Wliat 
figure are you taking? The index numbers of prices, 
ns supplied by the Director of Statistics. Calcutta. 
It was on this that I calculated. 

2595. How much lower is the last general index?-- 
I have got figures up to 1923. 

259(5. ( Chairman .) We have more recent figure-- 
thau those. 

2597. (Mr. I* rent on.) With regard to the answers 
you have given to the Chairman on the subject of 
■ contraction, in order that there may he no mis- 
understanding as regards the part which the gold 
standard reserve did play in the old gold exchange 
standard, might [ just refer to some actual figures 
during the exchange decline in the years 1997-08 
as the result of the American crisis? The total at. 
the end of 1907 was I7| million sterling. Thirteen 
niillioiiN odd was held in England and 4 millions in 
India. The 4 millions which were hold in India in 
thub year represented what, as you stated in a few 
“f .vour answers, was due to an arrangement which 
was entered into whereby ivo kept a reserve of 
actual rupees in India. Now in 1908, in order to 
support the sterling exchange rate, reverse councils 


on the balances in London were sold in India to 
the extent of just, over 8 million sterling. Then the 
composition at the end of 1908 of that standard 
reserve was as follows. The ha la net's in London 
were reduced to 5 million sterling and the balances 
in India went up to the equivalent of 13 million 
sterling. So you will see that practically speaking 
the balances during 19IK wen? just t raiisposcil 
as from London to India. The result, was that 8 
million or the equivalent, of that s million ster- 
ling was withdrawn from circiilut ion and held up as 
the Indian portion of the gold standard le^crvc 
and that coni raction was necessary in order to turn 
the scale in the exchange value? - -Yes, Sir, T agree. 

2598. So lar as your memory goes? I am quite 
aware of the facts.. 

2599. I will take the chain a little further. .Vs a 
result when the market had turned round and the 
demand again set in for currency by tbe end of 1911 
llm total balances held in India bad been reduced to 
iii'ddc 2 millions? Emm 13 to 2 millions. 

2990. Yes from 13 to 2 millions; so that the 
application as then put in practice with regard to 
our gold standard reserve produced an efficient and 
automatic contraction of currency. |)o you agree 
to that? No I do not agree to the last part of that. 

2001 . How would you modify it?- -If we had in 
our currency system a provision that during the 
slack season any individual could secure reverse 
councils. Supposing during the busy season we hail 
siuccvdcd in sending 4 cm res of rupees in active 
circulation and thru wr did not want them during 
the slack season, if during the slack season we could 
secure reverse councils then these 4 croros would 
he locked up in the gold exchange standard reserve. 
Euless we had this provision for giving reverse 
councils to all sorts of people whether they wanted 
it for meeting foreign obligations or not. we could 
not say that our system was automatic. 

2992. May I point out that win •re your dilliculty 
would come in is this, that in the slack season 
through the currency reserve \oii can get gold for 
export which is the first line of reserve. You could 
(otivcrl your notes or rupees into gold provided 
that you export the gold?- - Yes we could do that. 

2903. Hut is that not. what you told us was part of 
the old Gold Standard system? Wo could secure 
reverse councils for meeting foreign obligations, and 
that is what I said, I believe. 

2991. The point then comes to this that in so far 
as the gold standard reserve went, it was capable 
of causing contraction, big contraction to the full 
extent of tile reserve: so long as the equivalent in 
local currency of (lie amounts of reverse councils was 
held here, specially earmarked away from currency 
purposes, dial represented tin* amount of contraction 
which was necessary to turn the scale of the stabilised 
exchange? -Still the point does not seem to he clear 
to mo. What L noticed under the old system of a 
gold exchange standard was that when the exports 
were more than imports in India, then people who 
had to pay to India could secure a council hill and 
that council hill was cashed in rupees. In this way, 
as wc had more or less over a very large number of 
years a favourable balance of trade, rupees went oil 
increasing in internal circulation. Now, similarly, il 
during flu* slack season those people who finance in- 
ternal trade could secure reverse councils, not for 
meeting the real demands of trade hut simply for 
locking up funds or transferring funds from the 
Indian market to the English market, then we could 
bring about a contraction in internal currency. 

12905. That is exactly what this method would re- 
sult in?- -But in practice wlval we find is that funds 
have come to India for temporary investment from 
abroad, hut funds have not gone out of India for 
temporary invest incut in foreign markets. 

2009. Then with regard to these figures I hare 
quoted, from the 1907 period, that is a concrete 
period?- True, hut it is a case in which we had an 
adverse hula nee of trade which created a demand for 
Indian currency to he locked up in the reserves. 
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9607. But in that period; let me put it in this 
way; that produced in that period a large amount 
of contraction of currency to the extent in local 
currency of the oqui valent of the reverse councils 
which were bought in India? — -Yes, it did. 

2008. (Sir Henry Strakoscli.) You mentioned in 
the course of your statement that you would consider 
the time ripe to make notes in this country ex- 
changeable freoly into gold, not merely for export 
but within the country, when sufficient gold hud been 
accumulated to give a cover of 50 per cent, of the 
note issue. Well, taking the present note issue at 
about 100 crorcs, would you regard 95 crores sufficient 
gold to meet any demand that may be made for gold ? 
— -Now what L had in mind nt that time was to 
secure the convertibility of the note issue and the 
particular figure of 50 per cent. 1 took was not 
based on any calculations of mine, but I think that 
was tho figure recommended by the Babington-timitli 
Committee, and 1 took it lor granted that they must 
have based that figure on some strong reasons and 
therefore I took it. 

2609. But is it not very risky to recommend con- 
vertibility without envisaging what the demand for 
gold may bo at that time? -Are you taking the de- 
mand for gold for all purposes or only for securing 
convertibility of tho noto issue P 

2610. (Sir Henry Strakoscli.) May I go a step 
further. We have in this country circulating notes 
and rupee coins. Both nre equally full legal tender, 
if you allow gold to be drawn obviously you would 
allow gold to he drawn against rupee coin equally with 
notes. 

2611. (Chairman.) Sir Henry, this applies to the 
second stage or oven to the last stage of the steps 
which the witness described. 

261S. (*Sir Henry Strakoscli.) Let me explain. Mr. 
Bhatnagur suggested that lie would start with a gold 
exchange standard and ho would allow convertibility 
into gold the minute he had reached a reserve against 
his notes of 50 per cent. 

2613. (I'huinnuti.) At this point, f thought wo 
might take any supplementary questions on the work- 
ing of the exchange standard before we got on to 
his proposals for the next step as regards converti- 
bility, just in order to keep our examination in Bteps 
in regard to the exchange standard proposed. Are 
there any further supplementary questions on the 
exchange standard? 

2614. (Sir Purshotamdas Thakuntas.) You said that 
the Indian has a taste for gold for ornaments and 
for silver for currency purposes. Did T understand 
you correctly ? — ’What 1 really meant was this, that 
India in common with other countries of the world 
has fondness for metalB for ornament* and that silver 
is by far the most suitable metal for currency pur- 
poses for the masses of this country. That would be 
iny statement if I were to explain it. 

2615. Silver is suitable in your opinion for cur- 
rency purposes in India? — -For tho masses I mean. 

2616. What about the taste of the people for silver 
currency as against gold? Have they more attrac- 
tion for u gold currency, or do you think thoy would 
prefer to carry on with silvor as long as they could 
have silver available?— It ie a very difficult question 
to answer. Naturally they would prefer to havu gold 
currency, but the quostion is whether they would be 
able to utilise it os currency. 

2617. Your apprehension is that gold would not bo 
suitable for the masses owing to their smaller 
incomes?— -Smaller incomes and smaller standard of 
expenditure. 

2618. Exactly, well then whence the psychological 
effect that you refer to, namely, that if gold was not 
availablo people would have a craving for gold cur- 
rency, but as long as they knew that gold was 
available the hunger for gold coin would disappear. 
What do you base that on?— That is not my opinion. 
I quoted Sir James Digby. 

0619. That is in your written statement. 1 
thought in reply to the Chairman you spoke of the 


psychological effect?— What I said to the Chairman 
was that if we have a note issue in this country and 
if it is not convertible into gold for internal pur- 
poses, then it is likely to create a greater domand 
for gold. 

2620. (Chairman.) The witness is referring to tho 
lock of confidence in the note issue. 

2621. (Sir Purshotamdas Thakurdas.) But take con- 
ditions as they are to-day. There is no gold available 
for notes to-day; the noteB are only convertible into 
silver; do you think there is any anxiety on the part 
of the people to-day to get gold? — In exchange for 
notes? 

2622. Yos, it is not available as currency?— So far 
as the masses are concerned, my experience in the 
villages is that they do not like the notes if they can 
have rupees; but whether they would prefer a gold 
coin in ploco of rupoos merely for its colour or 
greuter value and smaller weight I cannot say. 

2623. Therefore, if gold coin is available, is there 
any reason for you to beliovo that there will be a 
rush for conversion of the silver into gold? — The 
class that has got pilver to convert into gold is com- 
paratively speaking a limited class, and tlint class is 
suro to run for having gold in place of rupees. 

2624. But not the masses? — Not tho masBCB. 

2625. (Chairman.) Let mo at this point, before we 
continue the examination, just open up what the 
witness does propose regarding the putting of gold 
into circulation and so on, because both Sir Henry 
Strakosch's questions and Sir Purshotamdas’s ques- 
tions have anticipated that, and the witness has not 
really told us what his proposals are. Mr. 
Bhatnagar’s memorandum suggests several alterna- 
tives, and i should like to see exactly what it is that 
he proposes. If there are no further questions on 
the exchange standard we come to the next step. 
You told us that, after you have accumulated a 
sufficient reserve, you will take steps to put gold into 
circulation. Is that so ?— The first step that I would 
take would be to declare tho paper currency con- 
vertible into gold, and simultaneously to declare the 
rupee a subsidiary coin payable only up to a limit. 

2666. Tr there any other step that you will take? — 
Yes, and make the notes of the smaller denomina- 
tions payable either in gold or silver just at the 
option of the holder of the note. 

2627. Do you not mention, too, in your memo- 
randum that you would cease to have tho note 
encashable in silver? Is not that one of your pro- 
posals?— When we have declared our notes con- 
vertible into gold it follows from that; but as 
regards notes of smaller denominations I definitely 
sAy they should be convertible into gold or silver. 

2628. They cease to he convertible into Bilver? — 
Yes. 

2629. There is a reservation in your memorandum 
that notes of small denominations should continue to 
he encashable in silver? - Yes. 

.2630. The central point is that the rupee ceases to 
he legal tender except for small amounts, and the 
note is encashable in goldP — Yes. 

2631. Do you consider that before you make the 
rupee no longer legal tender beyond a certain limit, 
you must give people an opportunity of converting 
rupees into gold if they want to do so? — Looked at 
from the point of view of equity we should do that. 

2632. From what other point of view are you pro-' 
pared to look at it? — You must look at it only from 
the point of view of equity; otherwise it will have a 
very bad effect. 

2633. That rather suggests to mo that you think U 
would be equitable, but that you do not think it will 
be possible?— Certainly it will cause some loss. 
Government will have to provide— one does not know 
how much— gold. 

2634. Would you expect very much gold to go into 
active circulation under this proposal?— So far as the 
cities are concerned gold will come into active circula- 
tion, but so far as the rural areas are concerned, I 
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believe it will go only into hoards under the present 
circumstances. 

2035. It would go into circulation if the equitable 
course bo taken of allowing an opportunity for the 
conversion of rupees into gold ? — Ye*. 

2686. Have you been able to make any estimate of 
the likely demand for gold for rupees from hoards 
under these circumstances P— *No, I could not toll 
you anything on that. It is very difficult to estimate 
the amount of hoards in India. 

2637. In the absence of any such estimate it must 
be difficult for you, is it not, to arrive at the point 
as regards the accumulation of reserves which would 
make it possible to take this stop?— Yes; wo will 
have to make some sort of a clever guess; and you 
might have some definite period, three or six months, 
within which people should change their rupees for 
gold, and after that they would not be able to do it. 

2638. Do you think that would be a sufficient 
period in a country such as India? — I think ono year 
will bo quite a sufficient period. 

2630. Are there any further details that you would 
like to add just to assist us to understand j’our pro- 
posal as to the .introduction of a gold standard?- - 
When we have done these things, that is made our 
notes convertible into gold and made the rupee a 
subsidiary coin tenderable only up to a limited 
amount, then I also mention in the memorandum 
that we should adopt some methods to make the note 
circulation more popular. 

2640. You have suggested the restoration of the 
note of small denomination? — I do nob suggest the 
restoration of one-rupee notes. 

2641. What measures then are you referring to ns 
regards the popularisation of notes as currency?-* 
Just as during the war, when there was money to 
bo paid tho first offer was made in the form of notes, 
and it was only after the note was refused that 
rupoes or other coin was given, similarly we could 
adopt some such attitude in the case of council hills; 
they should bo paid first in notes and only when 
people do want expressly to have gold, then it sliould 
be given to them; and some propaganda work may 
be undertaken to educate the people -ill tho use of 
paper currency. 

2642. (Chairman.) The Government should act as 
a good salesman and press its ware4. Now wn have 
arrived at the point where T interrupted you, Sir 
Henry. 

2643. (Sir Henri/ Sbvkaech.) My question has been 
answered, I think. Mr. Bhatnagar has stated that 
1m could not estimate the amount of gold which 
would be necessary to satisfy all tho demands of the 
country, when he makes gold freely available by 
making the notes convertible into gold? — Unless we 
have some accurate idea of the hoards in the country; 
I personally cannot put forward any definite figure — 
it would be more or less approximate. 

2644. You will admit, however, that it is very 
essential to know what tho requirements arc no as 
to he able to make the necessary provision to supply 
gold when it is demanded ?~ True I realise the 
difficulty. 

2645. And have you realised what the expense to 
the Indian exchequer would be to put gold into cir- 
culation, and what its effect would he upon the pur- 
chasing power of gold generally and therefore on 
commodity prices in India P — If a very large quantity 
of gold is needed to «x>me into active circulation, then 
it certainly will raise the price of gold in terms of 
commodities ; the general price level will fall in terms 
»f currency. But I do not know if I am right in 
thinking that; my idea is that very large quantities 
°f gold are not likely to go into active circulation in 
India, and for this reason, that a greater part of 
the population is living in the villages, and under 
existing circumstances in rural areas gold is not 
likely to form an appreciable part in active 
circulation. 


2646. There is one other question I wanted to ask : 
you suggest that when gold is put into circulation 
you would make tho rupeo 'a token ooin of limited 
legal tender P— Yes. 

2647. And you would make the notes convertible 
into gold except that notes of smaller denomination 
should be convertible into a rupee token?— Or into 
gold, just at the option of the holder. 

2648. I want to put to you this question : If it 
wore found that to allow gold to he druwn indis- 
criminately for internal purposes wore an unbearable 
burden for Tndia and if it were found that the gold 
exchange standard waB the most suitable form of 
currency, would you see any greAt difficulty in con- 
fining the convertibility of the note into foreign ex- 
change or gold for export onlyP — As a matter of fuct 
it will como about ultimately under my scheme ns 
well; but after thinking long over this problem T 
have come to this belief, that in India, unless we 
have made gold once freely available to the people, 
we will not be able to remove the attraction for gold 
which in existing and which is getting a very large 
quantity of capital in unproductive uses; and prac- 
tically the one reason in my mind for recommending 
the free introduction of gold into active circulation 
is to educate the people in tho use of gold. 

2649. I should like to ask another question in that 
connection : I take it that you would be not in 
favour of confining the convertibility of the notes 
into gold for export or for foreign exchange under 
a gold exchange standard. Am I correct in that 
Assumption? — Under gold exchange standard we will 
have notes only and the rupees also only convertible 
into gold for foreign exchange purposes. 

2650. Not for rupee coin? At present the notes 
aro convertible into rupee coin. Would you see any 
difficulty in taking away from the note the right of 
conversion into rupee coin ami confining tho con- 
vertibility into gold for export or foreign exchange? 
" Then the note will become inconvertible so far ns 
the internal circulation is concerned; that will have a 
very depressing effect. 

2651. Would you consider the same to apply if you 
were to prescribe t-lmt notes above a certain de- 
nomination shall only he convertible into gold for 
export or for foreign exchange ami notes of a small 
denomination convertible into cither? -No; in tho 
beginning T would have notes convertible both for 
internal circulation as well an for foreign exchange 
because my idea is to utilise that stage of currency 
development as an educative process, to remove the 
fondness for gold from the Indian mind. 

2652. (Chairman.) I think, as a matter of fact, 
these matters are so very clearly stated in your 
memorandum that I have not any elucidatory ques- 
tions to ask you upon that point-. 

2653. (Sir Henry Ntvaknxrh.) But you se© no im- 
pediment of an intrinsic character to the suggestion 
I have just made; 1 mean, you would not see any 
difficulty in maintaining the purchasing power of the 
rupeo stable even if you took away the right of con- 
vertibility into the rupee coin? — All the notes? May 
I know, Sir, if you are referring to tho exchange 
rate for foreign purposes or for internal purposes? 

2654. Both. -Tho question, I am afraid, is not 
clear to me. 

2655. I wanted to know whether if you took away 
from the rupee note the right to be converted into 
rupeo coin the purchasing power of that note would 
in any way he influenced by this curtailment of 
right?— I think it would he. During the war we 
know, for example, notes were not freely encash able 
into rupees and that led bo a great depreciation in 
their value. 

2656. But if those same notes had been convertible 
into gold for export or foreign exchange, would the 
notes have depreciated?— In the rural areas they 
would have depreciated as they did in that scheme. 
In cities like Bombay or Calcutta it may not have led 
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to depreciation in their value, hut so fur as the up- 
country towns :uul up-country rural tract* are con- 
cerned I lit* position would have I iron exactly the same. 

It would? Yes, what does it matter to an 
iip-miinliy man living in tillages whether the notes 
are convert ilile into gold for external purjioscs or not 
if llie.v are not eneashahle within the country when* 
In* i<s liv ing. 

2(L*W. But would not the exchange broker in Ihuii- 
hay or Calcutta iiuiuediatcly .step in when the notes 
had reached a certain discount and huy them hccaiitic 
he knows he can get foreign currency for them? — 
The point. I was referring to is that if notes are not 
eneashahle in the internal currency whether in gold 
or rupees for internal purposes and are only convert- 
ible for foreign exchange purposes then we will have 
in the up-country towns and small towns and villages, 
hut hi (discount) on notes. 

265D. I sec ? 1 do not know how the brokers in 

Bombay and other places could help it. 

2660. By sending up coins and buying the notes 
at a discount? That means another source of profit 
at the expense of the masses to brokers in the big 
cities. 

2i»61. True. But equally that discount would he 
kept within their moderate limits just the expense of 
shipping the coin to the place?- -But why should we 
linxe that at all? 

2602. (Sir Urn ru Struknsrli.) I was merely point- 
ing out that there is a limitation to what you say. 

F appreciate your point perfectly. Thank you. 

2663. (Sir Curshahnndas Thakurdas.) There are 
few questions to ask in \ iew of what Mr. Bhatnagar 
has said since I put olf my question. I would just 
like to put it to you. if, Professor Bhatnagar, you 
said that gold currency will not go milch into rural 
areas?— Yes, that is what I said. 

2664. Well, then the rush for gold currency when it 
is made available will lie merely by those who liaxe 
hoards?-— In tin* greater part of the country, we will 
have a rush from people xvlio have hoards in rupees. 

2665. And you yourself are not able to tell u.s what 
is the amount in hoards nor lioxv many hoards there 
are?- No 1 could not tell you. 

2606. You have no information at all about it? - 
I think ns far as my kuoxvlcdge goes, no estimate* 
a bout hoards have been made so far. I have no idea. 

*261)7. You are axvare there are some people in India 
xvliosc- opinions arc worth consideration xvlio believe 
that- this question of hoards is, except up to a certain 
limit, more or less a myth and exaggeration. Have 
you heard that?- I myself heliexe that so far as the 
masses are concerned there is not iniir-li of hoarding, 
but I know definitely some eases where hoards do 
exist. There are certain classes, although it may be 
very difficult- for us to believe it, I knoxv 2 or .*1 cases, 
where a man simply keeping about IK) lakhs of hard 
cash, ami there is a gentleman in Agra (anyone can 
sim 1 his papers and find it out) xvlio has PI) lakhs bard 
ra-sli which lie i* not using in any productive enter- 
prise. The Collector and the Commissioner wanted 
that the money should he "deposited in (iuverniuciii 
promissory note*, during the war, but the gentleman 
refused to do so, although he contributed to the xvar 
loan about 10 or 20 lakhs. He said that this money 
was the backbone of his whole business and that it 
was not- meant for investment. We have got such 
instances. 

266$. Exactly. T.'iat is the point. These are men 
who hold the other view which 1 put before you that 
there are hoards up to a point, hut they are not up 
to. the percentage of the total circulation that appears 
to he generally believed b.v some in India or outside 
India? — The whole difficulty is that the whole ques- 
tion is to be discussed in terms of x agucncss. 

*26(10. That, is it, it is a question of guess?- 1 have 
no definite idea about it. 

2670. Wlmt is the total Circulation of rupees in 
India?- 1 could not Loll you that wit lion t consulting 
some publication. , 


2071. What do you think would he a fair amount 
of rupees that may be n I lowed per head of the popu- 
lation, knoxv ing their means, knowing their .income, 
ami their fondness they have for silver coin, what 
would you. as a person who has studied this question 
very fully, allow? -We could not have any definite 
figure for any long time because the income of tho 
different people would he increasing or decreasing. 
Tho number of rupees per head for exchange purposes 
for a certain class first of all will have to vary with 
each class and for each class it will depend upon its 
income and expenditure. 

*267*2. I was only asking, Professor Bhatnagar, it 
you are in a position even to givo a rough estimate 
of a figure you may huvo thought of?— -I have not 
thought of it ns a matter of Tact. 

267.'). Then, rould you tell the Commission regard- 
ing the Chanakya Society in Putin that you have 
referred to in your statement (page 103, Appendices). 
What is that society and what are they doing?— It is 
a society consisting of students and Professors of 
Patna College. It has been in existence for the last 
111 years or so. They have* a number of lectures. They 
organise number «»l lectures on economic subjects. 
They go outside and study the condition of the 
different classes of people. They have collected n 
large number of family budgets, and also published 
them in a bulletin form. They go and study indi- 
vidual industries, and write small monographs on 
them. That is their function. 

2674. They arc carrying on some sort of statistical 
work in connect ion with the economic condition of the 
people of India? — They are collecting in their neigh- 
bourhood the family budgets. 

2675. It is only confined to their own province?— 
Not even to t-ho province. 

*2676. Then to their own district? -Yes. 

2677. Then the Kconomie Board of the Punjab is a 
Hovcriimciit Department ?— No. it is not a (iovem- 
incut Department, although it is helped by (ioveru- 
meiil. It is a public body. 

2678. Do they keep on issuing statistical informa- 
tion regarding the Punjab or all I urliit? — Kroni time 
to time they publish some small monographs with 
regard to the Punjab only. 

2070. ( I'hainnan .) Would it ;issist you if we ask 
the Secretary to procure copies of the publications ol 
these societies? 

26*0. (Sir Vurs/ioltuntfus Thakunhis.) I thought so. 
There was a question raised by Sir Henry Strakosch 
at an earlier stage whether there were any private 
bodies in India which carried on the collection of 
figures, and I thought. Professor Bhatnagar, since lie 
mentioned this point might give us some interesting 
points or perhaps specimens of what sort of work 
these -authorities do and that might interest some of 
us. | knew myself something about these institutions 
but 1 thought the witness might know' more. 

2(iS|. (Chair man.) We might get- a copy of the 
luted publication of this socictx . 

20*2. (Sir I'urnholaindas Thai; nidus.) You meii- 
I ioned in the course of your earlier reply the case 
of a gentleman and the amount of cash hoarded by 
him. I think you said IK) lakhs.— Yes. 

2683. Do you think that represents the average 
amount that the said person keeps in hoard? — As far 
jus my knoxvledgc goes ho <says that was the buekbone 
of his business and it was never to bo ill vested, but it 
was to be kept. It was a sort of standing hoard 
whether it was war period or normal period. 

2681. ( Sir Itryinald Muni.) Mr. Blmtnugar, l 
understand that you advocate the introduction of a 
gold currency aa soon as Ho vein incut Inns accumulated 
a sufficiently large gold reserve to meet all possible 
demands? Is not that your position? — 1 do not say 
all iKissihlc demands. L say as soon as it has accu- 
mulated sufficient gold to make paper notes con- 
vertible into gold. That is, we have got 60 per dent. 
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We nmy have? some other porcontago. I will not 
stick to GO per cent, because one cannot say what per- 
centage will he necessary to back up our lioto circula- 
tion. That was the figure given to us by the 
llabingtonxSmith Committee. This figure should 
always be calculated by some experts and not by 
theoretical (ample like myself. 

24585. Then you would introduce gold currency as 
soon ah 50 per cent, of the Currency Jtcserve is in 
gold? — I would make paper currency convertible into 
gold as soon as wc have got this GO per cent, gold of 
the note circulation. 

24586. And supposing that that gold was drained 
away in exchange for rupees, is not there a risk 
that your notes would then become inconvertible 
because Government would not have sufficient gold to 
meet them? — For that you have to make a separate 
provision when we declare our rupee to be a sub- 
sidiary coin. As I pointed out some time back to 
the Chairman, we will have to give some little time 
to the public to change their rupees into gold, for 
that we will have to make some provision. How much 
that will Iks I could not say. 

26K7. (Chairman.) That is in addition to the 50 
per cent.? 

24588. (Sir Heyinahl Muni.) Well then, you would 
not make notes convertible into gold until you had 
nwu undated another reserve to meet the possible 
drain of rupees? Is Hint your positiou? — Certainly. 

2689. You cannot estimate what the amount is 
likely to be which will be required for that reserve? — 

I have not made any attempt to estimate that, it 
may he possible to have some rough estimate of that 
made in the Currency Department of the Government 
of India. 

2690. But if you cannot form ail estimate of the 
a mount of gold required, how are you to know when 
the time has conic to make your notes convert] hio 
into gold?- I do not mean to say that we cannot 
estimate, that there is no possibility of ever esti- 
mating the money required for exchange of these 
rupees. What I say is that 1 have not attemptwl 
to do that part of the problem. 

261)1. (Sir Mnnvckji Dadnbhoy.) From the result 
of your discussion 1 understand that you feel the diffi- 
culty that it will be almost impossible to make the 
estimates of tliu required gold?- It will bo difficult, 
no doubt, but 1 do not believe it is impossible. We 
must arrive at some workable figure. Unless we do 
t-lml. we cannot adopt the system. 

261)2. You will agree then that it will bo extremely 
risky for the Commission to recommend convertibility 
without making sure of the actual gold requirements? 
—Certainly, for a body like the Commission, it would 
be very dangerous to make that recommendation with- 
out having some idea more or less accurate of the 
quantity ol* the gold required. 

261)3. And at present there is no reliuhle data for 
making such estimates available? — I am not prepared 
lo say there is not reliable data because 1 have not 
attempted even that. 

2094. (Chair man.) T think Mr. Bhaiiuigars evid- 
ence oil that ]H>inl is very self-consistent. He 
says that lie would take the step, but lie would not 
take it until ho had reserves adequate to cover the 
purpose. He himself is unable to make an estimate 
of wliut those reserves would He, but lie thinks that 

a it is not impossible tlmL somebody with the final 
information may be able to get the requisite informa- 
tion based upon that hypothesis? — I do not know why 
>t escaped from my mind at that time. That part 
«»f the problem has only just become prominent to me. 
That is why 1 feci some hesitation in offering any 
definite ideas on the subject. I may try later on to 
attempt that problem. 

2095. If you arrive at any results l am sure the 
Commission will be most interested to have any 
further notes on the subject. I have only one further 
question to ask, and that is with regard to the ques- 


tion of stabilisation, with which you deal at soino 
length. 1 understand it is your opinion that if a 
rate is to be chosen for stabilisation of the rupee it 
should bo the current rate round about Is. 6d. Should 
1 Ikj accurately expressing the general trend of your 
argu men L if 1 say that you chose that rate because 
nu the whole it will cause less disturbance? — That • 
is my idea. 

2696. And that you know of no argument for 
another rate which would weigh against the un- 
desirability of the disturbances which will be caused 
by working to the other rate?— That is the general 
position. 

2697. That, is the general position you occupy? 

Yes. 

2698. A.s against the 18 penny rate 1 understand 
that you had advanced one difficulty and that is that 
it dues not make the rupee into a whole fraction of 
the sovereign?- Yes, that i.s the main difficulty. 

265)9. (Chairman.) These matters are dealt with so 
clearly in your memorandum that 1 have no furl her 
olucidatory questions to ask upon them. Are there 
any supplementary questions which members would 
like to ask? 

27110. (Sir Curshatunula * Thukunfux.) .Mr. Bliatnn- 
gar, towards the end of your memorandum 
(page 111 — Appendices), you say, “.May it not 
mean that as new conditions created by the 
war will have assumed a more or less per- 
manent character their result on India will lie a 
new adjustment of her export* and iuqiorts, as well 
as of her price level within the country.” Now, the 
price level of all countries important countries at 
any rate which have had a solvent currency lort after 
I lie war— lias advanced, hasn’t it? Take the United 
Kingdom as compared with 1914. It is higher to-day 
lli-an it was in 1914. Take the U-S.A. It has ad- 
vanced. Your own statement shows that? But 
lately they have been going down. 

2701. And so has the price level in India been 
going down?- It ha* not gone down to the same 
extent. 

274)2. Yes. but the broad fact is that the price 
level has gone down alike in nil countries more or 
le**?- -What do you mean by “ alike ”? 

2703. They have all gone up to a certain point 30 
per cent, or 35 per cent., whatever you like fo call 
il ?- As compared with 1914, which I take as 100, in 
India the price level is at 133 to-day, while in the 
United Kingdom it is at 162 (table B). They are 
based on the index number. 

2704. ( Sir I > in.:hu1amiliis Tluikunhis.) I know* pro- 
fessor Bbainagar has given the levels for 1923. and 
I propose with your permission to ask him about 
the figures on which lie lia.s himself relied. 

2764a. {Chairman.) I was not quite sure where Pro- 
fessor Bhatnagar’* figures actually came from. Those 
of India lor 1911, to which I think you are referring, 
are from the official index. 

2704 ». (Sir I’ursholuintla* Thakunlas.) I am only 
taking it as a basis and the accuracy of the figures 
hardly matters. Have any of tlu>»o countries, 
thought it necessary, or indeed advisable, to change 
their pre-war ratio in order that the price levels 
may be controlled thereby? -No other country has 
had the peculiar currency condition that wc have 
passed through. That is our difficulty. 

2705. Namely? — We had a system before the war. 
We stopped the working of that system, wc left the 
rate of exchange to take its natural course. B of ore 
no other country has this problem come up in this 
particular form. What should he the rate of ex- 
change? It is only before* u* the question has come. 

2706. Tt is, according to what you say, becauso of 
the defects in the currency policy of the Government 
of India till after the war that you think it is justi- 
fiable to change our pre-war ratio. Is that correct? 
- I would put it this way that because the system we 
were workiug upon broke down somewhere during 
the war and after, whatever may have been the 
cause of that break-down, we will not enter into 
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that — that now wo have been compelled to nek our- 
selves the question what should bo the new sj’stem to 
be officially introduced. 

2707. It broke down and a readjustment was 
arrived at at a time when the currency systems of 
other countries also were wide apart from their pre- 
war normals P — Yes. 

8708. Therefore you say that you favour a 
change in this ratio because a change in the ratio 
was made in 1920P-'Ycs, but as a matter of fact, we 
have not been having a fixed ratio all this time. 

27(H). But England till lately aimed at a return to 
the pre-war gold point and brought back the ratio 
to the pre-war point ?— It is not they that have 
brought it back. It is the conditions of trado that 
have brought it back. 

2710. Would it come back to India if there was no 
change P — It did come back to Is. 4d. after going up 
to 2b. lid. 

2711. And still you uppruve of the new ratio being 
fixed at la. 6d.P — What I say is that it inny have 
been a mistake not to have stabilised when we had 
the ratio of Is. 4d. 

2712. Do you agree that it was a mistake? — The 
whole policy was a mistake that was adopted by the 
Babington-Smith Report— there is no doubt in my 
opinion about that. 

2713. In your opinion it would have been corroct 
to stabilise at Is. 4d. f when we did reach Is. 4d., 
gold P— I am not prepared to make that statement 
either. The only statement that T am prepared to 
make is that the adoption of the definite measures 
of currency after the report of the Babington-Smith 
Committee, when the conditions in the world wero 
not stable enough for the adoption of any permanent 
policy, was wrong. Having made one wrong move, 
the Government had to go on and make other moves. 

2714. And this is the logical sequence of it which 
you are prepared to approve? — Logical or u illogical, 
we have got to make the best of it. 

2715. Supposing the rate had been rushed up to 
Is. 7d., would you have approved of that? — Pro- 
vided you convince me that this rate of Is. (hi. has 
been rushed up too. 

2716. Supposing it was brought up to Is. 0d.P — 
If T was convinced that it was deliberately brought 
about by the Government T should take a different 
view. But liecauso 1 believe and honostly believe 
that it haB come about because of trade conditions 
in India and in foreign countries, 1 say: better 
keep it. 

2717. But if you were in such touch that you had 
rcaaon to believe that it was worked up to then your 
ground for Biipport of Is. 6d., that you mentioned 
to-day would not weigh with you? — PerhapB not. 

2718. Then at the beginning of the fifth paragraph 
from the end of your memorandum, you give 
us reasons why the rate should not go to a 
higher figure than Is. fld. And you say tliul 
that would mean injustice and hardship to a lot 
of people in this country. It would moan 
injustice and hardship because a change has to lie 
made from the present figure*. Or would it mean 
injustice and hardship because the change to Is. 8d. 
is by itself undesirable? — Any departure whether 
downwards or upwards from Uni figure existing to- 
day would mean a hardship or injustice to one cUbs 
of people or another. 

2719. Did it mean hardship and injustice to a 
lot of people in die country when the figure was 
changed from Ik. 4d. to two shillings P— You are 
referring to the war period when the rate of exchange 
was raised. 

2720. After the war, was it nofcP The change 
was made in the statute here in 1020? — The 
legal change, otherwise the rate was going up the 
whole time. The legal change as a matter of fact 
was never effected. 

2721. The Government gave out gold coin on the 
basis »f Ha. 15 in 1018 P— But for a very short tune. 

2722. But they did. As far as the legal ratio was 
concerned, it was effective? — It was not effective 


in the sense that it was never maintained in foreign 
exchange. 

2723. Tho change from Is. 4d. to two shillings in 
your opinion caused no hardship then to India P— 
The change from Is. 4d. to the legal ratio came 
in the middle when we were already at a very high 
rate. 

2724. Therefore it did no harm P— Not as much 
harm as it would have done if we had raised it of a 
sudden from Is. 4d. to two shillings. 

2725. You believe that a change from Is. 6d. to 
either a higher or lower figure would be undesirable 
Inx-ause Is. 6d. is the rate prevailing to-day?— And 
because people have mado their contracts at the 
prevailing rate. 

2726. What contracts have you in inindP — The 
exporters and importers must havo based their con- 
tracts on the husis of this rate and must be expect- 
ing payments on the basis of this rate. 

2727. Therefore, the disturbance to (he commercial 
community is what weighs with youP — -Yes; and 
then again the change will react upon the price 
level also to a certain extent, and that might cause 
some hardship to some .people. 

2728. There is just one more question, that is in 
connection with the following remarks you make 
(page 110 Appendices) — 11 we should therefore for 
the Lime being lesumo the gold exchange standard 
system as we had it during the pre-war period and 
lie ever watchful for the accumulation of gold in 
India in the paper currency reserve till we have 
brought it to the level of fifty per cent, of the note 
circulation.” What are the special precautions that 
you think should he taken for this watchfulness ” P 
— As I have also mentioned in the memorandum, 
first of all we should keep the whole of the paper 
currency reserve in India. 

2729. I just want to know whether you want it 
to be enacted by statute, or you think that there 
should 1)0 any special watchfulness exercised hy the 
Indian public? — Not by the Indian public. 

2730. In the statuto it should be made compul- 
sory on Government to do sop — Exactly. At the end 
of the memorandum I specially mention these {mints. 

2731. And it should be made compulsory on 
Government not to depart from what you recom- 
mend, should l>e enacted by statutoP — The Indian 
currency system should no more bo worked by the 
mere decree of the executive; it should not depend 
on the will of the executive but should be baaed oil 
definite legal enactments. 

2782. That is the change that you want from tho 
pre-war system? — Yes, and a very important change. 

2733. (Chairman.) As I understand it, you think 
that every sharp or sudden or artificial change in 
the rate of exchange does harm to Homebody? — Yes. 

2734. Ami therefore you conclude that the fewer 
the changes the better, and that is why you are in 
favour of the maintenance of the present rate?— Yes. 

2735. And you consider that tho present rate is 
the result of the balance of economic forces rather 
than any artificial action P— One point was recently 
brought to my notice in this connection, and That 
is that Government has not been coining sufficient 
rupees. That might have contributed to the result 
to a certain extent, but largely speaking I should 
think it has been the result of economic forces. 

2736. ( Sir Maneckji Vadabhoy.) You have given 
two reasons for keeping the present rate— 
that it is both desirable and justifiable to 
take a higher rate of exchange than we Ijad before 
the war, not only because it would keep prices low 
for the masses, but further because it would give 
greater protection in the future against another 
rise in the price of silver. The first point my 
colleague, Sir Purshotamdas Thakurdas, has dealt 
with. I would like to ask one or two questions with 
reference to the protection which yon like to secure 
in future against another rise in the price of silver. 
You will admit that the extreme fluctuations in the 
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price of eilver during the war are not likely to recur 
again P — Unless we have another war or so. 

2737. Of. course if another war takes place, the 
currencies 'of the world will all be upset P — I cannot 
say that definitely, but more or less that will bo so. 

2738. Then your object is to provide a suitable 
margin by keeping this rate of Is. fid., I under- 
stand P — I have selected the Is. fid. rate because it 
is the existing rate and is likely to do the least 
harm to all concerned. But that is only a subsi- 
diary argument to my main point. 

9739. You want the present rate as it proiridoB a 
suitable margin of protection against the price of 
silver and the melting value of tho rupee P — Yes, it 
does. 

2740. And therefore you desire to keep that rateP 
Yes. 

2741. Will you tell mo what amount of margin as 
represented in pence would be a suitable provision P 
— That entiroly depends on tho actual riso in silver, 
and ono cannot make an estimate how far the price 
of silver may go in the future. 


2742. Take the last prico. In the last financial 
year we had fluctuations between 36 and 31d., and 
it went even lower down. Why do you mint 
to koop this extreme margin of safety P — I have said 
at the very outset that T have not selected this rate 
to provide a margin for the rise in the value of silver; 
that is not my argument at all; I simply point out 
by the way that if ever the prico of silver rose, 
there we would have u margin. 

2743. You have not considered in dealing with this 
question how the price of silver actually uffocts the 
position. You speak about protecting silver against 
a future rise. Then in making that assumption 
you have not taken tho actual margin of sufety that 
is required P — I never upproached the rate from that 
point of view. 

2744. It might be possible that a small margin 
would be an adequate protection P -Perhaps. 

2743. (Chairman.) There are no further supple- 
mentary questions to ask, [ think. £ should like 
to express our thanks to you for your assistance 
to-day and for your memorandum. 


( The t ritnenn withdrew.) 
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Professor (Ivan Chand 

2746. {(Chairman.) Professor Cyan Chaiul, you ar^ 
a Master of Arts and Professor of tho Economics 
Department in the Betiures Hindu University? — Yes. 

2747. Since when have you occupied that position P 
— I have been teaching economics for the last five 
years. 

2748. Before that, what was your position P — I was 
a student. 

2749 You have occupied that position since your 
student daysP — Yes. 

2760. You have been kind enough to furnish us 
with a very full memorandum* sotting out your views 
in relation to the Indian currency. If I may, I will 
ask you a few questions in order to ascertain tho 
degree of emphasis which you lay upon tho various 
points raised and to elucidate any matter which 
seems to require elucidation. It will be most con- 
venient if I torn, in the first place, to the summary 
of conclusions given in paragraph 22 of your 
memorandum. Will you, in the first place, tell us, 
in relation to your conclusion that India . should 
endeavour to have a gold standard, what in your 
opinion are the principal advantages to be gained 
by the adoption of a gold standard P — One advantage 

Appendix 1A. 

56588 


callod and examined. 

of the gold standard is that it will command the 
confidence of the people, Cold exchange standard 
somehow or other has begun to bo suspected, and 
if we can put gold standard in its place without 
creating any other embarrassment for ourselves, wo 
will thereby be creating an atmosphere of confidence. 

2751. Confidence in what? — Confidence in the basic 
features of the system. That it is a sound currency 
and likely to work well. A belief of that kind 
will he generated hy the establishment of a gold 
standard. 

2752. (Sir Alexander Murray.) At this end wo io 
not catch what the witness says? I was usked to say 
what will be the advantage of establishing a gold 
standard in the country. I say that one advantage 
will be that it will create an atmosphere of con- 
fidence. 

2753. (Chairman.) Then the further cpiestion was, 
confidence in whatP — Confidence in the fundamental 
basis of the currency system ; in its soundness. 

2754. What would soundness mean in that connec- 
tion? — Soundness would mean different things for 
different people. But a general belief that the cur- 
rency system of the country is being worked in the 
interest of the country makes the system a Bound 


-.■JLA, 
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system. The general feeling itself is a matter of bomo 
importance, and since the people are likely to have 
greater faith in gold standard rather than in gold 
exchange standard, that will certainly be a distinct 
advantage. 

2765. The confidence then would be that the system 
was in the interests of the country? — Yes. 

2750. What circumstances in the system would 
people fix u]H)ii as being in the interests of the 
country?- People generally do not reason about 
tilings very dourly. When they vaguely fool that 
the system is a gold system and it is worked in the 
in Wrests of the country, they are satisfied with it. 
If the reverse impression gets abroad, |>coplo feel 
differently, and then, in spite of the fact that the 
system is a good system, they are likely to distrust it. 

2757. Then, in tho first place, the advantage of 
the system would be in producing in the uniiistructod 
a sense of confidence? — 1 do not mean to suggest 
that it will create an atmosphere of confidence only 
among the un instructed. The number of people who 
understand currency system and currency matters is 
very small indeed. Even the instructed people are 
likely to have greater faith; even people wlm under- 
stand these things are likely to have greater faith in 
the gold standard rather than the gold exchange 
standnnl. I do not mean the illiterate mnsses only. 

2758. Ijct us then turn to the opinion of the 
instructed. 1 understand that, in your opinion, 
they, too. would think that the gold standard was 
in the interests of the country. Tliut, indeed, is 
your opinion as one among the instructed, is it not? 

1 merely put it that way; thnt people* in general 
will prefer to have gold standard rather than gold 
‘exchange standard. 

2759. Let me pass on from what you have very 

clearly described as the general atmosphere of con- 
fidence in the public at large to what arc the real 
reasons which, ill your opinion, would make the 
gold standard the best for the country?— It will to 
a certain extent simplify our exchange problem. In 
the immediate future probably exchange will have to 
he left to take care of itself; hut ultimately when 
gold standard can he established and conditions are 
ripe enough for the purpose 

2700. Conditions urn ripe enough for whntP--For 
the establish men t of the gold standard. The estab- 
lishment of gold standard will simplify the exchange 
problem. But it might not solve it. Then, also, it 
may need further looking after. But the problem of 
exchange will he simpler under gold standard than 
under gold exchange standard 

27G1. Will you outline the nature of the simplifica- 
tion which w r ould be effected hy the adoption of a 
gold standard?— I do believe that an exchange when 
gold standard is finally established will he looked 
after by the hanks, exchange hanks, though to a 
certain extent the hanks will need tho assistance of 
the Nutionul Currency Board whose establishment I 
recommend in the last paragraph of my memorandum 
This knowledge that gold is available in exchange 
both for internal and external purposes will create 
confidence and reduce the responsibility of the 
Government for the maintenance of exchange. The 
essential difference between tho gold exchange 
standard and gold standard is that while under tho 
former, that is under the gold exchange standard, 
gold is not available Tor internal purposes; under gold 
standard, gold is available for internal .purposes as 
well. 

2762. I understand it is your opinion that, if gold 
is made available for the internal purposes against 
rupees, it is unlikely that there will he any largo 
demand for gold to ho actually taken out for internal 
purposes? - Internal circulation, yes. 

2763. Let us distinguish between the purpose to 
which you have just referred for internal circulation 
and the further purpose for the conversion of silver 
hoards. What is your opinion as to the probability, 
if the right to obtain gold against silver be given, 
°f any amount being taken by the public in sub- 
stitution for silver hoards?— Do I understand it that 


1 am to give my opinion as to the amount of gold 
which will be required? 

2764. Whether any will he required, aud, if no, 
whether you can make any estiinute as to how much 
will bo roquired? — Gold is likely to be required for 
two purposes, one for the purpose of internal circula- 
tion and tho second for hoards and ornaments. As 
for internal circulation, I believe that tho amount of 
gold required will he very small indeed, and therefore 
we need not havo any misgivings oil that score. 

2765. Upon what do you base that opiiiiou?— Gold 
is unsuitable for every day payments. Payments are 
very small in most coses, and gold u» not likely to 
be passed from hand to hand. 

2766. Are you taking into consideration also, to 
any extent, the past experience of the Government 
nf India as regards the promotion of a gold circula- 
tion?-— Once or twieo they have tried to put gold 
into circulation, once between the years 1860 and 
1*70 and then again from 1900 to 1902, and on both 
the occasions gold came hack. It did not get into 
circulation. They tried to put it into circulation, 
but it returned to the Treasury; and therefore tho 
presumption is that the people are not likely to make 
use of gold for currency purposes to any considerable 
extent. From our own knowledge of economic life we 
know very well that for the masses gold iB unsuitable 
for everyday use. Their income is very small ; their 
payments are very small, and they are not likely to 
make use of gold. 

2767. Now let us take the second possibility?— 
That depends upon the rate at which gold iH avail- 
able. If the Government rate is not more favourable 
than the market rate, there is no reason why people* 
should go to tho Government when thev get ns much 
as they like in the market. They are already paying 
as much money for this un productive use as 
they can, and I do not see any reason why people 
are likely to go to the Government when Government 
is prepared to give it at the same rate as thev can 
get it in tho market. 

2768. Do I understand this to he your opinion, 
that the demand for fresh gold for hoards and for 
ornaments would continue to ho supplied through 
private sources as at present?— It should he supplied 
hy private sources. 

2769. Then there is the third possibility to which 
I would -refer you, and that is if gold is freely 
available against rupee* it might result in the con- 
version of lurge hoards of silver rupees which at 
present may be held in the country. What is your 
opinion as to that possibility? — Wo do not know 
as a matter of fact the magnitude of these 
hoards. We cannot calculate what is the amount of 
rupees which aro lying in hoards; hut wo take it 
lor granted that the fact that the people do not 
now convert silver into gold shows that they prefer 
silver to gold under the present circumstances. 
They prefer to preserve their hoards in that form 
and so they aro likely to do the same if the gold 
standard is established. The mere fact that the 
Government is prepared to give gold does not make 
them more eager to get gold. 

2770. Let me put a further supposition to you in 
this connection. I understand it is your advice that, 
on the adoption of the gold standard, the rupee 
should continue to be unlimited legal tender?— It is 
not my advice. But I think that it ia not poasihle 
to dethrone rupees for some time to come. 

2771. That is what I wanted to ask youP— I would,* 
if I had my way, like the rupeo to go. But it would 
lead to some embarrassment and ia likely to create 
trouble. It is not in our hands to withdraw rupees 
from circulation, after they have occupied a very 
prominent position all these years. 

2772. Referring to this possibility, you soy 
in paragraph 12:—“ The remedy will be heroic 
and possibly efficacious, but as far as it is possible 
to look ahead, it will not be practicable.” I want 
to ask you why, in your opinion, the* limitation of 
the legal tender of the rupee, as far as it is possible 
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to look ahead, will not be practicable?— Well, on 
account of a very old and long established habit 
people have come to believe that the rupee is the 
standard coin of the country. They have put by 
their money on that supposition; contracts have 
been entered into on that supposition; and if you 
now demonetise the rupee or make it a token coin 
in the ordinary sense of the word, that will bo 
considered a breach of faith and the masses are 
likely to feel it much more than any other measure 
which Government is likely to takn for establishing 
a sound system of currency in the country. 

2773. 1 did not quite apprehend your last sentence; 
might I have it again P — I said people have como to 
believe that tho rupee is the standard coin; all their 
contracts have been entered into on that supposi- 
tion; money has been put by in hoards, and if you 
dethrone the rupee from its position the people will 
consider it a breach of public faith and it iB likely 
to cause a very great amount of dissatisfaction. 

2774. But under your proposal, as I understand 
it, for the final introduction of the gold standard, 
you would be prepared that the Government should 
take in rupees and pay out gold at whatever the 
rate then was? — Yes. 

2775. After that right had been conferred upon 
the public for a period, would you consider that 
after that period it would still be in the nature of 
a breach of faith with the public to limit the legal 
tender of the rupee P- The period will have to be 
very long; long enough to make the people feel that 
the change is going to be brought about. I will 
also supposn that the people have been weaned 
from their habit of using silver rupees. Just now 
they seem to prefer silver rupees to note and gold. 
If after the gold standard has been established a 
period long enough to get people accustomed to the 
new state of tilings is allowed to lapse, then possibly 
it will be practicable to make tho silver rupee 
limited legal tender. 

2776. Wliat considerations should be taken into 
Account if an effort were made to estimate how long 
that period should hep It is really very difficult to 
say. It will all depend upon economic conditions in 
India, and also the habits of the people, whether 
they have taken to gold and notes more readily than 
they wore doing before. 

2777. What economic conditions will he relevant 
in this connection ?- The greater economic prosperity 
of the people and their ability to do without a small 
coin like the silver rupee. If people arc prosperous 
and payments are comparatively large, rupees can 
certainly be done away with. 

2778. If we look forward to a time at which it was 
equitable to limit the legal tender of the rupee would 
that, in your opinion, have any very grout effect 
upon the amount of rupees in active circulation P — 
Well it depends on whether you make rupees limited 
legal tender up to a thousand rupees. I mean if 
the legal tender is limited up to a thousand rupees 
and not above, then it may not affect that amount. 

2770. Let me take some more usual figure, say, 
fifty rupees P— Well, 1 think if you fix that amount, 
to a certain extent I cannot say how much the active 
circulation of rupees will be decreased because rupees 
Are being used for contracts involving very big 
amounts, not thousands but certainly they are being 
used in hundreds, and if you make it legal tender 
only up to Hs. 50 I daresay the active circulation of 
rupees will he thereby decreased. 

2780. One cannot of course make a precise estimate 
about so hypothetical a matter, but would you be 
contemplating a very substantial increase of rupees 
in circulation some 5 or 10 per cent, increase or a 
sum of that order P — I will take two things into 
account, first, the limitation regarding legal tender, 
and secondly the economic condition of tho people. 
If people are better off and their individual pay- 
ments are bigger than they are to-day then the 
reduction of the silver rupee circulation will 
certainly be substantial. But if people continue to 
w poor, as poor as they are to-day, then I do not 


anticipate any appreciable reduction in the circula- 
tion of. the silver rupee. It all depends upon the 
economic prosperity of the people. 

2781. I wunl now to call your attention to the 
question of the degree to which it would he necessary 

accumulate gold in the 'reserves before, in your 
opinion, it would lie safe to take the step of the intro- 
duction of a full gold standard. I think somewhere 
in your memorandum, if I remember aright, you 
express tho opinion that there should he a reserve 
of .50 per cent-., do you not?- At present what I say is 
just this, that wo have got about 200 crores of rupees 
in circulation and wo have about ] 8 n crores of notes 
in circulation. If w*e convert our silver rupees into 
paper currency reserve and our sterling securities 
into gold wo can get alioiit .50 per cent., of gold as 
a hacking for rupees and notes in circulation, and 
that I should consider adequate under the circum- 
stances. 

2782. That is ii|kui your assumption that there 
would in fact la?, as tho result of this step, no great 
demand for gold to ho taken out either in the form 
of currency or in substitution for silver hoards P — 
Well, even if we allow some substitution for silver 
rupees by gold, still 50 per cent, ought to he enough 
as a hacking for silver rupees and currency notes. 
It is a very big amount and I daresay it will carry 
us through. 

2786. Now let me put to you the supposition, 
which I ask you to accept knowing that it is a mere 
supposition, that there are 1.50 crores of silver rupees 
in hoards; and let mo put to 3*011 the further 
supposition that the result of the adoption of this 
measure, that is, the introduction of the gold 
standard, led to a demand for gold in substitution 
of the whole or the greater part of the silver hoards 
of the country; in tho first place, you would agree, 
1 imagine, that that is a possibility though you do 
not look upon it as a probability?- 1 consider it a 
possibility so very remote as not to bo worth while 
taking into account. 

2784. So 1 understand. Now lot me ask 3*011 to 
make a further supposition, that some such demand 
dot's arise. Under those circumstances would you 
consider that the reserves to which 3*011 have referred 
would ho adequate for the safe introduction of the 
meusurop- These reserves havo been taken just for 
the purpose of illustration. I do not attach much 
importance to them. The total amount nccording 
to mo will amount to about 170 crores; if 150 crores 
of rupees are in hoards and all of them seek con- 
version the gold standard will certainly break down. 

2785. It is making suppositions that you do not 
desire to make?— I would not like to subscribe to 
them. 

2780. (Choinnnn.) Ho I understand. Of course 
tho answer to my question is, ns it wore, a necessary 
answer. Now let me proceed to the next step, but 
before 1 do that 1 think I might ask if there are 
any supplementary questions on that point, as I am 
now going to introduce a new topic. 

2787. (Sir Hajendmnnth Mookerjee.) Having 
regard to the fact that within tho last few yearo 
there has been established a system of co-operative 
hanks in the villages, and also to the fact that tho 
Imperial Bank has established nearly 100 branches 
all over tho county*, is the habit of hoarding for 
which the Indian has been noted, in your opinion, 
on tho incroaso or 011 tho declinoP — If wo are to 
judge from the amount of gold imported — 

2788. I am not talking about silver or gold but 
about the Indian’s habit of hoarding P — Yes, one very 
good index of whether the habit is increasing or 
decreasing is to find out the total amount of gold 
that is imported for consumption purposes. 

2789. Considering that the hanking system is fast 
spreading all over the country, is it not possible 
that the habit of hoarding is now on the decrease? 
— Well it is very difficult to make a definite state- 
ment on that point, but, as I was saying, one very 
good index for finding out as to whether this habit 
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i a increasing or decreasing is to find out the amount 
of gold we are importing every year; and that aa 
you know very well has been increasing. Last year 
it was 70 crores. Tho whole of it haB gone into 
hoards; and I presume the habit ia certainly not 
decreasing very much. 

2790. Then let mo put to you another question. 
Over 70 per cent, of the people are cultivators, 70 
per cent, of the Indian population ?— Certainly. 

2791. And they have within the last few years 
since the War been living from hand to mouth? — 
I take it that ia so. 

2702. Most of them havo only two meals a day P — I 
would not say most of them ; some of them. 

2793. Very good, hut they are very hard up. For 
the last few years, time has been very hard for them. 
Do you think they can now afford to hoard to any- 
thing like the extent they used to do when they had 
prosperous times?- 1 do not believe that the culti- 
vators arc worse off than before. They are poor; 
their standard of living ought to be raised and that 
will depend upon the economic development of the 
country, but their capacity for hoarding has 
not decreased during the last few years of the War 
and since tho War there has been no appreciable 
deterioration in their economic condition. 

2794. There is another question I should like to 
ask you on this heading: They hoard these coins 
to meet their necessities during the time of famine 
or other contingencies, is it not? — And ulso for 
social and religious purposes. 

2796. Therefore do you think thono people who 
hoard u small amount of coin would he inclinod to 
change their silver into gold or that they will keep 
the silver in order to facilitate their expending the 
money as and when Ihoy like to do so? — 1 do beliovo 
that tho establishment of a gold standard would not 
lead to a great demand for gold lor conversion. 

2796. (Pro/essor Coyajee.) Assuming that the in- 
troduction of a gold standard wa« simultaneous with 
the rupee being deprived of full legal tender, in that 
case the demand for conversion of rupees into gold 
would be very large?— It would be considerably 
greater than it would otherwise be. 

2797. And perhaps some of the notes might come 
forward for being converted? — 'About that 1 am not 
in a position to express any definite opinion. T 
Should think that there is no reason why the number 
of notes which aro likely to be converted into gold 
will lie increased. 

2798. I will tell you why: 1 will make a suggestion. 
Suppose silver was being thus demonetised ; tho 
owners of silver ornaments would also like to ex- 
change them for gold und the instrumentality for 
such conversion would be to sell the silver for notes 
or rupees and present them for being oxchangod into 
gold?— We have got to assume that the demonotisa- 
tion of silver rupees will lead to a demand on the 
part of the cultivators to convert their ornaments 
into gold. The value of these ornaments is not very 
large and they are required for social and religious 
purposes and I believe thu>t there will lie no general 
or widespread desire to convert their ornaments into 
gold. 

2799. Don’t you think tho demonetisation of the 
rupee and the sale of a portion of the rupee would 
lead to a fall in the price of silver and to the ex- 
pectation of a still greater fall, and will not that 
induce the owners of silver ornaments or hoards to 
try and sell as soon as possible? — It is very difficult 
to say how the masses are going to behave, bocniwu 
the considerations of what wo call the crowd inind 
have got to he taken into account; and as you know 
the working of the crowd mind ia very tricky and 
inexplicable; but all the same, if there is a general 
belief that the price of silver is going to fall, then 
there might be a considerably large amount of con- 
version of ornaments into gold ; but as the .process of 
introduction of the gold standard will tnko time, I 
do not think that there will he a sudden and general 
depreciation in the price of silver. 

2800. (Sir Maneckji Thutabhoy.) This process of 
hoarding has been going on in this country prac- 


tically, we may say, for centuries?— ginee time im- 
memorial. 

2801. And this hoarding, as 1 understand, is partly 
in gold and partly in silver : when it takes the shape 
of gold it is a sort of investment in ornaments, is it 
not?— Generally. 

2802. And not for tho purpose of laying by for a 
bad season or anything like that? — People do convert 
their ornaments into money if tihey have bad times. 

2803. But otherwise they always keep a certain 
amount in silver for the purpose of immediate re- 
quirements, is it not, against bad harvest and bad 
times?— Do you mean to say silver coins? 

2804. Yes P— They do keep a certain amount of 
money in silver coins. 

2805. And this appetite for hoarding gold is now 
in a great raousurc satisfied by private imports? — 
That it is. 

2806. Then do you think that the introduction of a 
gold standard will in any way accelerate tho hoard- 
ing any further?— 1 definitely do mot. 1 have said 
that much in tho memorandum. 

2807. And silver will still continue to form a part 
of tho hoardings?— To a certain extent; hut os the 
IXMiple grow richer they will take more to gold and 
lea vo silver. 

2806. And that will be >a very slow and gradual 
process? — Yes, since the economic development is 
going to be slow. 

2809. And it will not interfere with the intro- 
duction of the gold standard? — It should not. 

2810. (Chairman.) It is not quite clear to the 
witness whether your questions proceed upon tho 
basis of a previous limitation of the legal tender of 
the rupee or no such limitation. 

2811. (Sir Maneckji Dadabhoy.) I think, Sir, tho 
witness made it clear in his answers to you that he 
did put a limit on the legal tender of the rupee. 

2812. (Chairman). J am not quite clear whether he 
was answering them on the basis of a limited legal 
tender of tho rupee or not. Which were you assum- 
ing in your answer? -If there iN unlimited legal 
rupee tender, then there will be no increase in the 
demand for gold for hoarding on account of the es- 
tablishment of a gold standard. But if the rupee 
is made limited legal tender there will be to a 
certain extent — to what extent T cannot say— an 
increase in the demand for gold; but it will not be 
rto very heavy os to make the establishment of a gold 
standard an impassibility in this country. 

2813. (Sir Maneckji Dmlabhoy.) One little further 
information: in discussing the gold standard and the 
gold exchange standard, you say in paragraph 2 
that the gold exchange standard has been 
thoroughly discredited by events end then you go on 
to discuss that question. T would like to know 
whether this gold standard has failed on account of 
its intrinsic imperfections or because it has been 
badly and incorrectly managed? 

2814. (Chairman.) Might we keep that question 
for just a little later period in the examination, be- 
cause I think it would come more easily to the witness 
to answer it a little later P 

2815. (SW Henry Strakosch.) I should like to ask 
the Professor why he considers that the introduction 
of tho gold standard with gold in circulation in this 
country would make it easier to maintain the ex- 
change value of the rupee P— My position is just this, 
that if people believed that a gold standard has been 
established in the country the banking development 
of the country will take place on that basis, that is a 
country is on a gold basis and rupees and currency 
notes can be converted into gold. Now, as in other 
countries, banks are doing a great deal of the ex- 
change business and can to a certain extent help in 
the maintenance of a rate of exchange, here also the 
banks will be able to perform that function, knowing 
that the country is on a gold basis. 

2816 . But would you regard gold in circulation in 
the pockets of the people as a valuable reserve to 
stabilise the external value of the rupee?— That l 
would not; but I should think that gold in the bank 
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reserve and the currency reserve will certainly be 
utilised for supporting exchange. 

2817. 1 see. You ulso mentioned tlvut you do not 
expect a large anunint of gold to enter into active 
circulation P — Yet*, into active circulation. 

2818. Therefore, you are relying on the banking 
reserves and currency reserves for the maintenance 
of the exchange value of the rui>oo under the gold 
standard system with gold in circulation P — Yes, to a 
certain extent on banking reserves -but also, as 1 
point out Inter on, upon investing a portion of the 
currency reserve. 

2819. To what extent does that differ from a gold 
exchange standard system in regard to the mainten- 
ance of exchange at gold parP — Kor the present we 
depend only upon the gold standard reserve and the 
currency reserve. Then we will huve gold in the 
banking reserve of the country here, and that can 
supplement to <a certain extent the process of 
maintenance. 

2820. Would you say it is wrong that the amount 
of reserves in the currency reserve and in the bank- 
ing reserve would have to bo smaller under an 
effective gold standard with gold in circulation as 
compared with a gold exchange standard? — May I 
request you to repeat that question? 

2821. 'Would you regard tho amount of gold re- 
serves held for currency and banking purposes under 
tho gold standard would -lie smaller then under the 
gold exchange standard ? — As I believe that under the 
gold standard the amount of gold in circulation will 
not be very lurge, tho establishment of a gold 
standard will not affect the amount of gold in tlic 
curroncy and bunking reser ves to uny appreciable 
extent. 

2822. You said that you would be advocating a 
gold standard with gold in circulation provided it 
does not cause damage to (India’s economic life? It 
would not cause any damage, hut peoplo will not he 
prepared to use it as it is unsuitable for overy-duy 
life. 

2823. Perhaps I ought to explain more clearly 
whut 1 meant. You suy that you would bo advocat- 
ing a gold standard' if the introduction of the gold 
standard does not produce reactions on Ind'a which 
may be detrimental to the country. I have in mind 
this, that the introduction of a large amount of gold 
from the stock of gold money which exists in the 
world might possibly have an influence on prices 
which would naturally and automatically react ujioii 
prices in India. Have you thought what the re- 
actions might be? -Do I understand you aright 
when I suy that you want me to toll you whether the 
introduction of a gold standard will dislocate the 
economic life of tho country to an appreciable ex- 
tent? 

2824. YesP — When the time is ripe for it 1 do not 
anticipate any serious inconvenience. 

2825. You do not therefore believe that the diver- 
sion of a very substantial amount of gold from the 
stock of gold money in the world will have any effect 
upon prices? — Diversion from the use in other 
countries to use in India, that is what you meanP 

2820. YeeP—The influx of gold into India on 
account of the establishment of a gold standard will 
not increase very much and therefore the world need 
not lie afraid of India upsetting their economic life 
on account of tlie establishment of a gold standard ; 
but even if it does cause a certain amount of incon- 
venience and appreciation of money on account of the 
increased demand for gold I would not postpone the 
establ ish ment of gold standard in this country on 
account of a possible appreciation of money in the 
countries of the world. . . 

2827. But may I put this to you? You said that 
you would advocate the introduction of tlie gold 
standard when there was accumulated sufficient gold 
to cover the rupee circulation and note circulation 
by GO per cent, and that you had taken the rupeo 
circulation to be 200 crores which would not include 
any gold that might go into 'hoard® in substitution 
for silver for the present silver hoards. The total 
amount of called for under your system 
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merely to cover 50 per cent, of the rupees and notes 
would, I reckon, be in the neighbourhood of 180 
crores?- -Yes, that is tlie amount. 

2828. To which lio* to lie nddod tho amount tluit 
might conceivably go into the hoards in replacement 
«f silver? Well, as L have made it quite clear 
already, 1 don’t expect much to go into hoards on 
account of tho establishment of the gold standard. 

2829. Would you say that 21) crores might con- 
ceivably go into hoards?— • We con tako that amount, 
just for supposition. 

2830. Then we have a total requirement of gold 
for this country, tho main portion of which would not 
be avoidable, l take it, for currency purposes in the 
proper sense, of 200 crores. How much gold have we 
now available? We have got about 22 crores I 
believe in the paper currency reserve, havn’t weP 
Then us regards the process of introduction of the 
gold standard into India, 1 mean, we noed not 
introduce the gold standard at once. We can 
gradually convert our securities into gold and if 
we want to, we can also convert our silver rupees 
into gold and thereby accumulate a stock of gold 
without causing serious inconvenieuce to the gold 
market of the world. 

2831. But it is true to say that if we did intro- 
duce tho gold stand artl to-day, the requirement* 
would be 200 crores, less 22 crores? — Yes, about 
180 crores. 

2832. ltoughly 180 crores. You don’t think that 
the witdrawul of 180 crores, even if spread over 
a period of, say, five years, would have any appreci- 
able effect upon the gold prico?~ -There is a lot of 
gold lying in America which sho could easily get rid 
of to her benefit and to tho benefit of tlie world. 
Well, we could got hold of that gold, wo can establish 
the gold standard, und the world won’t bo tho worse 
off on that account. 

2833. (Mr. Preston.) I think some few moments 
ago in reply to u question from tho Chairman, you 
stated that some years ago Government allowed 
gold to go out in return for notes and silver sent 
in and you said that that gold shortly afterwards 
returned to currency, is that a factP — Yes, that is 
a fact. 

2834. Now, as illustrating my point, 1 would just 
like to ask you this question. During the crisis 
(I am now quoting official figures)— during the crisis 
of 1907-8 while £4,179,000 in gold was withdrawn 
by tho public from the .paper currency reserve, 
only £250,000 was exported on private account, and 
the bulanco ull went into hoards. Would that alter 
your reply to the Chairman?--! do not catch your 
point. May 1 request you to put it again. 

2835. 1 will repeat it perhups in a simpler form. 
You suid, some years ago gold was applied for from 
the paper currency reserve, was given out, tho takers 
of the gold hud no use for it und returned it back 
to the paper currency ? — Yes. That is a fact. 

2830. 1 am now quoting from an official document? 
suppose from the Chamberlain Commission’s 
Report. 

2837. Yes, this is from the Report of tho Com- 
mission. This fact is borne out by the official 
records. “ During the crisis of 1907-8 (that was 
the American crisis — and this wus done under, 1 
think 1 am correct in saying, a sort of compulsion 
almost, ut any rate, pressure) while £4,179,000 ill 
gold wus withdrawn in India by the public from tho 
paper currency reserve, only £250,000 of that amount 
was exported on private account and the baluntio 
was all sent into hoards.” Will that alter your first 
reply?- Do I tako you to mean that you want me 
to tell you whether, if people have got gold, thoy 
will make it available for international payment P 

2838. No; you said at first, briefly, that gold was 
taken out, that it was found not to he wanted and 
was sent back. This document says that 4 million 
pounds war taken out and vanished?— Yes, it did 
go into hoards. 

2839. ( Sir Reginald Mant.) Professor, I understood 
you to say in reply to the Chairman that you didn’t 

K 3 



150 ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE : 

4 December, 1025.] Professor Gtan Chand. [Continued. 


think there is or will be any general desire on the 
part of the people who have hoards of silver to 
convert those hoards into gold? — Yes, the desire 
should not increase on account of the establishment 
of the gold standard. 

2840. Hut didn’t you say there is not any great 
deBire at present? Do you think there is at present 
a tendency to exchange the silver hoards into gold? 
— -Well, they are keeping as much gold as they can 
or want to in hourds and the ainouut of silver 
rii|jees that are in hoards are likely to reinaiu in 
hourds even if 3*011 establish the gold standard. 

2841. Then the people are not at present chang- 
ing their silver rupees into gold? Is that your 
position?- -The amount of gold thut we are import- 
ing shows thut to a <*?rtnin extent that is being done. 

2842. That is what I want to elucidate? — What l 
mean is that the people can, even if you do not 
establish the gold standard, they can continue to 
convert their silver rupees into gold without limit- 
ation and thero is no reason why the establishment 
of the gold standard should make them more eager 
to do so. 

2843. Quite so. I set; that point. Hut what 1 
wanted to dear up is whether .you think that people 
aro at present converting their silver hoards into 
gold. You reform! to the very large imports of 
gold lust year, somewhere in tho neigh hour hood of 
73 crores, and you said that that gold went into 
hoards. Now I ask 3*011 whethor you think that wus 
in addition to the previous hoards or whether it 
was to a large extent in substitution for silver? — 
Well, it is very difficult to make a definite statement 
011 that point. Hut my own belief is that the 
increased demand for gold is due to good harvests 
and the cheapness of gold. Gold is comparatively 
cheaper, and people are demanding gold not because 
they want their silver hoards in gold but because 
they want to put by money in that form. 

2844. Hut do you think they could put by in one 
year an additional amount of 73 crores? -The entire 
amount is not additional. We had been importing 
a considerable amount before. Our pre-war average 
was 31 crores. Now this 40 crores, with good harvests 
and a decreased demand for imports, is not a very 
lurgo figure to put by out of unnual savings. 

2845. You think thon that tho aggregate amount 
of hoards lust year was increased by 40 croros of 
rupees? — Well, I take these three factors into 
account; the first is a good harvest, tho second is a 
decreased demand for imports and the third is the 
cheapness of gold. Taking all these three things 
together, 1 do think that the additional gold which 
has been imported is due to annual savings and not 
due to the conversion of silver rupees into gold. To 
a certain extent silver rupees may have been con- 
verted into gold, but generally speaking, I should 
say, it is out of the unnual income that this gold 
has been purchased. 

2840. ( Sir ranhatamdax Thai; urdus.) Professor 
Gy an Chand, 3*0 u refer to the rather phenomenal 
figure of 73 crores of gold imported last year and 
you thereby indicate that the tendency to hoard 
has not decreased. Don’t you think that it would 
he more correct, in order to arrive at a conclusion, 
to strike ail uverage for 5 or 10 years? Would you 
go only by the figure of one year to find out whether 
the habit has been on the increase or whether it is 
only a bringing up of the average after the deficit 
that may havo prevailed in previous years ? — 1 would 
take the average ns the better index. 

28-17. You would, wouldn’t you? Now you your- 
self said that the pre-wur figure for imports of gold 
was uhout 31 crores P— Yes, it was that amount. 

2843. U with this figure of 73 crores from the year 
1014-15 to tho year 1024-25, the average per year 
should work out to 16 croros, what would you say? 
I mean would you not say that the 73 croreB should 
not be looked upon as a phenomenal figure but should 
bo looked upon ns a figure which helps to make up 
the vacuum which existed in India of the gold 


requirements of the people for ornaments or for 
hoards, and that tho 73 crores figure should not be 
made much of? — 1 would not make much of it, but 
at the same time 1 would say that the fact that out 
of the income of tho people they are prepared to 
invest 73 crores in a year shows that they are still 
addicted to gold, that they want to get hold of as 
much gold as they can. 

2849. Now they are only making up to the 
average, whether it is out of the currency or out of 
what they didn't buy in puBt years — but you will 
admit that, with this figure of 73 crores of last 
year, India has not taken more than what she took 
before the war? — On the average she has not. 

2850. If the pre-war years show ail average of 31 
crores or 28*82 as the official figure haB it and if 
with this figure of 73 crores the average for 10 years, 
works out to 16 crores, would you say that she has 
taken more? — No, I would not say that. 

2851. Regarding the question of the total require- 
ments of India for gold a certain proportion of the 
quantity which is imported must be used for genuine 
requirements such as ornaments, just like people in 
any other part of the world do? - - Yes, a very large 
proportion is used for ornaments. 

2851a. 'Would you mind saying what is the pro- 
portion which should be allowed for genuine require- 
ments such as ornaments, etc., and what percentage 
should be looked upon as the amount for hoards? — 
It will be merely guess work, but 1 will say 60 per 
cent. 

2852. Half and half?— At least. 

2853. If the total quantity of gold taken on an 
average by India before the war works out to India’s 
genuine proportion of the total production of gold 
in the world comparud with the population of the 
world, namely, India's population as one-fifth and 
she takes one-fifth of the total gold production, do 
you think thut any part of the world has uny right 
to complain?— No part of the world bos any right 
to complain that India chooses to take gold. It is 
our own concern. 

2854. Excuse me. That is another point. Going 
on proportions and going on the share due to India 
as forming one-fifth of the total population of the 
world, would not India be entitled to one-fifth of the 
total production of gold if she took only that? — 1 
woukl not go on the population basis. 1 would take 
tho real purchasing power of the country, and that 
is not one-fifth of the total purchasing power of the 
world. 

2855. Then wlint would you go on that would 
enable us to come to the excess that you think India 
takes? — .Well, I will have to take an economic survey 
of the whole world. 

2856. Have you struck upon any figure like that? 
— It is very difficult. We don't know how much 
India produces, not to say the world. 

2857. But if you went on u population basis and 
if India took her share of the total production, then 
taking that basis to be granted for argument’s sake, 
India doeB not look like being the sink of the gold 
in the world? — That she does not. Hut os 1 have, 
pointed out, the population basis is not the correct’ 
basis. 

2858. Until we find out some other basis, we can- 
not arrive at data P— No. 

2850. (Sir Alexander Murray.) You were answering 
Sir Purshotamdas just on the assumption that his 
figures were correct? — Yes. 

2860. And if they are not correct, that would pro- 
bably alter your conclusion P— But there is not the 
slightest doubt about it that India did not get her 
duo share during the war and the fact remains that 
part of the demand is due to the deficiency during 
the last few years. 

2861. (Sir Purnhotamdus Thakwdas.) May I, Sir, 
on this point, give my figures to Professor Gysn 
Chand and ask him to confirm them? 

2862. {Chairman.) These are the figures of the 
import of gold on private account. What would the 
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question to Professor Gyan Chand be? He, of 
course, cannot tell us whether he considers the official 
figures hare been accurately bused or are inuocurate. 

9663. (Sir Purahotamdaa Thakurdua .) No, but 
whether the rough calculation which 1 have given is 
inaccurate or not? 

2864. (Chairman.) Certainly, if you will give him 
the calculation. 

9865. (Sir Alexander Murray.) I think Sir 
Purshotutndas is quoting imports on private account 
only and he has overlooked the fact that there were 
Government imports which were actually put into 
circulation. The actual consumption does not com- 
pare with these figures that have been given at all. 

2866. (Sir Purahotamdaa Thakurdua.) 1 am quite 
prepared to let Professor Gyan Chand add any sup- 
plementary figures that Sir Alexander Murray may 
be pleased to give. 


2867. (Chairman.) One moment. Is not this a 
matter which we could really clear up best amongst 
ourselves, or do you think Professor Gyan Chand has 
special know ledge P 

2868. (Sir Purahotamdaa Thakurdua.) 1 submit, Sir, 
that if this is u matter which we should not discuss 
here, Sir Alexander Murray should not have put the 
question he did whether the witness’s conclusion 
would vary in proportion to the correctness of my 
figures, and I think it is due to me and to Professor 
Gyan Chand that the point should ho cleared up. 
What I said is always subject to correction by Sir 
Alexander Murray. 

2869. ((.'hair man.) liet us put the figures to 
Professor Gyan Chain I nml see what lie says. 

2870. (Sir Pur shot aw das Thakurdua.) If you will 
oblige me by taking the figures down— 


Imports of gold in 


1924-25 

Lnkha. 

73,78 

1993-24 

29,19 

1922-23 

41,18 

1921-22 

-2,79 

1920-21 

-8,88 

1919-20 

10,97 

1918-19 

2,00 

1917-18 

21,46 

1916-17 

4,20 

1915-16 

4,90 

1914-15 

8,45 


— I am not very good at figures, so some allowance 
must lie -made for mistakes. 1 think it wurks out to 
17 croros. 

2871. (Sir Purahotamdaa Thakurdua.) Did I not 
sny 16 croros. Sir Alexander will now supplement 
the above with figures for imports oil Government 
account. 

2872. (Sir Alexander Murray.) All I wish to point 
out to Sir Purshotamdas is that the figures he is 
giving nre the figures <rf private imports and they do 
not include the Government imports much of which 
were actually put into circulation by Government by 
these sales and by the minting of gold inohurs,— that 
is by the sales of gold made by Government, gold 
coin, sovereigns and also gold inohurs. And as a 
matter of fact, if you will turn to Appendix 111 (you 
have been quoting from Appendix II to the historical 
memorandum) you will see that the figures cannot 
possibly be complete because, taking the year 1918-19 
you say that there were only on private account 
imported 2 lakhs of gold ooin and bullion, but as a 
matter of foci in 1918-19 there were Ha. 521 laklw 
absorbed in sovereigns and half-sovereigns alone. 
And in addition to that, there were 60 lakhs of gold 
mohttra taken. Then, if you come down to the years 
1991-22, you say that there was actually net exports 
of gold ooin and bullion, but if you look at the 
corresponding figures for the total absorption you 
will find that there were 976 lakhs in 1991-22 and 
943 lakhs in 1932-23 taken in the form of gold com 
alone. 

2873. (Sir Purahotam'ias Thakurdaa.) Quite correct. 
But I thought that you were now giving your figures 
to complete the statement. That is what I expect 


66588 


that you are going to do. Now, we will add and 
supplement the figures in Appendix 1T1, and let us 
see whether the figures that I gave Professor Gyan 
Chand were misleading or not? 

2874. (Chairman.) 1 think we must confine our 
questions to such a form us can be put to the witness. 
Sir Purshotamdas, cun you put any further 
elucidatory question on the point with which you 
have been dealing in a form in which the witness 
can enlighten ns ; and then possibly if Sir Alexander 
Murray has any further elucidatory question he will 
put it in the same form. 

2875. (Sir Purahotamdaa Thnkuidua.) Professor 
Gyan Chand, Sir Alexander Murray has ex- 
pressed a doubt -regarding the figures I have 
given. Do the figures 1 gave appear to yon 
to work out to 16 crores us the average 
consumption ol‘ gold hy India for the years men- 
tioned?- -Well, any other figures that might have 
been added would lint have raised the amount above 
20 crores, and the point will remain that India has 
been starved during the war years and that she is 
trying to make up the deficiency now. 

2876. Therefore if any supplement is to be given, 
it is to be given by any ]>erson who wishes to bring 
the aggregate up?— Hut that aren’t alFect the 
validity of the point. 

2877. That is dear us far as 1 am concerned. The 
total net import of gold coin and bullion during the 
period 1914-15 to 1924-25 is given ns under in official 
papers put before the Cokin mission : — 

Private account llx. 182,48 lakhs. 

Government uecount ,, 43,57 

(1924-25 figures lieing 

for 11 mouths). 


Totul 226,05 for eleven 

years. 

Average per year ,, 29,55 lakhs. 

2878. (,S’?r Norrot Warren.) With regard to these 
hidden hoards of coin nnd ornaments, wlisit propor- 
tion would you say was held by the sowonrs and the 
chetti co in in unity as securities for loans given to the 
people? — It is really very difficult to nnswer that 
question. 

2879. Would you say a third?--! would nut hnxard 
any guess. 

2880. Would you agree it is a third?--! would not 
say anything on the point. 

2881. Is it not a considerable amount? — You see 
it is very difficult to be |uisitivo oil that point 
Wiiiise it requires careful investigation of the actual 
conditions. The amount held by the depressed classes 
from the chetti community is really incalculable 
under present circumstances. 

2882. (Chairman.) Now 1 am going on to another 
aspect. Should l he fair in summarising your intro- 
ductory analysis as to the working of the pre-war 
exchange standard nnd your comments upon 
criticisms made upon tliut standard in the phrase 
that, in your opinion, before the war the exchange 
standard system was not given a fair chanco, and 
that such adverse circumstances ns occurred were 
due rattier to a misunderstanding or unskilful use of 
the exchange standard than to any inherent defects 
in the system itself?- 1 would not question the 
efficiency of the Government oft India, hut what L 
would say is that they drifted into a position 
the full consequences of which they failed to under- 
stand, and therefore one cannot condemn the ex- 
change standard merely because on two occasions— 
in 1907 nml then again in 1914— they allowed the 
rute of exchange to full below the gold point. They 
did not quite understand wlmt the gold exchange 
standard meant. It was the Habingtmi-Smith Com- 
mittee that recommended that Government should 
sell reverse councils without any limit. If you have 
effective gold exchange stundurd there need be no 
doubt on that point that the Government is prepared 
to sell reverse council bills to meet the requirements 
of trade, nml there should he no limit on the amount. 

K 4 
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2883. Nevertheless, ns I follow out the reasoning 
of your memorandum, I find, do I not, that you do 
not recommend any effort to re-establish now an 
improvod exchange standard P- -I have two reasons 
for it. 

2884. That is the proper interpretation of your 
recommendation, is it not? You do not recommend 
the introduction of an exchange standard, even an 
improved exchange standard? — Unless wo can have 
some measure of international co-operation. 

2885. What is your reason for that P— In the first 
place, it is very difficult to choose the rate for the 
time being at which the rupee can be stabilised. 
In the second place, the world prices ure fluctuating, 
and if the exchange standard is to work well, the 
prices should he stable on both sides -comparatively 
stable in India and comparatively stable in the other 
countries of the world. Well, 1 do not see any 
likelihood of prices becoming stable for a long time 
to como, and therefore [ atn not in favour of an 
exchange standard being established in this country. 

2886. Do you think it will ever be possible to 
achieve stability of prices? — Not absolute stability 
of prices, but comparative stability of prices should 
certainly be attainable; and if the world knows its 
own interests, it ought to take measures to stabilise 
prices as soon as possible. 

2887. Do you see any features in the present situa- 
tion such as would lead you to expoct in the fore- 
seeable future any sharp change in price leveUP - 
In the first place wo have got to take into account 
the possibility of a cheap money campaign in 
America. America is liuble to these fits, and one 
does not know whether the Federal Reserve Board 
will not submit to political pressure and we may 
then have a cheap money campaign in that country. 
Then we should tnkc into account the fact that 
Franco has got to stabilise her currency system yet, 
and Italy has got to do it. In Sweden prices are 
very high, in Japan prices are very high, and 
England is the only country and also the United 
States which have fairly stable prices, and one does 
not know what is going to happen there. In 
America, certainly, one does not know, and in 
England also high prices would not bn absolutely 
inconceivable; and, therefore, for the time being I 
cannot anticipate a stable level of prices in the 
different countries of the world. 

2888. You refer to the possibility of a cheap money 
campaign in America. We know, do we not, that 
any country can always influte at any time if it 
ploasesp — Yes. 1 understood you to ask me whether* 
there is likely to be any sharp rise or fall in prices 
in the near future? 

2889. Recognising that any country can inflate at 
any timo Jbhat it pleases, what leads you to expoct 
a greater danger of a sharp inflation in America at 
the present time than the normal danger that you 
alwuys have? — Well, the conditions are abnormal, 
and therefore a normal danger becomes abnormal 
under abnormal conditions. 

2890. Whut is there abnormal in the present con- 
ditions in America which might make it more prob- 
able that wo shall see an inflation? — The accumula- 
tion of a grout stock of gold is immense. The 
Federal Reserve Board has been practically sitting 
upon gold all these years, and if she thinks it worth 
while to chnnge its policy there will be a very great 
inflation in Amcri- a and a sympathetic increase in 
prices in other countries of the world. 

2891. But if you wunt to inflate, you cun inflate 
whatever 3 f our stock of gold is, can you not?— But 
the possession of a large stock of gold is a greut 
temptation. The likelihood is greater when there is 
a very greut quantity of stock. 

2892. Let me put this view to you just to see 
whethor it inukee any difference to your opinion. A 
large stock of gold, it might be said, may force 
a certain measure of inflation until you have learnt 
how to control it, or, in popular wordB, to sterilise 
it, but once you have learnt how to sterilise a large 


Btock of gold and to maintain your prices stable 
in spite of your stock being abnormally big, why 
should there bo any temptation to inflate in the mere 
possession of a stock? — The world has not learnt to 
sterilise gold yet. That is what I would Bay in 
answer. 

2893. Let me ask you a final question just to test 
that. If the world at large has not learnt to do so, 
has not the experience of the last two or three years 
shown that the financial and monetary authorities of 
the United States have learnt how to do boP — I n 
the last report of the Federal Reserve Board they 
definitely disavow any intention of bottling up gold 
in order to stabilise prices, and they make a definite 
statement that the present stute of knowledge — I 
mean they say we do not know enough to indicate 
anything as to their action. That is their definite 
opinion which they express in the last report of the 
Federal Reserve Board. 

2894. I understand you to feel apprehensions about 
the stability of sterling currency? — I do not feel 
any apprehension regarding the depreciation of sterl- 
ing in terms of gold, but there is a possibility of a 
general depreciation of sterling, though I would not 
say likelihood — a general depreciation in terms of 
commodities, a rise of prices in England. 

2895. What leads you to foresee thatP I acknow- 
ledge the great difficulty of foreseeing such a move- 
ment, but what are the factors in your mind? — 
One factor in my mind is that the upward movement 
has begun. The trade has turned a particular point 
and now we are going to have an upward movement 
of prices. For a long number of years, from 1920, 
I should think, to 1924 prices huve been falling, and 
if the trade cycles mean anything, the prices should 
rise in the next four or five years, and the experience 
of a large number of years shows that that is 
inevitable — unless the Bank of England listens to 
Professor Keynes and adjusts its discount policy with 
a view to stabilise prices. 

2896. Do you see any reason to suppose that the 
circumstances to which you refer, such as might 
cause a rise, are not world-wide? — By circumstances 
you mean tho abnormal movement of prices? 

2897. Yes, why should it he local in sterling-using 
countries rather than world-wide P- -That would 
strengthen my point that prices are not likely to 
bo stable for some time to come. 

2898. Ts it your opinion that it is likely to be local 
in sterling-using countries, or is it rather your 
opinion that the rise to which you refer is likely 
to ho world-wide? — The rise may be very widespread, 
but the extent of the rise will be different in different 
countries owing to the different currency policies 
pursued by the authorities. 

2899. And those conditions to which you refer are, 
in your opinion, likely to be more sharp, or more 
sudden, or mere extreme than those fluctuations 
which are the normal state of the world at any time, 
however normal P — Well, there is a very close con- 
nection between the economic life and the currency 
system of a country, and as I am not quite sure 
whether the economic life of peoples is going to bo 
stable in the next few years, there is a possibility 
of the fluctuations of prices being wider than they 
otherwise would be. 

2900. I would like to ask whether you have in 
mind any other factors of economic instability than 
those to which you have already referred P — In the. 
first place, you are having a great deal of economic 
or labour discontent in various countries of the 
world. The export and import trade has not settled 
down to its normal level. The conditions of re- 
ciprocal demand are quite uncertain; and therefore! 
apart from the fact that prices are likely to rise 
on acoount of trade cycles, the economic conditions 
of the world make the possibility of stabilisation more 
extreme, more unlikely. 

2901. And for these reasons you are of opinion that 
the time has not come to attempt to fix a stabilised 
ratio for the rupee P — Of any currency, as a matter 
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of fact, unless a country has got a large stock of 
gold like America. 

2902. To complete the picture, T think that, in the 
course of your memorandum, you express an opinion 
as to the selection of a higher rate than the one 
At present current or a lower rate than the rate at 
present current; you express an opinion ah to what 
rates would be the best rates it) choose, supposing 
that you were fixing them? -Unless I have expressed 
myself very inadequately, I do not mean to suggest 
any rate, high or low. 

2903. I quite understand that you are aguinBt the 
adoption of any rate at the present time, hut this 
is the sentenco which I had in mind : 11 The argu- 
ments set forth in the foregoing paragraph (para- 
graph 11) only lend to a negative conclusion, 
that there is no necessity or obligation of adopting 
the 1 b. 4d. ratio as the basis of our currency system.” 
Your view there is quite consistent, but I understand 
that your arguments on the subject of this rate or 
that rate, Is. 4d. or Is. 6d., are directed only to 
showing that there is no obligation to establish 
one rate rather than another when you come to the 
time at which this rate can finally be established ? 
The point which T am driving at is this. Suppose 
that we have got to choose between Is. (id. and 
Is. 4d. 1 want to point out that neither the one 
nor tho other is a suitable rate for adopting just 
now. There are no reasons why tho Is. 4d. rate 
should he adopted, but on the same ground there 
is no reason why the Is. 6d. rate should Ik* adopted 
Both are equally unsuitable from that point of view. 

2904. Your argument develops itself towards 
destroying the case for tlio immediate establishment 
of any rate, whether Is. 4d. or Is. fld. or anything 
else? That is the object which l have in view. 

2905. ( Sir Henry Strakosch.) You said that you 
would not advocate tho adoption of a gold exchunge 
standard until such time as international co-opera- 
tion has been established?—! Certain measures of 
international co-operation. 

2906. I wanted to ask you what measures of inter- 
national co-operation you have in mind? — A firm 
detenu illation on the part of the various authorities 
to limit the fluctuations of prices and to support 
exchange by eonverting the currency of one country 
into the currency of unother country through the 
instrumentality of a regulatory authority. 

2907. An international authority or a national 
authority? — Tho international authority will have 
to take charge or the stock of gold. The gold will 
he probably deposited with the international 
authority, (certain international authorities as re- 
commended by the Genoa Conference. But tho con- 
version of one currency into another currency can 
be brought about by the regulatory authorities in the 
countries concerned. 

2908. But would you not think that a condition 
precedent to such international ugreement is that 
the countries desiring to adhere to an international 
agreement should have adopted a gold or gold ex- 
change standard P- —Well, they should have adopted 
the currency which is fairly stable and establish 
conditions favourable for the establish men t of a 
stable standard. But f should not say that they 
should adopt a gold exchunge standard or a gold 
standard. 

2909. Which standard do you regard us the one 
most likely to lead to stability, a managed standard 
•or one that is hitched to gold? — f am in fuvour of 
the regulation of the currency system. 

2910. By management?— By a regulatory authority. 

2911. And that is not to be based upon gold at 
all?— If we have international co-operation, wo can 
certainly do away with gold. 

2912. But do you think it is a practical proposition 
to contemplate an international agreement on the 
basis of a managed currency system, when a very 
large proportion of the civilised world has already 
bean or is in the process of adopting tho gold or 
Bold exchange standard ?— The civilised world still 


does not seem to have made up its mind. England 
and America have adopted gold standard, but there 
are other countries which have still to And a level 
us fur as their cuircucy system is concerned. All 
the *an:c, 1 would express this opinion, that inter- 
nal ionnl co-operation will he facilitated if each 
country has got a stable standard, a standard which 
i* likely to inspire national confidence. But as the 
question is not of very practical importance, I do 
not think it is worth while pursuing it further. 

2913. But, Professor, you said that a condition 
precedent would he the introduction of a standard 
in a great number of countries which inspires con- 
fidence. J may Lake it that you will Agree that the 
world opinion to-day is in favour of a standard 
which is hitched to gold in one form or another? 

Lt has not reached the stage where it would prefer 
a purely managed currency. If that is so, do not 
you think that the wider the area over which the 
gold standard is introduced, the easier it will be 
to bring about international co-opcraLiou in the 
sense of tho Genoa resolutions? — The introduction 
of a gold standard certainly will make matters easier. 

2914. Yob, and you are awaro that during the last 
few years quite a number of countries which have 
had very disorganised currency systems have finally 
succeeded in stuhi lising their currencies on gold? 

I am referring to Germany, Austria, Hungary and 
some other countries? — Yos. 

2915. If every one of tlioso countries had 
taken up the attitude that you suggest, of wait- 
ing until an international agroemont had been 
reached, when do you think the world would reach 
stability? -India is not in the same position as 
Germany and Austria. Conditions were pcculiur 
there and things had got to he done in a particular 
way, whilo India is fairly well otr and can. afford to 
wait. 

2916. But would you not admit that if India by a 
heroic step were to say “ I will adhere to u gold or 
exchange standard M and by that process widen the 
area which embraces the gold standard, you would 
he helping forward an international agreement very 
materially P — Tho prospect of an inter national agree- 
ment is so very remote aim I do not think it is worth 
while to risk anything of that kind. 

2917. But would you not say in view of the fact 
that the world has very largely adopted some form 
of gold standard, that it is worth while, in order to 
impart greater stability to prices, to run tho risk 
and also embrace that .standard? -And possibly 
take a very rash step. 

2918. You regard it as a rash step?— Possibly ; l 
do not say certainly. But in the selection of rate 
we are likely to commit serious mistakes. 

2919. May I infer from that that you think it far 
safer for India to adopt a managed eurroncy system? 
Do you prefer that to the adoption of a system 
hitched to gold?- Tho system that I recommend will 
not bo managed in the same way in which the gold 
exchange standard was managed. Thero will be i'reo 
expansion of currency. Tho paper currency will 
lie circulated in the same way ns it now circulated. 
Exchange will tako caro of itself and thero will be 
no element of greater instability on account of wait- 
ing upon events. 

2920. But you do not suggest that the standard 
should be one which is linked with gold? — Just now 
immediately. 

2921. Your end and aim would he a gold standard? 
—Yes, gold standard. 

2922. But would you make it a condition that tho 
gold standard should not he adopted in India until 
un international agreement has been reached ? —That 
1 would not. I will not insist on international agree- 
ment for the establishment of gold standard but I 
will inaist on it for the establishment of gold 
exchange standard. 

2923. I do not quite seo the difference; why should 
you wish to wait in the one case and not in the 
other? — A successful working of gold exchange 
standard requires stabilisation in different countries 
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of the world and as the stabilisation is not likely to 
he achieved without international agreement, gold 
exchange standard should not he introduced in this 
country unless we liuvo got some measure of inter- 
national agreement. 

2924. Have you in mind the fluctuation in the gold 
prices of the world?-- •Fluctuations in the gold prices 
certainly. 

2925. 1 cannot quite see the difference between the 
gold standard and the gold exchange standard. How 
will the gold standard free you from the influence of 
fluctuations in gold prices and not the gold exchnnge 
standard? — Gold staudurd will not free us from tho 
fluctuations in prices; but gold standard does not 
require that measure of stabilisation which gold 
exchange standard does. 

2920. May 1 ask what are you afraid of? Are 
you afraid of the fluctuation in gold prices or what 
else are you afraid of?-- I am afraid of the recur- 
rence of what happened during tho war. Our rate 
of exchange was fixed, sterling prices were rising, 
our prii?es had got to rise because sterling prices 
were rising and we had to inflate our currency on 
account of an inflation in England. 

2927. If you adopted a gold standard you would 
not lie free from that danger? — But our rate of 
exchange will rise. The currencies of other countries 
will depreciate in terms of gold. But if we establish 
cxchungo standard, we will be keeping our rate of 
exchange fixed in spite of tho fact that the prices 
wore rising. 

2928. I am very sorry but 1 cannot follow the 
urgument, that in one case you would be free from 
the influence of the movement of world gold prices 
und in the other you would nut? — If you have got 
gold standard our rate of exchange with the different 
countries of the world will not be fixed, if other 
countries are inflating their currency. Their 
currency will depreciuto in terms of our currency. 
But under gold exchange standard we will have to 
keep a fixed rate of exchange in spite of the fact 
that there is unstahility elsewhere. 

2929. But would you not have to have a fixed rate 
of exchange if India adopted a gold standard in 
relution to other gold standard countries? — Fixed 
rate between gold and gold, but not between gold 
and other currencies of the world. 

2930. (Chairman.) 1 am not quite sure that the 
Professor by saying gold exchange standard docs 
not mean sterling exchange standard?- —I mean gold 
exchange standard. I take it that gold and sterling 
are going to be interconvertible iu the future and 
therefore whether we have gold exchange standard 
or sterling exchange standard, thero would not be 
any difference. But the point is that those 
currencies of countries in which prices are moving 
violently will have u fixed rate of exchange with 
India on account of the establishment of exchange 
standard. 

2931. (Sir Henry Strukoach.) I don't see that after 
all we have to deal with world gold prices. If India 
adopted a gold standard with a gold circulation, 
fndia's prices would naturally have to follow world 
gold prices?— Certainly. 

2932. And therefore India would bo subject to tho 
fluctuations ‘to which gold prices are subject in the 
world?- -You see very well that if we have got gold 
exchuuge standard, if India has got a favourable 
balance of trade, gold does nob flow into this country 
and therefore other countries do not feel the pressure 
of unfavourable balance of trade which they would 
feel if India had a gold standard and gold had to 
flow into the country instead of remaining outside. 

2933. In which case you would bo accumulating 
reserves in the form of gold abroad? — Gold abroad, 
keep our gold in foreign countries. 

2934. Or if you like, in India? — If you are pre- 
pared to import gold and bring about an inward 
movement, I think tho result will almost be the same. 
But if you are going to keep gold elsewhere— 


2935. I do not suggest that?- -Or invest the gold 
in foreign countries in the way in which we have 
been doing during the last few years, then a favour- 
able balance of trade will not effect monetary systems 
of other countries on account of influx of gold into 
this country. 

2930. (Sir Maneckji Dadnhhoy.) You stated that at 
present you are not inclined to fix exchange either 
ut Is. 4d., or at Is. fid. I understand that this is 
due to the fact that in either case it would be merely 
a speculative adjustment in view of the present 
conditions. Is that your idea?- -Yes; it will be more 
or loss guesswork, I mean the selection of the rate. 

2937. The selection of the rate would tie more or 
loss guesswork und it would bo an artificial adjust- 
ment without anything to back it up, without any 
proper foundation ? — Yes. 

2938. Then will not this state of things continue 
as long as tho prices in India and elsewhere are 
constantly changing P — I am not thinking of the 
prices. I am thinking of the economic conditions 
of the world being in a state of flux; and as long 
ns tho conditions continue, certuinly the choosing of 
the rate will be a difficult affair. 

2939. But would it be right to postpone the 
determination of the rate iu India because tho world 
economic conditions are not certain? — When you 
have got to bring about u nice adjustment with 
constantly changing conditions, it is desirable to 
have a fluctuating rate of exchuuge rather than u 
fixed rate of exchange because that onubloB you to 
adjust your conditions more rapidly to the world 
conditions. 

2940. You prefer, during the period of economic 
world disturbances, thub the conditions should 
fluctuate instead of being stabilised?- The rate of 
exchange should fluctuate iu order that economic 
conditions in India may be adjusted to the world 
conditions. 

2941. Would it eventually profit India? — It would 
eventually profit India because it will enable her to 
steer her course with a certain amount of intelli- 
gence. If she fixes the rato of exchange, she does 
not know where she stands. 

2942. Gan you anticipate any fall or revival in 
trade with fluctuating exchange P— I do not antici- 
pate any oonti nuance of the depression in exchange. 

2943. I would liko you to give me a positive reply 
and not a negative reply; would it inspire confidence 
in Lrade with a fluctuation? — If other conditions 
arc favourable, the fluctuating rate of exchange 
will not mutter. 

2944. What ure those other conditions? — The other 
conditions are, good production inside the country 
and good demand outside the country, or an increase 
in tho real purchasing power in India and a large 
demand for Indian goods elsewhere. 

2945. Large demands for Indian goods? — Yes. 

2946. You were speaking of international agree- 
ment. is it within tho range of practical politics 
to have such an international agreement?— It is 
because that it is not within the range of practical 
politics that I reject the gold exchange standard. 

2947. And unless that is possible you are against 
the recommendation of the exchange standard P- -I 
would qualify that statement by saying that I believe 
nn international agreement is not possible and there- 
fore the gold exchange standard should not be intro- 
duced iu this country. 

2948. And therefore we should work up gradually 
to a gold standard? — Yes, that is definitely my' 
opinion. 

2949. (Sir Curxhutnmdnx Thakurdax.) 1 understand 
that the state of international conditions which 
might have inspired confidence in Great Britain 
to return to the pre-war ratio does not commend 
itself to you, nor does it inspire any confidence in 
you as far as the fixing of an Indian rate of 
exchange is concerned ? — I do not see any reason 
why Is. 4d. should lie selected. 

2950. Excuse me, I am not talking now of Is. 6d., 
or Is. 4d., or any rate at all but the fact of 
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stabilisation. The rupee you recommend should not 
bo stabilised because of world conditions. Now 
Great Britain has come to the gold point and you 
do not think that Great Britain could have taken 
adequate notice of international conditions and world 
conditions before she made up her mind?— Great 
Britain was in a position to do so; but when T 
speak of the conditions being unsuitable I am not 
only talking of the currency system, as [ made it 
quite clear, hut 1 am talking of economic conditions 
generally. 

2951. Great Britain must have taken cognisanco 
of that also ?— She did. 

2952. And that is not good enough for India to go 
onP — -Well, England had got to work up to the pre- 
war rate by merely establishing a gold standard. 
On account of the international situation she could 
do it. She is a greater country; her banking 
system is very good, and for other reasons she is in 
a position to establish a gold standard which India 
is not; and therefore the risks which Kngland could 
take lightly could not be taken lightly by India. 

2953. Could you point out the difference between 
the risk that England has taken and tin* risk India 
would take by stabilising the rupee? — Well, Kngland 
found, on account of a certain conjunction of events, 
when the sterling dollar rate was rising and when she 
was within the pre-war parity point, she could take 
the step of establishing a gold standard, at the same 
time making sure that gold would not get into in- 
ternal circulation. Well, that step they had to take 
in order to safeguard against a possible demand for 
gold for internal pur]ioses. Their main object was to 
establish a stable rate of exchange. Well, in India 
you have got to select a rate. You have an internal 
currency which is metallic. Its intrinsic value is 
fairly high. You have got to take into account its 
internal value? in order to select the rate of exchange. 
In England they have not; they are making use of 
paper. Whether it w T as high or low did not mailer 
for them. It does matter for us. Then tho relation 
of inter nul prices with world prices has got to he 
taken into account. Tho rate which it is desirable to 
maintain between Indian prices and world prices is 
bound to he different from the rato which is desir- 
able in order to keep the rupee a token coin. Tho 
divergence between these two is a matter of great 
importance, the full significance of which is not 
always appreciated. 

2954. And you think this divergence ought to make 
everybody cautious before going on to stabilise the 
rupee?— That is one point; there are others. 

2955. That is the most, important, I take it? —One 
point of considerable importance. 

2956. Is there any other of equal importance 
Well, another is that Indian economic life is very 
precarious. It is possible that after 4 years of good 
harvests, in the next year we shall have two bad ones 
in succession. If that contingency occurs any attempt 
to establish a gold exchange standard or a gold 
standard is hound to be defeated. 

2957. That is until India has had 2 or 3 bad years 
you would not stabilise. If India has another couple 
of good years you would still wait for a couple of had 
years in order to find out how the currency would 
work. I am asking you whether that would he one 
of the grounds, whether that would be one of the 
periods at which to think of stabilisation, when India 
has had experience of a poor monsoon? — Yes, India’s 
balance of trade for the next few years will matter 
hut that will not be the deciding factor. Certainly 
if our balance of trade continues to be favourable we 
°uglit to be more inclined to stabilise the rupee than 
otherwise. 

. ^®58. Now, in the interval when there is no stabil- 
isation, the remittance of money to the Secretary of 
State and the remittance of money for Home Charges 
should continue to be carried on as at present by the 
finance Department of tho Government of India?— 
the advice of the National Currency Board. 


2959. Would you ' have that immediately ? — Yes, 
immediately of course. 

2960. ( Sir Purahotumdax Thakardaa .) You recom- 
mend the formation of a National Currency Board. 
Am I correct in understanding that the Board would 
guide the operations of the Govern men t of India for 
remitting money? 

2961. (Chair man.) Shall we take that a little later, 
Sir Purshotuimlas, unless it is very intimately linked 
with your argument? 1 think it is rather opening 
out a matter which we might dpnl with sepnrutely. 

2902. (Sir Purshofamdas Thakurdax.) I can wait. 
I have no more questions to ask now, Sir. 

2963. (Sir Hr {fin aid Maut.) Professor Gyun Chand, 
I understand that during the intervening period be- 
fore wo stabilise exchange you would aim at securing 
stability of prices in India, letting exchange vury. 
Is not that your position?— The fluctuating rate of 
exchange will decrease the amount of fluctuation in 
prices in India hut it would not stabilise prices. We 
haves no means of stabilising internal prices for the 
country; but it would make the fluctuation of prices 
in Indiu less violent. 

2964. Tt would bo a steadying factor? — To a certain 
extent. 

2965. I do not quite understand how you would 
provide for the expansion or contraction of the cur- 
rency during this period. You would have no ex- 
pansion or contraction? — l definitely provide for ex- 
pansion and contraction. 

2966. (Sir ltryiiiuld Mant.) T would like you to 
explain what your method would be. 

2967. (Chairman.) That is the scheme which the 
Professor outlines, is it not, for the free coinage of 
silver?— Varying directly with the rate of exchange 
and inversely to the gold price of silver. 

296H. (Sir Jiryinald Maul.) Have you considered 
tho large accumulations of silver in the currency 
reserve. While we have that amount of surplus 
silver, would you provide for fresh coinage of silver? 
— If we could reduce that amount without endanger- 
ing the convertibility of gold l would not undertake 
fresh coinage, I would not recommend tho under- 
taking of fresh coinage; hut if this reserve cannot be 
depleted below the present limit or a further limit, 
then fresh eoinage will have to he undertaken. 

2909. But you contemplate that the public should 
be at liberty to present silver and get rupees in ex- 
change?— Yes, the varying amount of silver. 

2970. Well, during the |wriod in whic h there was a 
lnrge accumulation <il rupees in the currency reserve 
that silver bullion would be useless to Government? 
— Yes, it won’t Ik? of much use. 

2971. Would you propose that Government should 
be required to hold that bullion?— 1 Well, if it can re- 
duce it safely, it should convert it into gold gradu- 
ally. 

2972. You mean that Government should sell that 
bullion again?— Yes, convert, it into gold by selling 
here or selling abroad. 

2973. But is not that rather a wasteful process? 

T would prefer Government getting gold from the 
people and giving currency notes in exchange, hut if 
the? other alternative is more convenient from their 
point of view, -well, to ii certain extent, that incon- 
venience may he put up with. The process is waste- 
ful, there is not the least doubt about that; but there 
is no better alternative I can think of. 

2974. You think it would work satisfactorily ?— f 
have not got the slightest doubt about it. 

2975. (Professor Coyaje.v.) Mr. Gyan Chand, in 
paragraph 9 of your memorandum you observe : li \ 
great deal of nonsense is talked about the gross in- 
equity of tho proposals to raise? the rate of exchange 
above Is. 4d. to the debtors, poor consumers and 
the taxpayers because the rupee being a token coin 
like the shilling ought to have a constant value in 
terms of gold.” Now on this subject might I put to 
you the views of a well-known recent writer on 
Indian Exchange? In the first place he argues that 
on account of the shifting of the rate from Is. 4d 
the agricultural classes hove lost much on the rural 
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debt. Do you agroti with that? -I do not agree with 
it at all. I consider it entirely a mistaken view. 

2970. Might 1 present his views a little more at 
length. Ue says “If the debts amount to 800 croros 
it should be remembered that the modification in the 
value of tho rupee will affect 80 million people in the 
Native States and 247 millions within British juris- 
diction. Consequently tho twisting of the exchange 
up to Is. fld. means that the cultivating classes will 
ho compelled to find 60 millions inure of its equivalent 
in commodities in order to fulfil this debt if they ever 
repay it.” -What do you make of this argument P — 
Well, the cultivators have received silver and under- 
take to give silver rupees ; they did not undertake to 
give gold and they won’t know they are paying more. 
Ae a matter of fact, if prices in India are .stable and 
there is no sudden fall in prices, there will ho no in- 
justice whatsoever, Injustice will arise by bringing 
about deflation of currency or fall of prices. 

2977. (Chairman.) As this is an argument which 
the Professor develops in his memorandum, do you 
think wo shall gain any further elucidation by this 
process? — My view, Sir, is that it is entirely mis- 
taken; this view is entirely mistaken. 

2978. ( Sir Alexander Murray.) I think in reply to 
previous questions, you indicated that you did not 
Maine the gold exchange standard for the break-down 
in 1907 and 1914 P — I blamed the Government of India 
and not the gold exchange standard itself. 

2979. You also do not Maine the gold exchange 
standard for the riso that took placo in Indian prices 
in 1907 and 1914 P — The rise would not have happened 
if you did not have a gold exchange standard. 

2980. You do not object, 1 understand, to tho 
Government of India acting as an exchange hank to 
a certain extent so far us remittances are concerned P 
— I would like to have a separately constituted body 
for the purpose of giving expert advice to Govern- 
ment. 

2981. I thought you indicatod in reply to Sir Pur- 
8hotamdns that you would not have the bank doing 
this workP — I would have it now for managing re- 
mittances and other affairs connected with tho cur- 
rency. 

2982. (Sir Alexander Murray.) Why should you 
want thatP 

2983. (Chairman.) Shall we take that question a 
little later, because I think it would lead on more 
clearly to that subject if wo did so. 

2984. (Sir Alexander Murray.) One other point: 
Is there not an objection to adopting the gold stand- 
ard in the fact, that you referred to when discussing 
with tho Chairman a mom wit ago, that the position 
as regards the Federal Reserve Board of the United 
States has very materially altorod since 1914 P For 
instance, it had only about 100 million pounds of gold 
under their control in 1914, whereas now they have 
about 000 million pounds; does not thus very great 
power lie in the hands of that Board, so much so that 
as a matter of fact wo would be putting ourselves 
almost entirely in the hands of the Federal Reserve 
Board if we adopt a gold standard P You say that 
the danger with regard to the Federal Reserve Board 
is that it is liable to political pressure P 

2985. What 1 mean is this: one of the objections 
taken to the gold exchange standard is that it is open 
to manipulation at tho hands of the Government of 
India or the India Office. Similarly, is it not an ob- 
jection nowadays to the gold standard itself that 
world prices and gold prices generally would be liable 
to manipulation at tho hands of the Federal Reserve 
Board owing to the very largo stocks of gold that 
they control at the presont moment P — Or the Bank 
of England for tho matter of that. The Bank of 
England and the Federal Reserve Board can both 
regulate and affect their course. 

2986. And we are in their hands almost entirely P 
—As much in their hands as we in India are in the 
hands of the Government of India. 

2087. Then why do you prefer to bo put into the 
hands of the Federal Reserve Board or the Bank 


of England, rather than in the hands of the Govern- 
ment of India P — The ultimate control is going to 
rest with the Government of India. 

2988. (Chairman.) I think that point might be 
developed later. Let us clear the air by taking the 
next point of substance* in your memorandum, that 
is the proposal for a new currency board which is 
to be nominated by Government with a majority of 
non-officials. I want, in the first place, to know 
what your opinions ure in regard to tho policy that 
is to be pursued by thiB Board. If l understand you 
aright, this is the authority which will manage the 
currency P — Yes; it will be in charge of the currency 
system. 

2989. Its object then will be, as 1 understand the 
recommendation which you developed in answer 
to my colleagues, not so much to regard the stability 
of exchange as the stability of prices P— Yob. 

2990. The question 1 wanted to put hero is upon 
what information would it proceed in acting to 
secure the stability of prices in the country P— That 
would not be its main object or the only object. 

2991. Shall wo take tho answer you are just giving 
a little luturP Let mo put my question again. 
When they are pursuing this object, whether it is 
the main or not the main one, of securing the 
stability of prices, what statistical information will 
be at their disposal to assist them in securing their 
object P — Movements of prices; if the prices are 
rising they will know the time for action has come. 

2992. How will prico movements be recorded and 
brought to their notico in a useful forrnP — 1 might 
here say that the present index number is not suit- 
able for the purpose. A new index number will 
have to be reconstructed to indicate the extent of 
appreciation or depreciation in the purchasing 
l>owor of money. 

2993. Would you regard it us essential for the 
carrying out of the policy to which you huve referred 
that a more scientific statistically — based index 
number should be prepared P — 'Yes; on the basis of 
prices compiled by much better men than we have 
got at present. 

2994. By much better methods? — Not methods; 
tho men on whoso quotations we depend for con- 
structing index numbers are not fit for the work 
they are doing, and therefore compilation will have 
to come from bettor sources. I do not refer at all 
to the higher authorities -I am not in any way 
questioning their efficiency; 1 am saying that the 
district officials and other people upon whoso local 
quotations the Government of India depend are not 
ill a position to give correct quotations, and there- 
fore we will have to introduce a better system. 

2995. 1 asked you to postpono an answer just now 
in which you were about to say that the stabilisation 
of prices would not be the principal object of the 
currency board. What then would be the principal 
object of the currency board? — For the present i 
would entrust four functions to it: first, declaring 
the varying rate of seigniorage. 

2996. As regards the minting of rupees? — Yes. _ 

2997. That would be practically a mechanical 
thing? — Yes; it will be mechanical; the second will 
be purchase of silver or making arrangements for 
the purchase of silver. The third will be the 
question of investments of the paper currency, to 
what extent they should hu invested in Indian Bills 
of Exchange and to what extent in short term 
securities elsewhere. The fourth will be advising 
the Government of India on the question of remit- 
tances, as to the time at which they are to buy 
sterling bills in India. 

2998. All these functions of the currency board are 
comparatively routine fu notions P— Not the question 
of investments. 

2999. The question as to whether such and such a 
sum for investment is to be invested in long term 
or short term securities? — How much money ie to be 
invested in Indian Bills of Exchange, whether y 
or 18 or 20 croros, and how much is to be got in 
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England in short term securities is a very vital 
question on which the total amount of circulation in 
India depends; and therefore it will call for intelli- 
gence and judgment. 

3000. That is a very clear account. The next 
question that suggests itself to me is th» : by what 
means is this policy of stabilisation of prices to be 
forwarded P — It is a very difficult question which I 
am not in a position to answer in a limitod compass. 
But we will have to take into account the amount of 
business, the quantity of money in circulation, the 
conditions of employment, whether there is any 
famine in the country or whether tho conditions are 
fairly normal, and tho conditions of intornal and 
external trade. 

3001. What authority would have to consider all 
theso things P— The National Currency Board. 

3002. What will also be its function P— In consider- 
ing tho question of in vestments, whether more money 
iB to be put into circulation in Tndia or whether 
more money iB to be invostod in short term securities 
elsewhere, it will have to take all these considerations 
into account. 

3003. Let us then return to my question, which 
was this: by what means will this policy of the 
stabilisation of prices be forwarded P You refer to 
the essential considerations which will have to be 
taken into account, and then the next question is 
what action can bo taken to ensure tho stabilisation 
of prices P — The only action now that I can think of 
is either putting more money into circulation or 
withdrawing money from circulation. 

3004. In whose hands will it be to make decisions 
upon whether more money is to be put into circula- 
tion or withdraw? — The National Currency Board 
with the sanction of tho Government of Tndia. 

3005. That would be a very important function, 
would it not P— But it will bo brought about by vary- 
ing tho investments. 

3006. Will you describe to us how you would bring 
about tho increaso of the circulation or tho decrease 
of the circulation by the variation of these invest- 
ments?- -By purchasing sterling bills it can increase 
the quantity of money in circulation ; and by decid- 
ing to invest loss money in Indian Bills of Exchange 
it will withdraw money from circulation or with- 
hold its increase. May I just put in another word? 
1 do not attach very great importance to the 
function of stabilisation, because I do not expect 
much that way; 1 do not think we are in a position 
to manipulate the currency system in such a way as 
to bring about a comparatively stable level of prices 
in India; the mechanism is not there; to a certain 
extent the National Currency Board can vary the 
amount, but that would not be very appreciable, 
and therefore I do not count it as one of tho 
functions of the Currency Board. 

3007. So that you do not really anticipate that 
you will achieve any great stabilisation of prices? — 
We are not in a position to do so, any way. 

3008. It seems as if a rather captious critic might 
say that you let the stability of exchange go and do 
not get stability of prices in its place? — We will 
have less instability of prices; that is an advantage 
in itself. 

3009. I want to put to you another alternative. 
It might be said by a critic in objection to your 
scheme, simply on the question of administrative 
machinery, that the main object to be attained is 
a co-ordination of control over banking reserves 
and currency exchange reserves, and that a divorce- 
ment between the oontrol of these two things is to 
the disadvantage of the country. It may be said, 
then, that a currency board is undesirable because 
it not only maintains the present divorcement 
between the oontrol of banking and currency 
reserves, but it introduces an even further imperme- 
able stratum between the bank authorities and the 
Government of India P — The stratum would not be 
quite impermeable because the banking interosts will 
be represented on the National Currency Board. I 


definitely recommend that. Then it is going to work 
in close collaboration with the Government of India 
and as the Imperial Bank ia practically doing tho 
.same work there will bo closo association between 
tho Imperial Bank and the National Currency Board. 
1 do not anticipate that there will bo greater 
divorce on account of tho introduction of a National 
Currency Board. I anticipate closer association as 
a matter of fact. 

3010. Lot mo ask you now to con template yet an- 
other alternative, which is the transfer of the control 
of the note issue and reserves from tho Government 
to the Imperial Bank of India. What is your 
opinion upon this? — I have expressed my 
opinion in tho memorandum and that is just this. 
Tf I had my way \ would entrust the noto issue to 
the Central Board of the Imperial Bunk. But tho 
Central Board of the Imperial Bank is not above 
suspicion and before it becomes what I call the 
keeper of the currency conscience of the country it 
ought to inspire a greater confidence which it is not 
likely to do in the near future. 

3011. I think 1 should ask you to amplify a littlo 
your answer to the effect that the Central Board of 
tho Imperial Bunk is not above suspicion. What 
are you referring to in this connection? — Well, T 
don’t make any definite charges against the Bank. 
I am not in a position to know, but I know men who 
arc in a position to speak with authority have 
liroughb tho charge of racial discrimination against 
the Board of the Bank, that it does not givo accom- 
modation to Indians as freely as it ought to, or at 
least the local hoards do not. The charge has hewn 
brought again and ngnin hy men who aro in business. 
Now [ don’t know how far that charge is justified. 
But I know from my personal knowledge that tho 
Central Board of the Imperial Bank will not be 
considered a non-partisan body. It is too much 
identified with particular interests to inspire confi- 
dence in the minds of the Indians. 

3012. I understand that if the Central Bank were 
to possess that confidence, to tho deplorahlo lack of 
which you have referred, you would bo content to 
entrust the control of the note issue and the Reserve 
to the Central Bank, and 1 also rather gather that 
you prefer that to your proposal for a Central Board? 

Well, inasmuch as 1 do not anticipate the Imperial 
Bank inspiring greater confidence in future than it 
does at present, I believe that the constitution of 
a National Currency Board is tho bettor alternative. 

3013. You urc of opinion, I understand',' therefore, 
that it would be useless to attempt to make any 
changes in the constitution of tho Imperial Bank 
such as would enable you to recommend tho transfer 
to which I have referred? — Unless the control is 
radically changed. 

3014. What radical changes would you propose? 
Indians should bo in a jxttdtion of prodonii nance. 

3015. How would you secure that predominance? 
— I cannot secure it and therefore I give up tho 
attempt. 

3016. I do not mean practically how you would 
secure predominance, hut hy what proposed recon- 
stitution of the organs of government of the bank 
would you secure it? -1 would make it, and I would 
see that Indian interests are freely represented. 

3017. I do not want to press you for details. You 
have not worked out in your own mind the constitu- 
tion of the Imperial Bank, hut 1 understand that 
the point upon which you lay vital stress is that 
there should he a preponderance of Indian members 
in the control of the bank? — Yes. 1 would attach 
importance to that consideration. 

3018. Having cleared out of the way that rather 
perhaps less purely economic aspect of the situation, 
with nil Imperial Bank reconstituted in such a 
manner ns to inspire confidence in you and in others 
would you prefer the control of the note issue and 
the reserves against the note issue by a Central 
Bank to a control hy such an intermediary Currency 
Board us that to which you have referred?— The 
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question of confidence is vital and has got aii 
economic; aspect as well. 

3019. 1 rather wanted to get away from the ques- 
tion of confidence to a purely economic consideration 
ns to whether, in your opinion, the ideal method 
for the control of a currency is by a Central Hank 
which inspires confidence or by a joint Currency 
Hoard ? — Yes, 1 would prefer a Board to a Central 
Hank provided it has set before itself a high stan- 
dard of public duty and shown that it is not merely 
a profit-earning concern, but thinks of the nation 
first and profits afterwards. 

3020. You insist upon the well recognised doctrine 
that tlio Central Bank has a duty to tho community 
in addition to, or even before, its duty to its share- 
holders P — Yes. 

3021. I think that completes the questions 1 wanted 
to ask about that subject, except for thin final 
question. I understand that you express a strong 
opinion, in regard to any scheme lor administra- 
tion, in favour of the unification of the paper 
currency reserve and the gold standard reserve P — 
—I do. 

3022. Gould you tell us in outline for what special 
reasons vou lay so strong an emphasis upon thatP 
My only reason for not wanting a separate gold 
standard reserve to be maintained is this, tliut if 
my proposal that the bulk of the invested portion of 
the paper currency reserve should consist of short- 
dated . foreign securities is accepted, then this 
reserve-can .very well lie used for the same purposes 
for which the gold standard reservo is used to-day, t 
and the fact that the securities will be short-dated 
will, as a matter of fact, make it better from that 
point of view, and eventually 1 do expect that the 
invested portion of the paper currency reserve will, 
to a certain extent, bn used for the support of 
exchange, though 1 do not want that to be its main 
purpose. May I amplify this point for a minute? 
You know very well that Japan lias been making use 
_of its paper currency reserve for supporting ex- 
change, and part of the invested portion has been 

kept in the Tnited Status. She has, without any 
embarrassment whatsoever been able to mannge her 
currency system on that basis. I do not see any 
reason why we should not he in a position to do so. 

3023. Have you any other reasons?— No, 1 have 
got no other reasons just now. 

3024. (Chairman.) I think there are one or two 
supplementary questions which liiv colleagues wanted 
to ask on the Currency Hoard. Sir PursliotaniduK, 

1 interrupted you, lam afraid, on that question. 

3025. (Sir Purshotamda * Thakvrda*.) T will just 
take it up at that point. Would you then, while 
exchange is left unstabilised according to your 
scheme, entrust the question of remittances to 
Kngland to this National Currency Board P — I would 
recommend the Government of India to rely upon its 
advice, hut the final decision, of course, will lie with 
tho Finance Department. 

3026. I see; then this will he merely an advisory 
body, and in case of diifererico of opinion between 
the advisory body and the Finance Member the 
Finance Member will prevail? — Yes. He will have 
the last word. 

3027. When, therefore, the exchange is left abso- 
lutely free, you think that this will inspire more 
confidence in the public as far as the policy of the 
Government of India is concerned, or do you think 
it will expose them to greater misunderstanding by 
the peoplaP — Well, the possibility of misunderstand- 
ing is likely to arise under any circumstances, hut 
if the Government of India accepts it as a recognised 
policy that tho National Currency Board is going 
to guide them and they, as far as possible, are going 
to rely upon its advice, then the possibility of mis- 
understanding will be certainly small. 

3028. You mean that should anything go radically 
wrong after a case in whieh the National Currency 
Board’s recommendation has been accepted, the 


Government of India should take shelter behind it 
and say that, after all, they had accepted the recom- 
mendation of the Board, and what else could they 
have done P — They can very well say that we con- 
sulted a body of experts which (wnunittod an error 
of judgment, and therefore if it turns out to be a 
mistake it is their mistake. 

3029. So, though technically the final decision 
should lie with the Finance Member for all practical 
purposes, the responsibility will he with this Board P 

-In case the National Currency Board gives one 
opinion and the Finance Member chooses to go his 
own way then the responsibility will lie with the 
Fi nance Member and not with the National Currency 
Board. 

3030. That means that, whosoever’s decision is 
upheld finally would carry the responsibility?— It 
will be mutual give and take. 

3031. Yes, where there can he a compromise; hut 
when you leave exchange to move about without any 
stabilisation or effort at it. should anything extreme 
happen and a compromise is impossible (and those 
things have happened in the past as j r ou yourself 
relate in your paper) ^ vid it is a question as to 
which course is the more correct with regard to 
either to world conditions or the capacity of India 
to stand a certain strain. Oil such an occasion, 
would you lay the responsibility on whosoever’s 
opinion is finally accepted P -- 1 do not think the 
matter is as serious as that. Its only function is 
to advise the Government of India oil the question 
of the time of remittances, hut the amount is fixed 
lor them, and a certain amount of money has got 
to he sent. 

3032. Oh; would you fix the amount? The amount 
is fixed hy circumstances. A certain amount of home 
charges has got to he met. 

3033. A certain a mount of home charges have got 
to he remitted in a year. But it does not, therefore, 
necessarily follow that it is fixed for a month?-- 
That is why 1 am saying that the National Currency 
Hoard will advise* as to the time of remittances and 
the amount to he sent, in a particular month. 

3031. I see. Whether remittances should ho made 
every month or every fortnight P — In certain cases 
even tho needs of the next year can he anticipated. 
It is possible that they might like to send them up. 

3035. Then would you allow that, tooP But, as T 
have said definitely, the Government of India or 
the National Currency Board should not try to 
influence the rate of exchange. They should try to 
influence the favourable conditions that might exist-, 
hut they should not set the pace themselves. 

3036. But as they have such large amounts to deal 
with, are they not the largest, dealers in the exchange 
market? — They do account for ii great deal. There 
is not the slightest doubt, about that. But if they 
find there is a great, supply of sterling bullion on 
account of large exports, they can take advantage 
of the situation and lay money in Kngtand. 

3937. And if you find the commercial and hanking 
circles outside are waiting to see which way the 
Government will first take steps, the Government 
will not he able to help giving n load?— Well, if they 
find that the commercial community is waiting on 
the Government of India, the Government of India 
can for the time being refuse to take any steps. 

3038. They must, then, follow the trend of com- 
mercial circles, and if the commercial circles are 
waiting to see which way the Government of Tndia 
go. then both must come to a standstill P— -This state 
of affairs is not likely to continue long. 

3039. Anyway, you think that a scheme like that 

is feasible and ('an be put into practical operation?— 
I do not see any difficulty. - * 

8040. In the meantime, Professor Gyan Chand, if. 
owing to the operations being left open absolutely 
to the sweet will of the’ commercial interests, ex- 
change should fluctuate very widely, you do not think 
that that would do any material harm to India P— It 
all depends what you call more widely. 
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3041. Within a range of threepence; indeed, a 
witness did suggest a range of twopence P — Yes, 1 
should consider it a great misfortune if it fluctuates 
lietween Is. 4d. and Is. 6d. 

3042. Supposing it went down to 1 r. 3d. and went 
up to Is. 7d.P — Tt would bo wider than it is, lint 
1 do not think international trade is going to be 
paralysed. 

3043. What about India?— I mean the inter- 
national trade of India. 

9044. And as far as internal prices in India are 
concerned, they would not be affected at all P- -The 
fluctuations would, take place in response to the 
world conditions and the Indian conditions will 
remain stable or more stable on account of the 
fluctuating rate of exchange. 

3015. If you had a threepenny drop nr rise between 
any two or three months the prices in India would 
remain stable P- -Well, the prices in India are not 
so very stable. They do not respond to the rate of 
exchange. They are more sluggish than that. And 
if you analyse the price figures of a number of years 
you will not see any violent price fluctuations in 
India on account of violent fluctuations in the rate 
of exchange? 

3040. I take it, of course, that you have come to 
this conclusion after watching the operations of 
exchango and prices in important centres like 
Karachi and the Punjab and cotton centres like 
Berar and Central Provinces. 1 am just asking if 
you have come to this decision after watching the 
connection between exchange und prices in these 
centres? — No, I have only come to the conclusion on 
the baBiB of the index number and the rate of 
exchange. I find that the fluctuations in tho rate of 
exchange do not bring about immediate or corre- 
sponding fluctuations in the level of prices. 

3047. And if you were told by any person who was 
in daily touch with commerce that a half-penny dif- 
ference in exchange dons make a material difference 
in prices of cotton or wheat offered to growers, would 
you modify your opinion P- - It does make a difference 
so far as the speculators or the dealers are concerned. 

3048. Tt does make a difference as far as the prices 
available to the cultivators up-country are con- 
cerned P — The recorded prices do not show it. 

3040. Exchange to-day is Is. 6ftd. for instance. If 
it goes up to Is. 6d. and 3 farthings, prices must 
drop in up-country centres heforo the exporter can 
buy. And if the cultivator has to sell when his crop 
is being marketted, fluctuations in exchange do 
affect his prices P— Well, to a certain extent. But 
the recorded prices do not show this. T am referring 
to the prioeB recorded in official statistics. 

3050. Oh, you are only going on what is recorded 
in the official statistics, and you do not say this from 
any personal knowledge of following daily fluctua- 
tions in up-country centres P — I am not in a position 
to acquire personal knowledge. 

3051. (Chairman.) I interrupted Sir Alexander 
Murray on this point. Perhaps he would like to pick 
up hia examination at the point at which 1 inter- 
rupted him. 

3052. (Sir Alexander Murray.) We were talking of 
the constitution of the control in connection with 
exchange matters. You have answered several of the 
points that I purposed raising in the meantime. 
Referring to the constitution of your proposed Board, 
apart from the mere counting of heads that so many 
would he' Indians and bo many representing other 
interests, how would you actually allocate all 
interests? Would it be according to the areas- some 
from Bombay, some from Calcutta, some from 
Madras, and so on P— It is very difficult to say any- 
thing positive on that point, but I would not like 
interests to be^represented on the National Currency 
Hoard. I would like the Government of India to 
choose those men whose advice they think is valuable. 

9053. But have they not done that now under tbe 
constitution of the existing Central Board of the 
Imperial Bank of India?— Only those four gentlemen 
whom you were referring to. 


3054. And the managing governors also? Well, 
the managing governors are to a certain extent 
responsible to tho stock holders. 

3065. Are they not appointed by the Viceroy in 
Council P — Yes, hut their range of choice is very 
limited on account of the fact that tho managing 
governors and the governor have got to be appointed 
from among a few people— bn nkers who have been 
doing that work already. 

3056. Would that not always he tho enseP Pre- 
sumably your Board would be made up of men of skill 
with financial knowledge also. You would huve to 
choose them from that particular class of people. 1 
don’t think any Indian has an opportunity of becom- 
ing u governor in the hank for a very long Lime to 
come, and T think on tbe National Currency Board 
Indians would be utilised to a greater extent. They 
possess financial knowledge and skill ns much ns 
other people do. 

3(157. You will leave tbe constitution of the Board 
to the Government of India? - Yes, J will. 

3058. Well, tbe Government of India have elected 
six out of the present Board. The Government of 
India have actually appointed six of the governors 
of the Con trul Hoard? — Yes. 

3059. Well, what are your objections to them? Are 
there any objections to them?— The total number 
is 16. 

3060. One moment, there are 13 members, I think, 
with votes, and of those 13 members, 7 are appointed 
now by the Government of IndinP — One in tho Con- 
troller of Currency. 

3001. There are two managing governors that are 
appointed by the Government of India; there are 
four governors appointed hy the Government of 
India; and the Controller of Currency appointed l»y 
the Government of India. Altogether there are 7 out 
of 13. So that now under tho present constitution 
the nominees of the Government of India nro in tTie 
majority P— The range of choice is very limited for 
tho Government of India. For tho Government of 
India knows that the ImgjBrial Bank is a private 
concern. 

3062. (Chairman.) I do not think the witness quite 
follows your question. Sir Alexander. 

3063. (Sir Alexander Mu nay.) Well, the question 
I nm putting is that under the existing constitution 
the Government nominees have a majority on the 
Hoard, and can therefore dictate the policy of the 
Hoard. Whnl more do you want under your other 
Hoard ? 

3064. (Chairman.) Just one moment to make the 
question quite clear. I am reminded that the Con- 
troller of Currency cannot vote. 

3065. (Sir Alesandrr Murray.) Then anyhow' there 
are six out of 12 with votes, half at any rate of the 
Hoard is constituted hy the Government of India? — 
That means the managing governors and four others. 
As I was going to say, the range of choice for the 
governors and munnging governors is very limited. 

3066. And will continue to he for many years to 
come? — I do expect that for many yeurs to come 
ns far as the Imperial Bank is concerned, and there- 
fore there is no likelihood of Indians being appointed 
managing governors or governor of tho Imperial Bank 
even if the Government of India were desirous of 
doing so. 

3C67. But the eleetiou lies with the Government of 
India now? — Yes, hut they have got to look to tho 
1'nct that the Imperial Bank has got to he managed 
for the stock-holders to a certain extent. Their 
interest cannot he entirely neglected, and though 
they will choose the best men for the purpose, the 
number of men available is limited, and therefore 
their hands are tiod. 

3068. (Chairman.) Sir Alexander, the witness gives 
us his opinion as to a probability. I do not think 
one can really analyse that?— Yes, it is a question 
possibly of equation, but at the Bame time I am relat- 
ing what is likely to take place. 
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3069. (Sir Norco t Warren.) May I ask if there is 
anything in the Act to provont an Indian from being 
appointed as managing governor now? 

3070. (Chairman.) I think the witness has answered 
that, that it is unlikely for many years to come. 

3071. (Sir Norcot Warren.) Well, whose fuult is 
that? — I am not allocating faults. I am stating the 
position. 

3072. Is it the fault of the Government of India if 
you cannot produce men who are competent to ho 
managing governors now P— There can bo a different 
opinion as to the degree of competence required, but 
[ am not allocating blame. I am only pointing out 
the facts. For some time the Indians liavo got no 
(‘banco of being appointed governors or managing 
governor, and.it may be the fault of the Indians or 
may be the fault of the Government. 

3073. (Sir Maneckji Dadabhoy.) This newly-con- 
stituted Currency Board, this Currency Board which 
you recommend, can you give me from the history of 
any country in the world any parallel to this Board ? 
Would you only accept a suggestion which has boon 
carried out elsewhere P Will you take it that wayP 

3074. (Chairman.) I think it is a question which it 
is comparatively easy to answer, is it notP — The 
Federal Reserve Bank is almost a National Currency 
Board. Some of the members are appointed by the 
President and two officers, the Controller of Cur- 
rency, and the Secretary are ox-officio members. 1 
recommend that the Controller of Currency and 
Finance Secretary and seven other members or five 
members should be appointed by the Government of 
fndia. 

3075. (Sir Maneckji Dadabhoy.) And these moni- 
U*rs who will be appointed by the Government of 
India can represent fluctuating commercial interests 
in the various parts of the country ? — Well, my ohjoct 
would be to eliminate fluctuating interests, to get 
experts who will give disinterested opinion. In the 
atmosphere in which we are living, I know this is 
very difficult. But still the Government of India 
should be guided in its choice not by propitiating 
this or that interest, hut get the best men who will 
give advice. 

3076. But, as you stated, the ultimate deciding 
authority will be the Finance Minister. Would not 
the Finance Minister be open to the charge of having 
chosen his own men?— Ho would be open to that 
charge, but he will try to got the men of unques- 
tioned ability and integrity. 

3077. Then it will still form a department of the 
State under the Finance Minister P — Just in the 
same way as the Central Board of Incomo-tax is n 
department of the State, but still the Central Board 
of Revenuo is responsible for the administration. 

3078. Will you give this Board any statutory 
authority or power? — In wliat sense? 

3070 For the control and management of their 
organisation and the purchase of silver and matters 
to regulate their proper investment? — Thn constitu- 
tion of •this Bbard would require legislation. The 
changes which I recommend, if they are to be 
accepted, will require statutory changes. 

3080. And this Board would be wholly dependant 
on the departments of Government fur all statistical 
and other information? — If the statistical informa- 
tion is inadequate, it will press for morn information 
or ask for information to he obtained from better 
sources. It can easily do that. 

3081. Is it not possiblo to reconstitute the Imperial 
Bank on the lines of the recommendations for the 
constitution of the new Currency Board as suggested 
by you P — Well, if it were possible I would say do so. 
But as 1 don’t think that it nan he done taking into 
account the interests of t the stock-holders who ought 
to have a say in the matter, I think the easiest way 
is to constitute a Central Currency Board. 

3082. You stated in answer to one of my colleagues 
that you would insist on the preponderance of 
Indians on the Currency Board P — I would. 

3083. How would you secure that P — Well, I would 
take it that the Government of India will try to 


. appoint more Indians than non-Indians. That is 
the only way of securing it. 

3084. You think they could secure at present 
Indians on this Board with tho requisite information 
and knowledge P — Well, I do not think we are so 
very bankrupt in business and banking ability as 
not to bo able to find four or five Indians who can 
represent India and her national interests on this 
Board. 

3085. (Sir Henry Strakosch.) You said a little 
while ago that prices in India move very sluggishly 
and do not respond to the movement of exchange 
very rapidly? — 1 should not say very sluggishly, 
but they are not very sensitive. I would put it 
that way. 

3086. Now if you had no deolarod policy with 
regard to the stabilisation of your exchange, and the 
fluctuations in exchange were wide, would that not 
be accentuated by speculative dealings in exchange 
and corresponding movements in the export and 
import trade P — 'Well, 1 am not in a position to give 
any definite answer to that question because I have 
not got any experience of a speculative market but 
1 do think that as far as prices in general are con- 
I'crnt'd, as far ns prices in tho mufassil are concerned, 
they would not respond very readily to the manipula- 
tions of the speculators. 

3087. You huvo followed the experiences of recent 
years in regard to currencies that were managed 
and not linked to gold, and did you not observe 
that the fluctuations in- the exchanges are usually 
very violent P — Yes in cases like those of Germany 
and Austria, and in a ease like France also. 

3088. Even othor countries. What importance do 
you attach to the maladjustment between the 
internal and external purchasing power of money? 
- -Well, the only importance that I attach ie that 
maladjustment one way or the other is likely to set 
certain forces at work which otherwise would not 
ho tlioro. 

3089. But are not those maladjustments very dis- 
turbing to tho internal economic life of a country P 

Well, if the maladjustment is very pronounced, 
to a certain extent tho economic life of a country 
would be dislocated, but if the internal conditions 
of a country make for stability, maladjustment will 
not count for much. 

3090. 1 do not quite appreciate that point. 1 
should like to ask you why the divergence of internal 
prices in relation to external prices should not he 
injurious to the internal economic life of a country? 
— Taken by itself, it should have an injurious effect, 
and tho ideal is to bring about a nice adjustment 
between conditions in India and conditions else- 
where. But wo are neither in a position to control 
conditions elsewhere, nor in a position to control 
conditions here and therefore maladjustments are 
likely to .arise. The other alternative is to look to 
the internal (conditions and soe that tho conditions 
aro fairly stable, conditions of labour, conditions of 
capital, conditions of production. 

3091. We are talking now about currency: how 
would you establish that stability of employment, 
of wages and so forth, by what processes P — The other 
things depend not so much on currency as on condi- 
tions of supply and demand, market conditions ami 
all the rest of it. If we have got a good rainfall, 
if no particular area is affected by f Amine, if the 
demand elsewhere is good, 1 daresay conditions in 
India will be fairly stable; the maladjustments will 
have a disturbing effect, but that disturbing effect 
will ho counteracted for the other conditions and the 
demand for Indian goods. 

3092. If internal • orices in India, for instance, 
were far higher than tho external purchasing power 
of the rupee and if in consequence that was a flood 
of imports into India, would you regard it ** 
unsound P— I wound not regard it as eonnd. If the 
maladjustment is very striking, I would take some 
measures, but you should not sacrifice everything else 
for that purpose. 
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^098. What do you mean by everything elseP 
There is nothing else. It is true, is it not, that 
the aim of all monetary |K>liry is stability ? — The one 
aim which has been consistently ignored. 

3094. Hut wo are now thinking how would you 
order things in India to achieve that end? And I am 
just mentioning to you that if you leave the move- 
ment of exchange entirely to the accident of the 
moment, you aro not doing anything towards that 
ideal? — Wjell, 1 am doing what 1 think is the right 
thing under the circumstances and that is because* 
the possibility of mnladjustnicnt is minimized oil 
account of the fluctuating rate of exchange. 

3095. Tho maladjustment of prices is mitigated by 
the fluctuation of exchange? Hut 1 have just shown, 
and L think you will agree, tliut the maladjustment 
arises from violent changes in the external purchas- 
ing power of money? — The rate of exchange will 
fluctuate with fluctuations of price lovels elsewhere. 
It would not be nu independent factor. 

3090. Hut they deviate very widely? If you arc 
hitched to nothing they are hound to deviate very 
widely?— Now the point is if you have got fairly 
stable conditions in India aiul unstable condi- 
tions elsewhere, then the best way of securing 
internal stability is to allow the rate of exchange to 
fluctuate, to have mobility rather than fixity. 

3097. And if conditions outside India are not 
stable, whut would be your measures? — )ly only 
measure would be to let exchange take care of itself 
and never mind the maladjustment of prices. That 
is not likely to arise because the rate of exchange 
will rise if prices rise elsewhere anil the rate of 
exchange will fall if prices fall elsewhere. 

3098. There is one other point. In chapter VI T 
of your memorandum you deal with tlm question of 
banking in India and you complain of the lack of 
cohesion amongst Hanks. 1 take it, and I think 
.von have expressed it, that the end and aim should 
lie to foster the banking liahit of the people? — Yes. 

3099. liy what process would you produce the 
necessary cohesion to satisfy this condition? —Well, 
I would have a well-co-ordinated system of banking 
after careful inquiry. Our information about the 
present banking system is very inadequate and there- 
fore after full inquiry we will lia'v to set up a new 
system which will pcovide for al* k things and will 
revolve round a central insLitiitioi.J 

3100. You make the central institution thu pivot 
<>f your future banking system? That will give a 
cohesion to the system? — Yes. 

3101. Is not that rather in conflict with your 
suggestion regarding the futuro management of the 
currency? If you do need a central institution 
round which you want to build up n new co-ordin- 
ated system of bn liking, is it not logical to say that 
that institution should also manage the currency? — 
I have definitely said that the development of this 
system is going to take u very long lime; it is not 
a question of a decade. 

3102. Where would you begin to establish that 
system? Would yon begin by establishing a central 
institution round which these banka will cluster, or 
would you first have tho hanks round the centre?— 
We have got the rural banks already, we have got 
the joint-stock banks ul ready, wo liavo got the 
exchange hanks already. We need industrial banks, 
and all these should lie linked to the central 
institution which liaa to ho tnndo responsible for the 
entire working of tho bauking system aud also given 
the power of control. Now the chief point is how to 
find room for the indigenous system which is very 
widespread and about which we know so little. If 
we, after inquiry, can hying about a well-co- 
ordinated system, then a central institution can very 
well take the place of tho national curreucy Board 
hut I um afraid the Imperial Bank will have to bo 
re-constituted radically if it is to serve that purpose. 

3103. You just said, “ we have in this country 
joint-stock Blinks, agricultural Banks, industrial 
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Hanks ”?- We have not got any industrial Hanks tu 
speak of. 

3104. May I ask you what you call an industrial 
Hank?— Its main function is to foster the industrial 
development of a country. 

3105. I)o you call that u Hunk? What is the 
investment Trust in England ? -Hut tliut is not a 
Hank. A hank is an institution which takes deposits 
from thu public and does banking business. 

3100. What you have in mind is investment busi- 
ness which is not hanking, properly so culled? — -Well, 
this is taken as banking by certain students on tlie 
subject and I take it as such. 

3107. Hut that is purely a misnomer? — Hut there 
is such a thing as investment hanking, industrial 
bunking; these phrases have found currency. 

3108. You suy you have all these Hanks, all that 
is lacking is co-ordination?-— A well thought-out 
policy of co-ordination. 

3109. Now co-ordi nation is rather a vnguc term : 
what do you understand l»y co-ordination? Will you 
just sketch very briefly what would lie your plan?- I 
have not fully thought the matter out in detail and 
I am afraid what 1 may say may not be a very 
logical presentation of my views. You have first to 
provide for rural banks which are mostly under tlm 
present circumstances doing credit work; they are 
gi\ing loans for a short period. They cannot give 
loans for long periods because their deposits are 
sort-term deposits. L would like to provide for a 
long-term deposits for the agricultural community. 

3110. How would you do that?- -By developing file 
hanking habit by giving a higher rate of interest; 
that is the only way. 

3111. In other words you would have to attract 
long-term deposits and build up reserves? — Yes. 
Their reserves are very inadequate. Then, wo should 
provide for industrial hanks, then we should have 
long-term deposits also for the artisans, tho cottage 
industries. We want them for our economic life; 
their number is very small and they are giving loans 
for short periods. We want them to give loans for 
longer periods. These small hanks will he built up 
into regional hanks, for regions just bigger than a 
district. Then they can Im affiliated to a centrul 
institution for the province, which area need not 
correspond to the territorial province. I use tlm 
phrase in the sense that certain areas can be kept 
together which have a certain amount of economic 
unity, not in tho political sense of the word. Then 
we will have tho eo-operativo Hanks federated into 
a central co-operative Hunk. 

3112. How would you ensure that those Hanks 
will always meet their liabilities?- At present the 
co-operative system is managed by the Goi’ornment, 
is controlled by the Government, and ns the co- 
operative system is developed, I expect that they 
will he able by wise management to meet their 
liabilities. 

3113. You do not think that in order to strengthen 
the honking system it would lie well to centralise 
rather than decentralise hanking reserves ? — 1 am 
for centralisation of reserves. 

3114. You are for centralisation of reserves? — Yes. 

3115. What does that mean in fact in your organ- 
isation?— Tt means collecting up of all' spare reserves 
of the tMiun try ami working up through these chan- 
nels and bringing them into a central institution and 
mobilising in such a way that it is available in all 
parts of the country. 

3115. Ho that the central institution is really the 
most vital part of that co-ordination that you have 
in mind?- Tt is the lost link. 

3117. Why not start with it? — If yon have not got 
any bottom it is useless to have the top? 

3118. Why do you call these other institutions the 
bottom ? Why should you not call the central Hank 
the bottom?— It will he the coping stone of tho struc- 
ture. 

3119. (Sir Purxhotamdas Thakurdax.) I thought 
Professor Gyan Chand said that he would like the 
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new Currency Board to collect data for price levels?- - 
I was put this question, whether it would really go 
upon the present statistics or call for bettor statistics. 

3120. Would you tell us what sort of improvement 
you would make in the present method of collecting 
statistics? — You are putting to ine a very difficult 
question which requires more thought than I have 
been able to givo. But I think that tho collection of 
those statistics should bo by trained students. At. 
present wo roly upon subordinate officials who have 
had no training. 

3121. They only report the prices?- -Yes, report the 
prices. But reporting the prices also requires certain 
judgment. There aro a number of prices in tho 
market at the timo and they have to select the prices. 

3122. (Chairman.) You do not want a student to 
find out how much a thing costs, do you?— But when 
a number of prices have to be selected from, it re- 
quires some discrimination to find out which price is 
typical. 

3123. (Sir Purshotamdas Thakunlas.) You simply 
find out llio price of any one articlo that you may 
have in mind. The prices are collected, wholesale 
and retail, as things aro sold in a certain area. The 
man 1ms got to go and find out how many seers per 
rupee a thing sells. It is qnito possible that lie mnv 
go to a little more expensive shop or a littlo loss 
expensivo one. I want to knew where the difficulty 
lies? — If ho goes to a local market., he finds different 
kinds of wheat, for instance, in different markets. 
He will have to lake one price ns tho price of wheat 
and for that purpose ho will have to choose particular 
prices. He will have to find out which price is typi- 
cal and which not, and this will require certain dis- 
crimination. 


3124. There aro three or four varieties of wheat, 
say, in the market; what is the difference between 
these varieties? The difference in quality. 

3125. What would ho the difference in price? Up 
to what extent would the figures be ultimately 
wrong? Supposing he went to the most expensive 
variety and took the rato of that or to the cheapest 
variety and took the rate of that, what will be the 
difference, the margin? You mean the margin of 
error. 

3120. Yes, the margin of error? — I do not know 
sufficiently about the markets. 

3127. Then how aro we to say that the present 
figures are incorrect and can be improved uponP — I 
do admit my limitations; but at the sume time that 
is my view which I want to work out. 

3128 . That is your impression; hut you cannot give 
any instances of tho variations caused? — My impres- 
sion is that the present statistics are defective. 

3129. But you cannot give ns any concrete in- 
stances P— 1 will try to work it out. 

3130. (Sir Purshotumda s Thakurdast.) We will he 
much obliged if you can send us the result after 
working it out. 

3131. (Chairman.) Perhaps you would consider 
that. Wo must not make an undue call on your 
lime, hut if you work it out it is in the interests of 
the Commission to see the result of any consideration 
von give to the matter?— I will certainly make an 
attempt. 

3132. (Chairman.) I express to you, on behalf of 
the Com mission, uur thanks for the assistance you 
havo given to us to-day and for your vory helpful 
tWMimrandii m. 


(T/ii! i rilnrss irifhdmr.) 
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Sir Hajrndranatii Mookeiukk, K.O.I.E., 
K.C.V.O. 

Sir Noncor Hastings Ykelks Waiiiik.n, K.C.I.Jfl. 

Sir Reginald Many, K.C.I.E., C.S.I. 

Sir Manrck.ii Bykamji Dadaiihoy, K.O.I.K. 

Sir Henry Stkakohch, K.B.K. 

Sir Alexander Robertson Murray, C.B.K. | 


P.C., D.S.O., D.S.C., M.P. (Chairman). 

Sir Pc/KsuoTAmjAs Tjiakurdas. C.I.E.. M.B.E., 
Al.L. A. 

Professor Jahangir Coo verier Coy a j be. 

Mr. WlLLTAM KdWAIM) P HESTON. 


Mr. A. Y. V. Aiyar, C.l.K. 
Mr. (3. H. Baxter. 


(Secrtlarm.) 


Messrs. V. A. Giia.viiiam ami H. A. W. Rhkxt, ^presenting tho Bombay Chamber of Commerce, 

called and examined. 


3133. (Chairman.) Mr. Gi antlinm, you are Pre- 
sident ol the Bo ni hay Chamber of Commerce? — Yes. 

3131. And a Member of tho Legislative Council?- • 
Yes. 

3135. And you appear to give us the benefit of tho 
views of the Bombay Chamber of Commerce? — That 
is so. 

31.* r <>. With Mr. Brent? Yes. 


3137. You, Mr. Brent, are the Chairman of the 
Financial Committee of the Chamber of Commerce? 
— Yos. 

3138. And Manager of the International Banking 
Corporation ?— Yes. 

3130. And you have present with you the Secretary 
d‘ tho Chamber?— Yea. 



MINUTES OF EVIDENCE. 


163 


7 December, 1935.] Messrs. V. A. Grantham and H. A. W. Burnt. [ Continued . 


3140. We have the benefit of a very full memo- 
randum* which I understand sets forth the views of 
the Chamber of Commerce, and 1 understand that L 
should address my questions to you in the first place, 
Mr. Grantham? — (Mr. < Irantham .) That will bo con- 
venient, and 1 will ask Mr. Brant to reply whore I 
am not prepared to. 

3141. If you ploase. Your very full memorandum, 
for which the Commission is obliged, will save mo si 
great deal of time in going into details. I will, if 1 
may, ask a few questions where you lay special em- 
phasis on your proposals and criticisms for the pur- 
poso of elucidating any points that appear capable 
of elucidation. In the first place, in the second 
paragraph of your memorandum you refer to the 
uncertainty surrounding world gold values. You re- 
fer to them as it were to dismiss them as of primary 
importanoo in considering the period of stabilisation, 
but I should liko to ask you whether you can amplify 
a little what you consider to be the uncertainties ut 
tho prosont time surrounding world gold values? I 
think the only answer to give to that is that we are 
not sure in India whore the supply of gold is to come 
from and exactly what action the United States is 
going to take. 

3142. You have in mind the possibility of some 
change in monetary policy in the United States sucli 
as would tend to set free a substantial addition to 
tho world’s gold supply? — That was at the hack of 
our minds. 

3143. Thero is no other outstanding possibility to 
upset the world’s gold values in your inind? — (Mr. 
Brent.) No. (Mr. Gmntham.) I do not think so, Sir. 

3144. Tn paragraph 4 of your memorandum you 
begin to deal with tlio best standard for the Indian 
currency. You deal there with tho instability of 
oxchango due to the circumstance that by pre-war 
methods, the rupee was stabilised in terms of ster- 
ling and not of gold, and you propose, as I under- 
stand, to establish stability in reference to gold 
rather than sterling? — That U so, Sir. 

3145. Will you tell me what alterations you propose 
in pre-war methods in order to establish the stability 
of the rupee in terms of gold rather than of sterling? 
T think perhaps I can make myself clearer if I say 1 
am referring now to the transition period which you 
outline before tho arrival at a gold currency when 
you maintain something in the naturo of ail exchange 
standard; and what I want to make clear is, assuming 
the maintenance of nn exchange standard, what 
differences you propose in contrast with pre-war 
methods, the pre-war exchange standard, in order 
to stabilise tho rupee on gold and not on sterling? -- 
(Mr. Brent.) Well, the transition period is one that 
we discussed at great length, and we really could 
formulate no scheme to enable the conversion 
gradually from a gold oxchange standard to a pure 
gold standard — an to what method should ho adopted 
during the transition period. 

3143. I have not yet made myself quito clear, I 
can see. You rocommend a transition period during 
which wo should havo an exchange standard? — Yes, 
Sir. 

3147. You reoominend that there should be a gold 
oxchange standard and not a sterling exchange 
standard? — (Mr. Brent.) Well, I think our recom- 
mendation iB synonymous. I mean our intention is 
synonymous because we Btate you will see, in our 
report, conversion oithor in gold or sterling. 

3148. Then you do not recommend any alteration 
in pre-war methods in order, theoretically and 
practically, to stabilise the rupee on gold rather 
than on sterling? — (Mr. Grantham.) I think we do. 
We havo suggested thero should be some limitation 
on the issue of rupees. 

3149. Let me put a leading question. Would you pro- 
pose, in order to establish it as a gold exchange stan- 
dard, that you should keep part of your exchange 
standard reserves in the currencies of othor gold 
standard countries rather than in sterling countries? 

Appendix 1(». 


— (Mr. Brent.) That was a point we never discussed 
because we were working purely on sterling but 1 
do not think there is any objection. (Mr. Grantham.) 
No, we have recommended in this evidonoe that the 
gold standard reserve should ho kept ill London 
entirely and I think it follows that there would ho 
no great objection to keeping a portion of it in 
other foreign countries. 

3150. 1 understand from tho answers you -have 
just given that, as a matter of fact, you attach no 
importance to it, and that, in the transition period, 
you will be content if the reserves, so far as they 
are kept in foreign currencies, are kept in sterling? 
— (Mr. Grantham.) That is so. 

3151. Now 1 want to turn to paragraph 5 of 
your memorandum, and to ask you somo questions 
on your analysis of the disadvantages of the 
exchange standard system which lead you to propose 
finally a full gold standard; and in order, if I may 
say so, to test your arguments my questions will be 
directed to ascertaining whether these defects are 
not remediable on a perfected exchange standard 
system, or whether the oidy possible remedy is to 
be found in a full gold standard. Now taking them 
one by one, first of all I will refer to the moro 
automatic nature of a full gold currency. Suppos- 
ing that the pre-war exchange system was not 
automatic in its nature, might not the exchange 
standard system be made automatic by the combin- 
ation of tlie two reserves into one, and by their 
transfer for control and management bo a Central 
Bank. The only question that I want to raise there 
is, would an exchange standard system altered ill 
that manner not become an uuLoinutic system?-- 
(Mr. Grantham.) T think our feeling is, Sir, that it 
could not because unless the balance of trade is 
liquidated by imports of gold which are purely 
automatic, we cannot see any other system which 
can be jiurely automatic; it must be managed even 
if it is managed by the imperial Rank. 

3152. Contemplating ail exchange standard system 
with combined reserves in the hands of the Bank, 
what would lie the opportunity for tho management 
of such a system ? — (Sir. Brent.) Assuming that there 
would bo no complete conversion; unless notes were 
convertible into gold it must ho a managed system. 

3153. Assuming that notes and rupees are both 
freely convertible into foreign exchange, tho question 
which would seem to need consideration is whether 
there would be any opportunity for the management 
of a system of the sort? — (Mr. Grantham.) That 
would depend on foreign exchange maintaining its 
true value in gold. 

315-1. That would not depend upon the Bank: it 
would not be within their sphere of interference? — 
No. 

3155. If you accept the free liability to give 
foreign exchange for notes or rupees and to give 
rupees for foreign exchange, that is, tho liabilities 
absolute and converse, do you see any way in which 
the Bank could manage it? (Mr. ltrent.) No, if 
conversion were possible, the conversion of rupees 
and notes. 

3150. That would depend upon the maintenance 
of an adecpiate reserve? -Exactly. 

3157. Now that raises another point. You 

deal in your memorandum with a gold standard 
and a gold currency. You say if gold can 
bo made to circulate it will have a greater stabilis- 
ing effect on internal prices. There are two 
questions there. That recommendation of a gold 
standard is made upon the supposition that gold 
can bo made to circulate. Will you, from your long 
nnd wide experience of tho currency habits of the 
country, tell us whether gold could be made to 

circulate, and, if so, how it could be mode to 

circulate?—! don’t think anybody could tell you 

that. 

3158. You don’t think it possible to givo an 

answer to the question P — I don’t. 

3159. Then you are not so confident that the result 
of the introduction of a full gold standard would lie 
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to increase the circulation of gold P- Well, wo havo 
said in our evidence that we think ab the beginning 
it might nut have that effect but ultimately we 
fee] it would have the effect of increasing the 
circulation. But I do not sec how it could be rnuro 
than coiijccturul; it must be a guess. 

ill 00. What influences do you think would be at 
work to increase gold in active circulation under 
your proposals? If 1 may make my question a little 
clearer it is this. Gold lias been available for 
circulation in the past, but it line not gone into 
circulation. In view of tliat experience tho question 
suggests itself, is it more likely to go into circulation 
in tho future?- -In certain districts in India where it 
was in circulation it was freely acceptable. 

3161. That was in the Punjab, was it not? — Yes, 
mainly. 

•1162. Were there any other districts?- Yes, in 
Kathiawar; indeed it was at a premium. 

3163. I understand that if gold is freely available 
it might return into circulation in those parts?- Yes. 

3164. Basing your answer generally on your 
experience in the past? Yes. 

3165. Tho second question raised by clause (h) 
is why should gold have a relatively greater stabilis- 
ing effect on internal prices than a purely rupee 
currency working under a gold exchange .standard, 
if I may ask von to make the siipposit ion that the 
value of the rupee in guld lias lieen stabilised under 
an exchange standard system ? In both cases the 
gold value of the rupee is stable, that is, making 
the assumption that 1 have asked von to make; and, 
if it is stable ill both cases, why does the fact that 
in <iiie ease gold is in circulation and in the other 
it is not have any greater stabilising effect on 
internal prices? — I think the fact that the gold is 
available and freely exchangeable in these districts 
would have the effect of stabilising internal prices; 
that- was our feeling; our feeling was that at present 
internal ami external prices were not running con- 
currently, and they might not tin so even under a 
gold exchange standard, even though the rtipii* was 
stabilised in terms of sterling. 

3166. Supposing that, as at present, there is a 
discrepancy between internal price* and external 
prices, would it not be the case that, alter the gold 
value of the rupee bad been stabilised under any 
system for a certain period, that discrepancy might 
lie expected to have disappeared by adjusting itself? 
Is not that only a temporary discrepancy vine Lo the 
fluctuating gold value of the rupee?— I do not think 
altogether. Sir, if it was felt that gold was always 
available ill exchange for the nipt I think it. would 
create a difference. 

3167. liOt mo now’ pass on to clause (r) : 
“ They feel that a gold currency, divorced from 
hoarding influences, would he more easily capable ot 
contraction than a rupee currency, inasmuch as rupees 
are neither exportable in the same manner as gold, 
nor meltable without loss, and this capacity for con- 
traction should have the effect in tho long run of 
producing greater stability.” In the first place, 
could you amplify a little what you mean by a gold 
currency divorced from hoarding influences? Is 
that divorce a natural result of the introduction of 
a gold currency, and if so in vvliat manner does that 
follow? — We meant there that in course of time, 
as gold became freely available, the tendency to 
hoard it would la* less; at the present moment if there 
wore a gold currency the tendency would be, wo 
think, lo board it ; but in the course of time we think 
that would go owing to the mere fact that the people 
would feel that gold was available whenever they 
wanted to have it. 

3166. I will ask you a question or two about that 
a little later oii; it really refers to circumstances 
which ^ on mention lower down. As regards tho capa- 
city of contraction, you said the rupees are neither 
exportable in the sumo muiincr us gold nor nielt* 
nhie without loss. But rupees, although not export- 
aide in tho same manner as gold, are convertible 
into a foreign exchange and withdrawable from the 
currency upon coii\er.vioii ; ami, referring buck to an 


altered and, it may he, perfected system of the 
exchange standard to which I have referred, in which 
the excli lingo standard would be hosed upon n united 
reserve in the hnridR of the Imperial Bank, might 
not a currency under such an exchange standard 
system as that he as automatically contractible as 
under a full gold standard? Tho improvements to 
which I am referring aro the combination of the two 
reserves into one, accepting the liability for tho con- 
version into foreign exchange of the rupee currency, 
ami then the transference of the management to a 
Central Bank. I’mler a system of that sort would 
not the currency he us automatically contractible 
ns it is under u full gold system? — It might he 
more quickly convertible, but i think wo feel it 
W’ould he difficult to get such a perfect standard 
ns to make* it automatically contractible. 

3169. You think that, at a time of bad exchunge, 
rupee exchange would come in to purchase foreign 
exchange; foreign exchange would come out; the re- 
serves would he diminished; and the currency would 
he automatically contracted. Would you sen any 
greater advantage* in the automatic contract! bility 
under the gold standard than under that method to 
which I have briefly referred? — l think we should 
prefer to see actual export and import of bullion. 

3170. If 1 may try and bring out the weight of 
your evidence, I believe you are relying upon the 
ci reu uist a nee that, under the gold standard, then* 
are less opportunities lor interference with the work- 
ing of the standard?— That is so; that i» at the hack 
of it< all. 

3171 Is any standard proof against violent inler- 
fei re at times of great stress and pressure, and 
ha we not known during the war full gold stand- 
ards breaking down laiuetilably?- Yes, Sir; that is 
certainly true. 

3172. Now, referring to your clause (if), do you 
consider that the use of cheques can he introduced to 
any appreciable extent in the foreseeable future in 
the great inercautilo towns? — | think it could, Sir, 
as more confidence is created in the banking 
system. 

3173. That could only come through confidence in 
banking. Do you consider that the full gold stand- 
ard would directly tend to produce increased con- 
fidence in the hanking system, or does that depend 
upon other and more numerous considerations than 
any question of the standard of currency? — Yes; we 
do definitely feel that if gold is always available in 
return for cheques, there would bo greater confidence. 

3174. Just to lest whither that is leading us, 
which do you consider to bo u stronger iniluenco in 
promoting public confidence in banking in India, 
tho nature of the currency system or tho stability 
of tbc* batiks themselves? Might it not be said that 
what is really needed us regards the education of tbc 
populace in these greut mercantile towns is the pro- 
duction of fundamental confidence that a hank is a 
stable institution which will pay n debt, and that, in 
comparison with that, any atmospheric influences 
as to the currency may not be of so much import- 
ance?-- (J/V. Jirent.) That is essentially so, Sir, hut 
that point of the question we are leaving out alto- 
gether. We are assuming that the stability of the 
bank is without question if they encourage bunking 
habits among the natives of India and our assump- 
tion is that, if Llicy were able to draw cheques and 
get gold that it w’ould lit* u distinct encouragement 
towards hanking in this country. (Mr. Oranlham.) 
J would amplify that, Sir, by saying that I do not 
think the native of Lidia in the outlying districts 
does appreciate in any way whether u bunk is strong 
or whether it is not slrnng. He may gradually gain 
confidence in a particular bank by the fact that 
cheques are always paid hy that bank, but I think 
lie would muinJy judge it hy the fact that ho could 
get either gold or silver in exchange for his cheques, 
preferably gold. 

3175. Now, as to clause (tf), your committee 
feel that more actual gold would be imported into 
India under a full gold standard currency. That 
vvould no doubt be a feature of the period of tran- 
sition to the gold currency, blit are you of opinion 
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tlmt tlmt would lie n permanent feature of tho full 
gold system ?— (Mr. //mi/.) Well, it would bo un- 
necessary, Sir, onco tlio gold standard were estub- 
liNlied and gold circulating freely. 

317<>. Tt would be unnecessary undoubtedly, and, 
therefore, perhaps it would not take place— a per- 
manent increase? -It is a transition period. 

•'1177. Will you explain a little more carefully the 
following statement:- “This would automatically 
ei isii ro the accretion of greater real wealth in terms 
of tho world’s standard of value." flow would it 
ensure the sn-creLion of greater real wealth? Is gold 
real wealth ?--(M r. Hnuithain.) At present, Sir. 
Our impression is, as long as gold is the world's 
standard of value, that it does represent real wealth. 

3173. It represents wealth as a sLore of value. 1 
Lake it?— Yes. 

3179. And it has a use in ihe arts, but otherwise 
is gold more real wealth than anything else? J 
think it is Lo the Indian, Sir. It is certainly more 
readily exchangeable than other produce. 

3US0. It is a commodity which he greatly do. ires 
as we understand?-— Yes. 

3] Hi. His desire is for gold tor ornaments and for 
hoards? -(Mr. limit.) For hoarding and for orna- 
ment, of course. 

3|H2. Are those list's of gold which you desire to 
promote?— (Air, (i ninth am.) No, 1 think the reason 
we wished Lo promote it was that it. was the world 
standard, and at present. India has got comparatively 
little in actual use. 

31H3. L understand you are not really advancing 
the view in this paragraph Unit the wealth of India 
is to he measured by the gold she can get? Not 
entirely, Sir, by any means. 

3181. On clause (/), the question I desire to 
ask is this. The rural population prefers gold to 
silver, that is, you tell us they prefer gold for hoards 
and for oriiuineiits. In your opinion does the rural 
population really prefer gold to silver as currency? — 

I think there has been an increasing use of it, Sir, 
in quantities. Very small portions of gold are sold 
now in up-country districts. 

31 H5. For active currency? — They are used to 
some degree us currency in that a ryot takes a small 
lump of gold and hands it back to his banin in times 
when lie wishes to purchase something; especially in 
the <otton districts we have witnessed that. 

:t|Hti. Ik it or is it not a feature of the psychology 
of the ii ii instructed Indian public that they base 
their sense of currency values principally upon tho 
rupee?- -They see more rupees than gold, but 1 do 
not think they would prefer silver if they could 
afford to get gold. 

31m 7. Is it not the case that the vast hulk of cur- 
rency transactions are of such a magnitude that gold 
is not a suitable medium for exchange? — I am not 
sure that I appreciate the question. 

3188. I mean, for the little buying and sidling con- 
nected with tho ryot gold is no good to him for that 
purpose? -Not for petty purposes. 

.‘1189. Para gap 1 1 (j, I think, needs a little elucida- 
tion. You state that “ in Europe it is considered 
uneconomical to dissipate gold reserves in actual cur- 
rency, but that India cannot Ik* judged solely h.v 
western standards.” I take it you do not mean Unit 
it iri any less uneconomical in India than elsewhere? 

(Mr. Brent.) No, Sir, wo have emphasised that 
lad luter oil in the report- the question of economy 
■ "that it is much more expensive. 

ill 90. The weight of this paragraph is that other 
'•msiderationS' Bueh ns tho preference which you 
referred to, should ho weighod against tho cost?— * 
Hell, hardly weighed entirely against the cost. I 
think other considerations should be weighed against 
cost, I think you will find from our report that 
the question of a pure gold standard is to us more or 
less a pious hope. 


3191. 1 was trying to ascertain tho piety of tuo 
hope. Assuming, as stated in paragraph 7, that a 
gold currency is introduced, 1 understand it is your 
opinion that this would result in an immediate 
increase of the tendency to board?- Yes. 

3192. Hill Lb at you anticipate Hint that tendency 
would correct itself in toiuse of time, and that 
the reverse result would be produced ? -Yes. 

3193. From your knowledge of Indian conditions 
and the rate at which public opinion can alter in this 
country, can you give iis any idea at all-— (L do not. 
mean within tire years even) as to the order of time 
which would be required for the reverse action 
against boarding?- -Well. Sir, that, depends entirely 
upon the rapidity ot the transition period. I mean 
it is a question of familiarity. You cannot expect, the 
reverse to happen until it has become so familiar and 
so possible that the Indian can obtain gold whenever 
lie wants it. 

•Slill . You can only say that the tendency to hoard 
would rout iniie until the public was thoroughly 
familiarised with the fact that gold was always I reel v 
available against their rupees ami notes? -That is .so. 

3190. Forhaps you would rather I did not ask you 
to commit yourself to any sort of rough statement lor 
the assistance of the Commission as to what order 
of time would he involved o, 1U, ."iH or UN) years?- - 
1 do not think so. 

3I9<>. What would be the etfeci of the i ciuleriiig of 
gold lreelv available in return for rupees and notes 
upon the holdings of silver boards in the country? — 
(Mr. (ini nt ham.) They would exchange them, I think, 
to some degree. 

3197. Have you been able to form anv estimate, 
however approximate, as to the amount of rupees 
which are held in hoards in the country? (Mr. 
Hu nt.) No. we have not, and that is one of our prill 
cipal reasons for finding no solution to this question 
of conversion during the period ol transition. 

3198. Perhaps I might suggest that we should 
assume, for the purposes of our further questions, 
•in estimate of some l.'iO ernres of rupees 
held in hoards in the country. 1 under- 
sin ml >011 would rather not express an opinion 
whet her that estimate* is right or not. II 
you will very kindly assume it just, for the purposes 
of our next few questions, do you look upon it as 
impossible, or indeed improbable, that the result, oi 
making gold freely available in Hie manner desc ribed 
might have the effort of bringing out the whole of 
these hoards in a very short period ? (M r. 
(i rant ham.) 1 do not think we could give an exact 
answer to that question. Sir, beyond saying that we 
feel that u very large percentage of the silver hoards 
would come out. 

3199. You think that a very large percentage 
would come out in exchange fairly quickly?— I think 
so. I think that would be the tendency. 

3200. At any rate, we need not try to ascertain the 
possibilities too closely; we need only say that there 
is a possibility? — Yes. 

3201. If we assume that figure which 1 have given 
to you, and assume throughout the period for the 
conversion of silver rupees into gold, including 
hoards and the (Sovcrnmeut silver reserve, a total 
sum of 200 rrorex— (I am asking you again to be kind 
enough to take that figure from mc|~we arrive at 
the conclusion that, in order to bring a full golci 
standard into final full operation, you require an 
amount of gold approximating to 100 million sterling. 
Will you tell me what your view is as to the effect 
of the withdrawal of that amount of gold from the 
world’s supplies to India?— I am not prepared to 
attempt to do so. Sir. 

3202. You would not perhaps bo prepared to go 
further than to say that it. is a circumstance whieti 
would require serious consideration? — (Mr. Brent.) 
Very serious consideration. 

3203. Would l-liut ho because of its possible effect 
upon world gold prices reacting upon tho welfare ol 
the Indian nation P— Yes. 

L 8 
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3244. One question regarding tho east of this 
scheme. If 1 limy usk you to make a further assump- 
tion, that the recurring cost to India of the intro- 
duet ion ot n full gold standard would be about a 
(Tore mid a half per annum during the transition 
period and about a crore and a fraction per annum 
thereafter, what weight would you nttuch to the 
disadvantage of this expense against the advantages 
of the system as you have described it?- Hut you said 
just now, Sir, a crore and a half per annum during 
tho transition period— transition of what period? 

3205. Five years, and then a crore and a fraction? 
— {Mr. (J rant hum.) For so long as it was in 
operation P 

3200. For ever; n permanent addition to India’s 
debt. 1 just want to see what relativo importance 
you attach to these considerations? — l do not think 
I should bo prepared to answer that without con- 
sideration of the figures. 

3207. Of course 1 am not asking you to uccept 
those figures us your own evidence. 1 am only ask- 
iug you to make that assumption. As a matter of 
fact wc have liad evidence suggesting that that 
would be the cost of the scheme, and 1 thought it 
would be of assistance to the Commission if you 
could tell them, reducing to ail arithmetical figure 
the annual cost of your scheme, whether you would 
consider that to any extent such a cost as that would 
or would not outweigh the advantages of tho scheme? 
— It is rather difficult for us to give a reply 
at all to that without giving further con- 
sideration to the figures. My own impression, 
Hir, is that it would justify the cost even at that 
expense because of the ensured stability of tho 
system but I think Mr. Brent is of opinion that the 
cost would not be justified. Of course as this 
question has not been considered by my Chamber, 
this opinion which 1 have expressed is my own 
personal opinion. 

3208. Now, continuing on paragraph 3, you refer 
to the |M)ssihility of the gold in circulation being 
available for the sup|Mirt of the external value of 
tin* rupee. Is it not a general experience that gold 
in circulation is not readily available for export 
in times of weak exchange?— Not readily yes, Sir. 

321X1. How much reliance would you place upon 
the gold currency in circulation ns a support for 
exchange in times of crisis? — Your question was, if 
gold currency was in full operation. 

3210. Yes, proceeding on the basis of a full gold 
standard? i think if there were a full gold standard 
in full operation, the probability is that it would 
be forthcoming. 

3211. You recognize, do you not, that it is only 
required in times of crisis? — Yes. 

3212. Is it not common experience thut, -in times 
of crisis, the strongest instinct on tho part of tho 
u n instructed public is to part with any other form 
of currency medium sooner than part with their 
gold? — It is really a question, Sir, whether the 
circumstances would be such us to compel the public 
to part with their gold. If the balance of trado 
was against India for two or three years, tho 
probability is I think that they would have to part 
with their gold. They would have nothing else to 
part with if gold was in actual currency, however 
much they wan+ed to hold on to it. 

3213. In your opinion then not much weight is to 
lie attached to the suggestion that in times of crisis, 
although the public may in the lust resort bo obliged 
to part with gold, they would sooner part with 
anything else? — 1 think that is so, Sir. 

3214. In paragraph 9 you say you feel that it 
would be unsafe for Government to accept tho full 
responsibility for the conversion of zupees into gold 
without in some way limiting tho issue of silver 
rupees. What form of limitation had you in mind? 
—We had in mind the curtailment of the total gross 
issue, just a cessation of issue of further rupees. 


3213. Would you expluiu u little how that would 
relute to the special demand in India for rupees 
for the movements of certain crops at certain seasons. 
Must there not always be a certain amount of 
fluctuation in the total demand to meet these 
seasonal crop movements in dealing with the 
expansion or contraction of the rupee circulation 
according to the season? — Wo were assuming that 
gold would be used in support of silver as it has 
been in the .past for the finance of those crops. 

3213. That is the questiou on which wo should like 
to have the benefit of your experience. Is it not the 
cast; that there are certain crop movements which, 
owing to the nature of the payments made and the 
habits or the cultivators, cun in praetico only bo 
Finn need hy rupee silver coinP — 1 do not think so 
now, Sir. 

3217. Is it part of your proposal that, either con- 
currently with or after the introduction of tho full 
gold standard, the rupee should be limitod as legal 
tender? - No, Sir. We have not come to that con- 
clusion. In fact 1 think it would be impossible to 
do so. 

3218. Wlould you amplify a little tho answer you 
have given, in what do you find the impossibility 
of limiting tho rupee as legal tender? -It ia in such 
very general use and in such large quantities that L 
do not quite see how one could limit its legal tender 
beyond u certain figure. 1 take it it would be quite 
a small figure if one created a limit at all. 

3219. Then you base your opinion us to tho impos- 
sibility upon the habits of the people as regards the 
use of the rupee? — Yes. I think they a ill have to be 
educated in tho use of something else lor a consider- 
able period before it would be possible to consider 
unytbiiig of that sort. Kvcn then I am not sure 
they will not want their rupees in some form. 

3220. Wlint you have just said tends to show that 
much gold would be likely to go into the popular 
reserve? — I think that it would go very slowly into 
circulation, not quickly. 

3221. And 1 imagine you would reply that you 
should not limit the legal tender of tho rupee until 
it had boon substantially replaced by gold in 
circulation? — That is so, Sir. 

3222. What evil consequences would you fear from 
tho limitation of the legal tender of tho rupee 
before the attainment of that period? There would 
be nothing to take its iplacx*. 

3223. It would be impossible to do that without 
at the same time offering, ns we are assuming, the 
free substitution of gold for rupees P — At the 
beginning tho freo substitution of gold would not 
be accepted universally in India. It would take 
time for the substitution to be accepted. 

3224>. So that, even though you accepted the 
liability to substitute gold for rupees, tho people 
would not tuko gold against their rupees and they 
would be left with tho silver currency, which, as its 
uses have been limited by law, might be at a dis- 
count? In other words, you would bo diminishing 
the store of valuo which they hold in tho form of 
rupees P — I think the rupee is too much a standard 
of value to abolish it or to attempt to limit iL 
except in tho manner wo have indicated. 

3225. In paragraph 11 of your memorandum, in 
which you say that you appreciate the many and 
obvious difficulties in the way of the immediate 
attainment of that object, that is, a full gold 
standard, you recommend during tho transition 
period a gold exchange standard and tho creation of 
sufficient gold reserves in India for the attainment 
of the full gold standard. Could you amplify that a 
little by telling us in what manner you would provide 
for the accumulation of gold reserves against that 
day of the full gold standard P — You moan in what 
particular roserve it would be accumulated? 

3226. Any suggestions would be of interest as to 
the mechanism by which the gold reserves might be 
accumulated ? — Our suggestion was to accumulate 
gold in the paper currency reserve. 
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3227. What would bo the nature of the operation? 
— It would be thu issue of notes against gold, or, in 
course of timo when the molting down of rupees is 
bound to occur, their replacement with gold. 

3228. You would replace existing silver reserves 
by gold by selling the silver?— Yes, slowly. 

3229. And for future increases of currency you 
would require gold for this issues of notes? — Yea. 

3230. Would you also sell the existing sterling 
securities in the reserves?— No, not at first. The 
first operation would bo the provision of gold in the 
paper, currency reserve. 

3231. In the course of timo you would sell the 
sterling securities P- Yes, in course of time. 

3232. Has it boon possible for you to make any 
oslimule at all of the period which would l>o required 
to accumulate the gold necessary for the safe intro- 
duction by those methods of thu full gold standard? 

- No. 

3233. 1 imagine you would reply that the period 
must be long enough to accumulate the necessary 
gold ? — Yes. 

323ft. (i'huinnun.) It would he convenient at this 
stage if members asked any supplementary questions 
on the ground covered. 

3235. (Mr. Preaton.) Mr. Grantham, with regard 
to your last reply to the Chairman on thu question 
of thu acquisition of gold with u view to the ultimate 
bringing into force of a gold standard, the interest 
earned on the gold standard securities and on the 
securities in the paper currency reserve is I think 
about 2$ million sterling. If the interest was 
collected and was converted into actual gold and 
shipped to this side and we were to give a period of 
say 20 years, you would accumulate gold oil this 
side of £50 million sterling. Would that meet with 
your approval?- Do you mean that you concurrently 
keep the gold exchange standard in London abso- 
lutely intact as it stands to-day and the securities in 
th© paper currency reserve intact. 

3236. The interest to date in so far ns the gold 
standard reserve really was concerned under the old 
regime oughL to he added to the gold here so that 
the gold standard was increasing. That method is 
not followed. 1 have assumed that that interest us 
collected is converted into actual gold ; the 
interest also on the sterling securities ill 
your paper currency reserve is converted ; and 
assuming that the amount would be about £2} 
million sterling actually converted into gold each 
year, there being thus no great drain on the gold 
reserve in London and that gold is shipped out to 
this country, in 20 years you would have a gold 
reserve of £50 million sterling? — I think 1 am right 
in thinking that the interest at present goes to the 
general revenues. 

3237. I am not sure whether it really goes to 
the genoral revenues. Really speaking, tho interest 
on gold standard ought to go to tho gold standard, 
under the old ruling? — Hut at present it goes to the 
general revenues. 

3238. (Chairman.) That is so. 

32719. (Mr. Preaton.) 1. believe lliat is so? So that 
the coat of tho creation of the proposed gold reserve 
fund urould be a direct cost oil the revenues of the 
State to lie wiped off in 20 years. 

■1240. What would it actually cost you? Without 
being able to give the matter further consideration, 
1 think that would be too costly u method. 

3241. (Sir Maneckji Ihiduhhtnj.) There is a great 
sentiment in tho town of Bombay in favour of gold 
standard. Is there not? — There is, yes. 

71242. Anil is that sentiment shared by the 
European commercial community in Bombay as well? 
- Yes, our ovidenco is to that effect. 

3243. (Chairman.) Your evidence is that the opinion 
of the Bombay Chamber of Commerce is to that 
effect. 

3244. (Sir Maneckji Dadabhoy.) I am talking of the 
general commercial community. My question re- 
lated to the sentiment in Bbmbay and tho next 
question was whether that sentiment waB shared 


also by the European commercial community?-- In 
so far us the Members of the Chamber of Commerce 
are concerned, yes. 

.‘1245. The introduction of a gold standard in order 
to be effective must be introduced as rapidly as 
possible. That is so? — It is no use delaying it too 
long. I mean, spreading it over a long number ol 
years, you will lose its importance or efficacy. The 
transition period, 1 am .speaking ul'. is it not so? 

-1 think in answering that, we have to consider 
the question of cost us well. Wo should not bo 
prepared to recommend the conversion into gold 
irrespccti\o of cost, even though it might he admitted 
that the more rapidly it could lie effected, the better. 

•3246. Hut even if it limy cost a little more at the 
outset, would it not amply repay at any Lime that 
cost if it is done more expeditiously, 1 mean the in 
troductiou. That is, though the initial cost may ho 
great, would it not amply repay? -It is rather 
didicult to answer that without having some idea 
of what tin! cost would he of introducing it rapidly. 

I have already replied to Mr. Preston's question. T 
think his suggestion might he rather costly, to build 
up a reserve of 50 million in India out of the general 
State revenues in 20 years. 

•3247. But. any scheme would involve more or less 
cost. Have you any scheme to suggest which would 
involve the country in a less amount of cost? — -We 
have no rapid scheme. 'I lie whole of our evidence 
is to flu* effect, that if will have to be very slow, 

L mean tho conversion. 

71248. What i.s your serious objection to the ques- 
tion puL by my colleague, Mr. Preston, with regard 
to the gold securities as well as thu paper cuitoiicx 
securities? What is your actual objection to that? 
— Our actual objection is purely ono of eost, that the 
cost of that fund would he paid for by tlm State 
every year, instead of the fund being built up by 
automatic imports of gold. 

324U. Will it he charged to rcicnuu in that case? 
- The cost? 

3250. Yes? — It must conn* out of the. revenue. At 
present the interest on those funds goes to the 
revenues of the State. 

.3251. Have you any definite ideas regarding tho 
amount of gold that would lie necessary to accumu- 
late to meet the demand at the outset?-- No. 

3252. Could you mako any guess? No, I could not 
answer that. 

,3253. Do you not think that the demand for gold 
now ill exchange of the rupees is mainly due to the 
sentiment prevailing among the people that if they 
part with their gold, they will not he able to replace 
it immediately in times of dire necessity, and it is 
much better to hold gold as Government will not part 
witli gold? Ts not that the feeling which is under- 
lying a demand for tho hoarding of gold? — I am 
not quite sure that I understand that question. 

3254. At present peoplo hoard gold because they 
think that once they part with their gold, it would 
he difficult to replace it, because they will not got 
it hack?— 1 do not think that I would attribute it to 
that reason. 1 would rather say that it is a more 
expensive metal and they recognise it, and as such 
they would prefer it if they could afford it. 

3255. Probably I may tell you why 1 ask you this 
question. If the gold standard is iutrod lured, people 
will understand that they can at any time at will, 
obtain gold for silver, while at present they know' 
that the Government is under iio obligation, niul as u 
matter of fact. Government does not give gold for 
silver. Now the very fact of the introduction of 
the gold sLumlnrd, would it not make a change in 
tho sentiment of the people? And ultimately even 
in tho transition stage you would not require so 
much gold? — Wo have already said that. Wu have 
said in our evidence that hoarding will gruduully 
cease although it would in Lhc first instance increase. 
But the ultimate efTect would he n gradual cessatior. 
of hoarding. 

3256. That is, confidence will bo restored in the 
general public in the currency of llm country? — 
Yes, people, I think, will never hoard so freely what 
they can freely obtain. 
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3257. Quite so. Is there a great deal of hoarding 
ill the town of Bombay P—1 should say there is hoard- 
ing; yes. 

3258. Confined to what communities mostly P— J 
think one might say that the less educated people 
hoard more than the educated people. All tho mill 
workers, for example, servants and others, have their 
gold or silver hoards in some form or other, whether 
it he necklaces nr bangles and I suppose the bigger 
Marwaris also hoard. 

3250. 1 should have thought that in a commercial 
city like Bombay, where money is constantly required, 
there would be less of hoarding than in any rural 
district? — That is quite possibly correct, hut your 
question was whether there was hoarding hi Bombay. 

3200. To any appreciable extent? It is very diffi- 
cult to suy. 

3201. In paragraph 10 of your memorandum while 
discussing this question, you say, “ My Committee 
ure inclined to the view that the sovereign is too 
large a coin to circulate freely in India ami they 
would prefer to see a smaller coin minted in India.-’ 
What coin do you recommend?- A ten rupee coin. 

3262. Ten-rupee gold coin? Yes. 

3263. Why do you recommend a small coin? — 
Mainly because the fifteen rupee coin as one of larger 
value might not he so easy to circulate. The ton- 
rupee note does circulate very freely. 

3264. Has there been any difficulty experienced 
in the circulation of the sovereign in Bombay? — 1 
do not think we had sufficient experience. 

3265. You hud not- sufficient experience? And the 
whole of this question is one of popularising a coin 
in order to make it circulate. 

3266. Do you think that such ail idea would he 
favourably received by the commercial community, 

I mean the trading comm unity, who are generally 
accustomed either to a fifteen rupee sovereign or a 
gold iiinhur of a bigger denomination? — We were 
looking more from tho point of view that it was 
necessary to find a gold coin that, would cimdate 
and lie popular with the people of the country and 
hearing that in mind, we felt that a ten rupee coin 
would lie more popular than a fifteen rupee eom. 

3267. There would lie no misgivings about a new 
coin being introduced? That L could not say. 

3268. There won't he any distrust about it? — I do 
not think there would he any distrust, once the people 
find that the Banya or the Marwari would take the 
gold coin and the contents of the gold were correct. 

3269. (Sir Aluiiechji Ihulnbhoij.) Are there any 
special reasons; I mean as I understand, ill the 
Dominions and other places, they have not 
got their separate coin, I menu gold coin, 
sovereign. Are there any speeial reasons in India 
from departing from this practice and in fact causing 
a severance in the link in u sense between Great 
Britain and India hy having a new gold coin intro- 
duced in this country? 

3270. ( i'hairmnn .) The witness said that the 
sovereign was too large u coin. 

3270a. (Sir .\funeekji ] hubiblmif.) I arn now putting 
the general question whether there arc any special 
reasons, apart from that, for departing from the 
general practice?— No special reasons; nothing apart 
from that one primary reason that the smaller coin 
would he a convenient coin for circulation. 

327J. Only on that ground? But i understood you 
to say tho circulation of the sovereign was not 
sufficiently long enough to form any real definite 
opinion?— That was in Bombay. But apart from that, 
I do not think a fifteen rupee note would circulate) 
as easily tin a ten rupee note upcountry and that is 
vhat wc lmd in mind. Wo were not considering the 
matter merely from the point of view of tho city of 
Bombay. 

•1272. Asked about the banking system by the 
Chairman, you said that it was difficult really to find 
a banking system in India, perfect in itself and of 
such a magnitude and with such ramifications as to 
be n real potentiality in the country, at least if it 
is woiked for some years mcire?---For some years, yes. 


3273. Considering the sentiments and tho habits of 
tho people? — Yes; that is so 

3274. (Sir 11 emu Strabo. sch.) Ratlior ail important 
question is raised hy tho problem as to whether gold 
put into circulation is available in case of need for 
external payments. You mentioned, 1 believe, that 
you thought if there was a failure of crops, gold 
would iiuturully flow' back and would therefore be 
available lor export and therefore for external 
payments ? — YeB. 

3275. Now quite apart from that possibility there 
are other types of crises which one lias to contem- 
plate ? — Yes. 

3276. For instance, an internal crisis, a credit 
crisis, an external crisis, which would result in 
withholding the usual credit facilities to India, and 
then a combination of all three. Do you ill all cases 
believe that the gold in circulation will he available 
for export, and therefore for stabilising the 
exchange? — Not in all cases, no. 

3277. Yoii would, therefore, say that apart from 
the gold in eirculntinn there must necessarily exist 
u reserve to niaintaiii the external stability of the 
rupee?- There must be some form of reserve, yes, 
which would he readily available. 

3278. How big do you think that reserve ought, to 
he? 1 am not prepared to express any opinion as 
to the exact figure. 

3279. Well, would you say it would have to he 
smaller or bigger than the present reserves? — Yes, 
without committing ourselves, 1 should say bigger. 

3280. In other words you would need, in order to 
introduce a full gold standard with gold in circula- 
tion, the gold necessary to replace hoards, the gold 
necessary to form a medium of exchange, and on lop 
of that a gold reserve sufficient to maintain in times 
of crisis the exchange value of the rupee?— When 
you say sufficient, to replace hoards, do you mean the 
complete hoards of India or u portion of the honrds? 

3281. Well, I should like to have your view oil 
that? — We have not considered, Sir, the question 
of the total reserves that- would he necessary. 1 do 
not think that in any case we should answer that it 
would lie necessary to keep a reserve to cover the 
total liabilities under nil three headings you mention. 
It would uecessurily he only a percentage of those 
throe liabilities. 

3282. But would you explain why it should he a 
percentage and what percentage you have in mind? 
— I do not think I should ho prepared to eome down 
Lo the actual figure because we have not considered 
it, hut what I meant was it would not he necessary 
to provide a gold reserve sufficient to replace the 
I olal hoards in India. I do not think the total 
hoards would he likely to come out, for example. 

3283. Y'ou have no idea as to what amount is likely 
to he needed? ---No. 

.‘1284. But, any way, you admit that there are 
these three points which have to he considered and 
have to lie assessed before one can fairly commit 
oneself to so big an undertaking? — Yes, I entirely 
agree with you, Sir. 

3285. Now. I believe you mentioned before that, you 
thought the hulk of the gold needed to establish a 
gold standard of that character should he imported 
through private channels. Did I understand you 
correctly? Yes. 

3286. Well, if you did introduce a gold standard 
with gold in circulation, I take it the Governmem 
would Im vo to agree to give gold in exchange for 
rupees and for notes?— Ultimately, yes. 

3287. The gold needed for that purpose will have 
to he provided hy Government?— Yes, it will have to 
he provided out of their reserves. 

3288. Ami it will have to be providod before they 
ciiii possibly hope to sell the silver contained in the 
rupees that are flowing back?— (Mr. Brent.) Our idea 
was that it could be concurrent, that silver could be 
slowly sold and replaced by gold, not necessarily that 
the gold reserve would be fully accumulated before 
any sales of silver were made. 
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3289. But if you appointed a date which .von would 
no doubt liavo to do from which onwards the Govern- 
ment would be prepared to give gold in exchange for 
rupees, do you think it would l»o prudent not to have 
accumulated a very substantial amount of gold to 
meet any demand for gold in exchange for rupees?-- 
Of course; it would be impossible to do otherwise. 

3290. Exactly. Therefore, you would have to keep 
a very substantial reserve available for that purpose}' 
- Vos. 

3201. You were saying, in answer I believe to Mr. 
Preston, that you did not like the idea of accuinulal- 
ing the interest accruing on the gold standard 
reserve securities for the purpose of building up a 
gold reserve. By what other process won hi you sug- 
gest that the gold should be accumulated? -(.If r. 
(Jra niha m.) We take it a certain amount would by 
tendered in exchange for rupees to the Currency 
Office. The balance would have to he purchases of 
gold in course of time, 1 admit, hy Government. 

321)2. Would you say that oil introducing a gold 
currency in this country the note circulation would 
increase or decrease? — The whole question depends 
on whether it will circulate. Our opinion is that the 
m»te circulation would decrease. 

3293. Now would you admit tlint if the note circu- 
hition were to decrease*, that would produce a lesser 
elasticity in the whole currency system? — From whal 
point of view. 

3294. Well, if you issue notes on the basis of gold 
and, let us say, commercial hills, that, kind of 
note currency can he expanded, and will expand in 
accordance with the real needs of the country for 
currency. If the note circulation decreases, to that 
extent the elasticity is lost, because then you would 
only lie aide to get an increase in the circulation if 
further gold were imported from abroad, which of 
course depends upon the foreign trade of the coun 

I ry? 1 think ilia t is what we should like to see, the 
total eireulatioii of eurreney expanding or contract- 
ing in direct relation to the foreign trade of the 
country. 

3290. And, therefore, that, the note should noL 
remain as popular as it. is to-day? No, 1 do not 
quite say that. They would remain as popular; but. 
surely there must he some decrease if gold is coming 
into circulation. 

3290. But [ understood you to say that, if gold 
were put into eireulatioii, you would expect the note 
circulation to decrease? — Yes. 

3297. Just one other point. Have you thought of 
I he social and political effect of a very heavy drop in 
the price of silver concurrently with the possibility of 
a heavy appreciation in the price of gold, which 
means, in other words, a fall in commodity prices? — 
You have in contemplation the necessity of Govern- 
ment selling their silver? 

3298. As it will have to do in order to provide the 
necessary gold? — I do not think. Sir, we can say we 
liavo considered the actual definite effect of the sale* 
beyond our general statement- that it would have to 
he a very slow conversion. That, is why we have 
staled throughout that we would not favcflir a quick 
conversion into a full gold standard. 

3299. But li»u r could you control the pact* at which 
the conversion should take place? — (Mr. limit.) By 
regulation during the transition period. 

3300. Lot us. take the moment when you give gold 
in exchange for rupees? — (Mr. JSmit.) Yes, Imt wc 
ha\c not arrived at that yet. (Mr. llnmthnm.) Thai 
would be the end of the transition period. 

3301. We have to contemplate that period? — (Mr. 
limit.) Yes, but the reduction of the silver reserves; 
1 ho conversion of the silver reserves into gold depends 
entirely on the method in which you propose to 
transact business during your period of transition. 
* moan to say, we do not contemplate for one 
moment that the whole of the silver reserves of India 
should bo thrown on the market and realise whatever 
price they can in gold. 


3302. Let me put iL to you ill this way. During 
the transition period silver rupees and notes will cir- 
culate as they are doing to-da.v; Lliey will have to 
coni in uo to circulate during tin* transition period 
because there is nothing else to take their place. 
Now when the transition period is over, will there he 
sufficient gold available? We are assuming that 
sufficient gold ha,s been built up in the reserves here 
to enable you to .start converting. 

3303. Yes. Now to acquire that gold you will have 
cither to impose taxes, in which case the cost of that 
gold will he met out ol rexemie, or „\t>u have to con- 
tract a loan. Bui. when you do offer to exchange 
gold lor rupees, do you mil think that the market, 
long before that happens, will anticipate there is a 
great deal of silver to he sold, and that the silver 
market will suffer a very severe depreciation? - 
It depends entirely on the method of selling. 

L mean to say if tin* sales are protracted over a 
period of years Lbere is no reason why that shouhl 
seriously affect, the silver market. 

3301. You do not think the market would antici- 
pate that? Indefinitely? 

3305. I do not say indefinitely, hut at that time, as 
is usual I. think in all markets, markets usually dis- 
count events? It, depends entirely on what basis, 
what time-limit then* is on the event. If a thing is 
likely to happen within the next year or two years. 
Granted that is so. But if you have got a period, a 
very long period; wc have no idea of what your tran- 
sition period will be, but if we say for argument's 
sake it will lie 20 years, do you think that, is going 
to have a serious eir«*ct on the silver market imme- 
diately? 

3300. I should like to have your \ iews on that? 
My personal view is that if the transition period is 
going to exleud over a period of 20 years, it will not 
have any immediate effect on the silver market. 

3307. Then you do not. think silver hoardswill conic 
out in aiilieipation? They might possibly to start 
with thinking they were going to realise prices before 
the Go\ eminent of India started to sell; hut 1 think 
they would lie disappointed when they found nothing 
happened within 12 mouths or |H months. 

33UN. So you anticipate nothing would happen jn 
the silver market ? 1 do not think so, pm\ hied that 

the period in which these .sales were carried out is 
sufficiently long. 

3309. Now one other point. If the absorption hy 
India of u large amount ol' gold does ha\c an effect 
upon tile purchasing power of gold, that would 
obviously affect Indian prices as it would the prices 
in any other Gold Standard count ry?— I think 
the suine answer applies as in the case of silver, ft 
depends oil how and when the Government of India 
arc* going to buy their gold. 

3310. It. depends mi how gradually it was done, 
and you propose to spread that over a period so as 
not to inconvenience the world ?-- ThaL is the whole 
idea. 

3311. Thank you; I have nothing more to ask. 

3312. ( Sir Itnjimiht Mont.) Mr. Grantham, in 
paruginph 11 of your moiiioruiuluiii you recommend 
that a gold exchange standard should lie* in operation 
during flu* transition period. In paragraph 12 you 
say that during that transition period Government 
shouhl undertake to convert- rupees into gold or 
sterling, at their option, on demand. Is not that 
practically a sterling exchange standard and not a 
gold exchange standard? It is. if the option is given, 
yes; hut we recommend that in view of the fact that 
Great Britain is now on a gold standard herself. 

3313. Therefore* in using the form “ gold exchange 
standard " you are basing it on the* supposition that 
sterling will remain equivalent to gold? Yes, thut 
is our supposition. 

331 1. Do you con tom pin to that Government, should 
also undertake to give rupees for gold?-- Yes. 

3315. During the transition period? — Yew. 

3310. But you say that it would Im necessary to 
fix both high and low gold points. 1 presume that 



170 


ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE : 


7 Jhccmbvr, ISttft.] Messrs. V. A. Grantham unci II. A. W. Brknt. \ContinnrA. 


sterling w on i«l hu freely purchased or council bills 
sold below tliu gold point, so there would be no in- 
ducement to people to import gold to obtain rupees P 

— No, there would be no inducement. 

.'Cil7. So the Government would not, under that 
system, siutomntically accumulate gold reserves oxcept 
by sale of silver? It does not follow that there 
would be no gold imported; there would be imports 
of gold in spite ol : this system. 

3318. For presentation to Government to get 
rupees?- --Yes. 

.‘13 1 U. J um assuming that it was cheaper for people 
to buy council hills or to sell sterling in order to 
obtain rupees. So long as you buy sterling below the 
gold point, what inducement is there for those who 
want rupees to import gold in order to obtain them? 

— (Mr. Jtrent.) That is simply a question of meeting 
Ira do demand, Sir. 

3320. i do* not quite follow? — I mean to say the 
importation of gold into this country is noL neces- 
sarily dependent entirely upon the parity of gold 
between India and London or New York. 

3321. We know that there may be largo imports 
of gold; gold is being imported sit present, but I 
want to know what probability there would be in tho 
fuLure of its being impoited for presentation to 
Government in order to obtain rupees. Really I 
want to know what probability them is of Govern- 
ment accumulating a store of gold in tlisit. way under 
tho operation of this sterling exchange standard? — 
(j/r. a nmt Imm.) 1 do not see how I could give a 
definite answer to that, or say that a certain amoiiiiL 
ol' gold would be imported; it must depend on trade 
conditions. 

3322. Could you give us any in for mat ion as to what 
happens to tho gold that is being imported at 
present? There have been largo imports of gold 
recently. Do you think that they arc replacing silver 
rupees in hoards to a large extent?— \Mr. Jhre.nl. ) 

I should think very probably. 

3323. And do you think llinL process is likely to go 
on ?— -It depends on tlm price of gold very largely; 
if it is cheaper than silver. The native of this country 
undoubtedly prefers gold to silver as a form of 
boarding; that is the idea that one lias gathered 
from these very large importations that have taken 
place during the last two or three years. 

3321. Assuming that the rupee is fixed, as you 
propose, at lx. ihl., do you think that that process 
will continue of gold replacing rupees in hoards?— 
It is very difficult to say; but tho tendency would 
incline to lessen. 

3325. Why? — Merc statistics of importations will 
prove that during the Just few months in comparison 
with ilie same months of last yoar. 

«132l>. That is rather a short period to tako for 
purposes of comparison, is it not? Would it not 
take the market some time to absorb the imports of 
last year? — Yos. 

3327. It is quite possible that thoro may bo further 
largo imports when that absorption is effected?-— 
That is possible, yes. 

3328. Loking forward for a period of years, do you 
think it is likely that the rupees in hoards will havo 
been largely replaced by gold before the time comes 
for tliu introduction of your proposal for a gold 
currency?— That is a question that 1 should not like 
to answer or even to hazard a guess at. Wo have no 
knowledge) whatever of tho amount of hoarded rupoes 
in this country. 

332). You do not think it prohahlo that the store 
of gold in hoard will bo largely increased in com- 
parison with the hoards of silver? — It depends on the 
imports of gold to a certain extent. 

3330. You ran not really give an opinion on that? — 
No, I could not. 

.‘1331 . (SirPurshotamdas Thakurdas.) Mr. Grantham, 
you said in reply to otio of my colleagues on the other 
side that you thought that with gold in circulation 
note circulation would decrease P — Yes. 


3332. Why do you think so? Chiefly because the 
value of the note is closer to tho valuo of the gold 
coin than to that of the rupee. 

•1333. Would those who tako gold instead of notes 
use it for hoarding purposes? — I do not quite soo tho 
relation of that question to circulation. 

3334. Nobody holds currency notes for purposes of 
hoarding; ho holds that in the form of ono or othor 
of the two precious metals. Therefore whatever 
currency notes are in circulation are in active cir- 
culation. Why should that go down hocause there 
is gold currency available instead of silver coin? — 1 
do not quite agree that currency is nob hoarded in 
notes; 1 think a certain amount is hoarded in notes. 

3335. You think thoro is hoarding also of currency 
notes? — 1 think so, yos. 

3336. A very small amount? — Comparatively small; 
but still it is there. 

3337. Y’ou think that should hu taken into con- 
sideration for purposes of conversion when gold 
currency is put into circulation? No; I should not 
call it a serious factor. 

3333. Except for paper currency which may ho 
hoarded, there is no reason why the paper currency 
should decreuso when gold is in circulation?- It. is a 
very moot point; but iny impression is that the 
note would be replaced by some degree of gold if 
gold circulated. 

3331). I think Mr. Rrent said in reply to the Chair- 
man that notes are sent up-country insteud of bullion 
to move crops lately. Did I understand you 
correctly? — Yes. 

3340. Could you give us an idea approximately of 
Lite increase in percentage of notes sent up-country 
from Bombay to move crops instead of silver bullion ? 

Do you mean direct from Bombay or from np- 
country banks? 

3311. (Sir Purshotamdas Thakurdas .) I do not 
know what Mr. Brent had in mind. 

3342. (Chairman.) We can gut that from the 
statistics of tho seasonal expansion and contraction 
of tho note issue. 

3313. (Sir Purshotamdas Thakurdas.) I thought 
Mr. Brent had some particular figures in mind?- 
( Mr . Jiir.nl.) it was only an answer to the question 
whether notes had replaced rupees to any extent in 
connection with the payment for crops; but as to 
wlint tho actual amount is, 1 think nobody will bo 
prepared to say. The mere fact is that notes an* 
sent in payment of crops now, whereas in tho old 
ilay s it used to bo necessary to send actual hard cash. 

3341. And this popularity of currency noto has 
been more in evidence since the outbreak of the war 
perhaps?— I should say undoubtedly. 

3345. And the small ono- rupee note was ver,» 
popular beforo it was discontinued? — It was. 

3346. in fact the discontinuance of it has been a 
source of complaint from many people, 1 am think- 
ing more of the districts, not of the citiesP- -Yes; 
I should say so. 

3347. In spite of that, if it is known that in 
cxchango for paper one cannot only get silver but 
also gold, do you think paper would be more un- 
popular, or would you think it would be more 
popular P — More popular if you can got gold for ii. 

3348. Therefore 1 wonder if Mr. Brent would like 
to modify his reply a little when ho said that wit)* 
gold in circulation paper currency notes ma> 
decrease? — I think tho answer to that quostion is tho 
ratio of circulation of gold and notes, is it not? 

3340. Would the ratio of notes come down from the 
present ratio? — It depends entirely on the popularity 
of gold circulation. (Afr. Gian than.) 1 think what 
wo wero getting at was this, that tho gross circulation 
would be a fixed figure; if gold were introduced 
there would have to be a reduction in the note issue 
or silver, and we felt that notes would tend to de- 
crease rather than silver. I do not see that that 
does not conform to Mr. Brent’s answers. (Mr- 
Brent.) My answer to Sir Purshotamdas Thakurdas 
was that assuming the total issue to be a fixed figure 
the introduction of gold as actual currency would 
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cause a reduction either in notes or silver, and we 
felt that the reduction would come in notes rather 
than in silver. 

3350. Do you mean at tho start or, say, alter six 
months after tho people got convinced that they 
could get gold in exchange whenever they wanted ? 

At the start. . 

3351. Perhaps pnrtly duo to more curiosity and tno 
novelty of the thing P — Yes. 

3362. In reply to Sir Henry Strakosch, if 1 re- 
member correctly, 1 think you said that gold in 
circulation may not return in all circumstances. In 
one of the paragraphs of your memorandum you say 
that gold in circulation is bound to return when 
exchange fulls owing to failure of crops (paragraph 8); 
but J. think in further reply to a few of his questions 
you said that in all circumstances gold in circulation 
may not return. Could you tell me one or two 
inste-ncos in which case gold in circulation may not 
normally return to the treasury ?— Yes; wo aero 
thinking of u crisis outside India. 

3353. Not affecting Indian trade and commerce at 
all r* — It would affect Indian credit. 

3354. 1 moan if gold is in circulation or any 
currency is in circulation, it is bound to return, 
whichever is tho largest proportion, is it noth If 
there is a crisis outsido which does contract credit 
here, which means there is a reflection of lower 
prices here, some of the currency has got to come 
back to the treasury?— I think our answer to Sir 
Henry Strakosch was that gold would bo tho Inst 
thing to return under those circumstances, not that 
it would never return. 

3355. People would of course pay back the paper 
first, and the rupees if they had that; but when they 
have to pay back to the Inst point, they must pay up 
in gold?— Ortai nly. 

335G. Therefore the return of gold would depend 
upon the proportion of the crisis? — Yes, on the actuul 
urgency of the demand lor the payment. 

3357. You referred, ] think, in reply to Sir 
Maneckji, to the fact that there was hoarding in 
Bombay and you referred particularly to tho way in 
which the servant class held their ten, live or twenty 
rupees in cash and to the way in which they make 
ornaments with their savings. Do you really call 
that hoarding as it is referred to when the question 
of Indian currency and tho amount of gold required 
is under consideration ? Does not that represent- the 
saving of that man ? — (Mr. limit.) Everything in a 
non-productive form is surely a hoard. 

3368. There arc two non-productive forms: one is 
ornaments and the other is cash. Tho ornament part 
is one which is guided more by social customs of the 
particular liiuu or his community; for instance, a 
Hindu wife lias to liavo a certain quantity of gold 
ornaments according to the present customs of the 
country — it may bo right or it may bo wrong, but 
the other is a cash sum which he could put into the 
savings bank and get a little interest, but which lie 
does not; that is due more to the illiteracy of tho 
people than to their innato taste for hoarding money 
in coin, ia it not?--- (Mr. Grantham.) That is quite 
correct. 

3359. And it has nothing to do with his inborn 
taste to Beo gold or silver glitter in his own pockets? 
With education .it would disappear gradually? — But 
suroly he hoards more bangles or uuklots than he 
need necessarily do under his family system. 

3360. Would you call jewels and ornaments mailo 
with precious metals a form of hoard too? — 1 think it 
must be a hoarded form of wealth if it is out of 
proportion to the man’s wealth. 

3361. It is out of proportion when it is out of 
proportion to tho minimum requirements of that 
person, having regard to his social customs? — Yes. 

3362. Regarding the question of tho hanking habits 
of the people, you said in reply to the Chairman that 
the banking habits of the people would be dovcloped 
faster if when they cashed a cheque they felt con- 
fident that they would get goJd. Has the tendency 
of the people towards putting their money an hanks 
anything to do with whether gold is available or 
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silver?— You aro referring to tho up-country 

districts, not to Bombay? 

&k>3. I think tho Chairman's questions referred to 
the general banking habits of the people ; but if you 
will you may divide it into two parts, if that would 
make it clearer?- Yes, J think, taking general up- 
cou utry habits, it would make a difference if they 
knew that gold was obtainable. 

3301. That means 1 do 110 L know if I a in right, 
pleusc correct mo if 1 am not that with gold 
currency the banking habits of tho people would get 
a great impetus? — That is our impression. 

3305. In reply to Sir Maneckji just now Sir 
Maneckji used tho phrase “ sentiment of tho com- 
mercial community of Bombay for the gold standard/ 
and asked whether your Chamber shared that 
sentiment. 1 wish to ask for the purpose of record 
whether your Chamber have, in Lheir written state- 
ment taken cognisance of what may bo the sentiment 
of the Indian people hut as far as your written state- 
ment is concerned sentiment has had nothing to do 
with it and you have gone on the basis of facts and 
figures, all the while taking cognisance of sentiments 
as they may exist among tho Indian people? — Yes, 

that is so. . . . 

3366. There bus been no sontimont underlying the 
ovidence that you havo given, at any stage?— 
Sentiment would only be one factor. 

3307. You lmve taken cognisance of tho sentiments 
that move tho Indian people ?-6cntimcnt is ono of 
the factors. 

3308. A very important factor too, I agree. 15ut, 
as far as you are concerned, you havo given your 
evidence purely from tho business-like point of 
view? — Certainly we think that the gold standard 
would bo better than tho gold exchange standard. 

33 t». On commercial standards, with a commercial 
outlook? — Y ob. 

iV370. Regarding the drain of gold on the resources 
of the world, if India came to a gold currency— at 
present even without gold standard and gold currency 
India is free to import whatever quantity of gold she 
requires, in fact has imported almost a record quan- 
tity last year India could, even without the gold 
standard in futuro years, unless there was some 
other novel change made, get all the quantity of gold 
that she may require for private use. The additional 
quantity that may be required for gold coinago would 
represent after a period of five or seven years, com- 
paratively speaking, a very very small increase on 
the takings of India at her sweet will for her private 
requirements? — Y r ou menu that the initial cost would 
be great but that thereafter 

3371. (Sir Purshoiamdas Thai; nidus.) I am not 
thinking of cost. 1 am thinking of the total quantity 
of gold which India will absorb with the gold 
currency. 

3372. (Chairman.) I think the witnesses told us 
that they could not form an estimate ol that. 

3373. (Sir Pursholamdas Thakvrdas.) If 1 may, 1 
will put the question in one or two stages- perhaps 1 
made my question too long. India (low import freely 
gold that is required for the people in the form of 
bullion. There is no check on that. The only 
addition therefore which will be required in India 
would Iks for the purposes of currency, and that 
additional amount would not Iks very much after a 
period of years, when the people havo been inspired 
with the fullest of runlidenco t-liut they ran get paper 
converted into gold for the mere asking by going 
next door. Would you agree with that ?— 
(Mr. Brent.) Well, to put it in a very few words, 
W'hat you mean is that there will be sufficient gold 
available to supply India for her noods os well as for 
currency purposes? 

3374. There is sufficient gold to-day by private 
import, is not there? There is no check on that?— - 
None whatever. 

3376, Therefore, India can take all the gold which 
she likes for her own requirements. The only 
question is of the currency ?- The question is at what 
prioe? I mean to say she only takes what she 
requires been use she is prepared to pay the price 
lor it. 
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3376. And >.ln* paid Lius price right up to lib. 28 
or Km. 211. I do not know whether she paid higher — 
and a* low a* 21 us happens to lie. the case to-day ? — 
Yen. 

3377. Would the gold currency lioing in circulation, 
in a period of years, n uy live or ten after the currency 
is puL into circulation, make a material diiferenco 
to the tola! quantity which India may require for 
jirivate use and for private hoards? That would 
depend entirely on how it circulates. 

•3378. {Sir A iomit Warm i.) I iiiiderstan- .hat your 
Chamber would prefer to see the use of cheques 
rather than of currency notes encouraged in India? — 
Yes, that is so. 

3379. In this connection you said that your up- 
country experience was that the poorer people could 
not distinguish between a sound bank and ail unsound 
hank? — (Mr. ( front hum .) Yes, Die very poor people. 
I don't think they can read a balance sheet. 

3380. No, they cannot read a balance sheet but 
they can obtain information and advice troin those 
who can. because my experience is they can dis- 
tinguish and the only reason they hank wilh unsound 
hanks is because of the greater facilities they get 
from those hanks such a h being allowed to open 
current accounts for small Mims and to draw cheques 
for very small amounts, etc. Therefore they are 
more or less driven to those banks not liecausu they 
arc unable to distinguish between a sound hank 
and an unsound hank hut because of the 
greater facilities they obtain from the latter? — 
1 do not know that the question of distinction would 
arise; owing to their getting more facilities from the 
unsound hank than the sound, they would g> to the 
unsound hank for that reason and no other. 

3381. Do noL you think, that, if a sound bank 
allowed them to draw cheques for Rs. 2-8 or lls. "», 
they would rather open accounts with sound banks? — 
Certainly, if they realised it was a sound bank. 

3382. From experience I maintain that they do. 
What 1 want to get at is, suppose the Central Bank, 
instead of saying “ You are not to draw cheques for 
under Ks. fiO,* ’ allowed them to draw as low us Rs. 5, 
would not you then get all these accounts which arc 
in unsound hanks? — The question of facilities is 
raised again. I think that if greater facilities are 
given they would change over lor that very reason. 
But I do not know that, they would change over 
because one hank was sound or another was unsound. 

.3383. You mean to say that in the districts of 
India, they do not know that what they call the 
(Government hank is the soundest bank of all tlm 
banks up-country? — Yes, 1 think as regards the 
(Government hank they would have some realisation 
hut amongst a multitude of smaller bunks 1 doubt 
very much whether they would realise. 

3384. Do you not think they can distinguish between 
the Government banks from the small banks?— *1 
think they would that. 1 did not have that in my 
mind when L gave my answer. My answer was 
given mi the supposition that there were a nuiiilier of 
small hanks in operation. 

•3380. ( 1'huinmui .) Leaving for the moment your 
paragraphs on the ratio and before dealing with 
those arguments, 1 have one or two questions 
beginning with paragraph 17 of your memorandum 
regarding t he Currency Department in which, subject 
to certain conditions, that is the absorption of tho 
personnel of the Currency Department and the 
making of a fresh agreement Ijctwcen the Government 
of India and the Imperial Bank, your Association 
expresses the opinion that the transfer of the note 
issue to the Bank would result in advantages 
sufficiently solid to make the transfer desirable. 
In the first place, will you elucidate your proposal to 
some extent by telling us whether you propose that 
i'-lie transfer should be the transfer of the absolute 
control of the note currency and the reserves against 
the note currency to the Bank, or whether the 
transfer should only he of the management of the note 


issue acting as agents on behalf of the Government? — 
We mean complete control. 

3386. Will you enlarge a little the final sentence of 
paragraph 17 by telling us what, in your opinion, 
would lie the chief advantages of isuch an altera- 
tion? — The advantage to be derived from the closer 
union between hanking interests and the issue of 
currency was at the hack of our minds. 

3387. You have in mind the unification in one hand 
of the control of the hank reserves of the country and 
of the currency reserves? — Yes. 

3388. I take it that the advantages which you see 
in that are the advantages of getting rid of any 
lack of co-ordination which there may he in the 
existing division of eoutrol in hands which aro not 
in perfect communication although they may bo in 
consultation? — That is so. 

.3389. Dave you considered whether you would 
recommend any changes in the constitution of the 
Imperial Bank as a preliminary to such a transfer? 

-No, Sir, we have not considered that. 

3390. Understanding, then, that if you express any 
opinions they arc only your personal opinions, have 
you any opinions upon that question? — No, 1 do 
not. think I should he prepared to express any. 

3391. Have you, Mr. Brent?- 1 do not think so, 
Sir. without giving the nuitler more thought than 
l have done yet. 

3392. What is your opinion as to tho advisability 
of issuing notes smaller in denomination than Its. 5? 

(Mr. <i rani hum.) Well, our Chamber in the past 
has opposed the issue of the one- rupee note, for 
example; they were in favour of its being taken out 
of circulation. Beyond that the Chamber has not 
considered the matter. 

.3393. Can you tell iik on whut grounds they were 
opposed to the one-rupee note issue? As far as 1 
remember, the question was looked at partly from 
the point of view of cost. Wo were told that the 
issue of the one-rupee note was expensive. It was 
looked at partly also from the point, of view that 
the one-rupee notes in use were terribly dirty and 
insanitary, and consequently inconvenient to handle 
from the commercial point of view. Thirdly, wi* 
understood that, u great many of these one-rupee 
notes were destroyed ill actual use so that there was 
a grave wastage. 

3391. What emphasis would you lay upon the 
argument in favour of small notes as against tin 1 
argument to which you have referred against them, 
that the issue of Niunller notes tends to economy, to 
the popularising of the note issue, and the promotion 
of confidence?- -We should rather see the extension 
of hanking facilities than of tho note issue. 

'1390. You would look to tin* day of tho small cheque 
rather than to t.hc day of the small note? Which 
of those two methods can more readily he promoted 
amongst the uneducated people of tho countryside ?- 
The first would he the more quicker and tho more 
readily u Uni liable. 

3396. In paragraph 19 on the Currency Depart- 
ment you say that your Committno would prefer 
the automatic increase in tho voluino of currency to 
any system giving a slow and steady annual addition 
irrespective of the volume of trade. Could you out- 
line what machinery you would recommend for the 
provision of an automatic increase in tho volume of 
currency, with special reference to seasoual expan- 
sion and contraction? [ think in anBwer No. 19 
wo had in mind the complete gold standard which 
would give an automatic increase. 

G1397. In this particular paragraph you were re- 
ferring to the fundamental eharacteristies of the 
two standards? — Yes. 

3398. Then might 1 ask you a general question ? 
Have you any suggestions to make as to tho best 
machinery to ho adopted under an exchange stan- 
dard system for the seasonal expansion and contrac- 
tion of currency?— I do not think wo have any 
suggestions to make over and above the one which 
we huvo made in our memorandum in parapragh 24 
regarding tho possibility of using demand trade bills 
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or hundis. Thai is tho only suggestion we aro prev 
pared to put forward over and above the system at 
present in use. 

3399. Then 1 understand from paragraph 24 that 
your Association recommends that tho seasonal 
expansion and contraction should he provided for 
by the re-discounting of upcountry trade hills or 
hundis?- Yes, that is what we should like to see. 

3400. I do not quite gather the force of the supple- 
mental paragraph to No. 24. Might we put it 
in this way : that you are opposed to direct dis- 
counting hy the Imperial Bank hut that you arc 
prepared to admit that it nmy lie a necessity? — It 
may be a necessity as far ns the demand hundis are 
concerned. 

3401. Could you amplify that answer a little? It. 
is not quite dour to mo what the distinction is? — 
(Mr. Jirent.) Tho expansion is so far confined to the 
diseoiinting of three months’ hills. A very large 
amount of trade advances are given on a demand 
basis and if a percentage of these were utilised as 
security for tho seasonal expansion, it would 
undoubtedly he an additional means of doing so.. At 
present they are not touched at all. 

3402. Your recommendation is that the present 
procedure should he amended hy permitting the 
direct discounting of a certain percentage of demand 
hills? — That is so, Sir. 

3403. On tho gold standard reserve f gather also 
you recommend that the control of the gold exchange 
standard reserve, as long as one is in existence, 
should lie in the hands of the Imperial Bank?- -Yes, 
that is so. 

3104. nave you considered the advisability or 
otherwise of a unification of tin* two reserves into 
a single reserve, assuming he transfer of control to 
the Imperial Bank? -That, has not been considered 
hy the (lianher. 

3KV5. The memorandum, therefore, proceeds upon 
the assumption that these reserves are to he kept 
distinct? — Yes, until such timo as there sliouh In 
a complete gold standard. 

3400. Did this recommendation proceed upon the 
assumption that it is necessary that tho two reserves 
should lie kept separate? - We felt it was necessary 
that there should he a reserve as long as there was 
a gold exchange standard in operation, and f should 
not lie prepared to say that wo would like to see 
I hem combined with any other reserve. 

34(17. Could you assist tho Commission at all by 
telling us what your reasons would he for disliking 
to see a combination of the two reserves? I think 
we should feel that the paper currency reserve was 
a backing against the currency and the gold exchange 
standard reserve was a reserve purely to he used 
for the support of exchange, and that it would lie 
dangerous to combine the two so that the gold 
exchange standard reserve might he possibly used 
up for other functions. 

3408. Let me put this possibility to you. An 
estimate of the extern t to which the silver rupee 
currency is contractible might be made. That 
possible contractibility might he accepted us a 
liability against tho assets of a combined reserve. 
The assets of the gold standard reserve might then 
Imi combined with those of tho paper currency re- 
serve. Thus the end might ho attained of a com- 
bination of reserves ensuring tho automatic contrac- 
tion and expansion of currency. At. the same timo 
it might be said as n full recognition that tho assets 
°f the gold standard reserve had to protect the 
external value of tho rupee. Would you lie prepared 
to express any opinion as to the possibility or 
advisability of such an arrangement? — T do not think 
wo can express any opinion ab we have not discussed 
it. 

^409. On the subject of remittance, again I feel 
that the preoise nature of your recommendation 
requires a little elucidation. You express the 


opinion that tho Government remittance should 
remain under Government control. Aro you of 
opinion that, if a proportion of the note insuo and 
the reserves, including the gold standard reserve, 
were transferred to tho Imperial Bank, it- would bo 
an essential condition, in order to enable them to 
discharge the functions, that they should also be 
in praetieal control of the Government remittanre 
business which is so large n part of the total volume 
of dealing in sterling exchange? - {Mr. Jirent.) It is 
on that assumption that- we -have put, forward our 
•suggestion —not complete control, but paitial control. 

3410. Can you expluin how you would divide the 
control and responsibility ns between the Government 
and the Imperial Bank? Well, a suggestion was put 
forward that m> far as tho Government home charges 
required, they might be divided up into quarterly 
requirements or even monthly requirements, and to 
that extent the Imperial Bank should have complete 
control. Our main object in view was to avoid 
disturbances in the exchange market hy the possi- 
bility of the whole year’s requirements being taken 
at once. 

3411. I gather, then, with regard to the nature 
of the arrangements between the two parties that 
your proposal is that, the Government should specify 
monthly their requirements to the Imperial Bank, 
and that, it should be the business of the Imperial 
Bank to fulfil Lhe Government's requirements?- Thai 
is so, but we do not necessarily confine them to 
monthly requirements; I mean that is simply an idea; 
il quarterly requirements are more suitable, then to 
that, extent complete control. 

3412. That is, there should be periodic specifica- 
tions to the Imperial Bank as to the Government’s 
requirements, and it would then he the business of 
the Imperial Bank to fulfil them?— Yes. 

3113. That, would satisfy your requirements as to 
the maintenance of substantial Government control? 
- Yes. 

3114. You recommend that- the business of remit- 
tance should lie effected by means of public tender 
oil the grounds fu) that it would be more equitable 
and (/#) that, it would promote a greater feeling of 
confidence in the minds of the public. Would you 
explain to the Commission (a) in what respects it 
would be more equitable aiul (h) in what respects 
it would promote a greater feeling of confidence ?- 
(Mr. Hunt.) Taking equity first, up to the present. 
Government purchases in this market have had no 
definite contra! and it lias been nl Government's own 
option as regards the amount purchased or the rate 
raised ami there has been a certain amount of 
feeling ns to what the next step was going to lie, 
whereas public tender would eliminate that to a 
large extent. 

3115. Everybody would have an equal chance? — 
Exactly. 

34 Id. There could be no suspicion of cither pre- 
ference for one source of supply or another or of tho 
bank not doing as well as it might? -Yes, that is 
the idea. 

3417. I do not know whether that needs supple- 
menting as regard the feeling of confidence? — i 
think the one answers Lhe other. 

3418. (Sir ltetjiiuihl Mnnt.) You contemplate, do 
you not, that the management of the Currency De- 
partment. should be transferred to the bank during 
the transition period? — (Mr. fl nnithum.) Certainly, 
straight away. 

3119. Straight away, i.c., at Lhe beginning of the 
transition period ? — Yes. 

3-120. And the bunk should immediately under* 
tako tho responsibility for giving gold or aterlint 
in exclmngo for rupees? — Yes. 

3421. And do you think they could safely undertake 
that responsibility ?~-Yes. 

3422. I take it you contemplate that the prosent 
reserves, the currency reserve and tho gold standard 
reserve, slum Id be made over to the bank? — Yes. 
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^23. Ami do 3 'oii consider that with those present 
reserves they could safely undertake this responsi- 
bility? -I think yes. 

3121. One other question as regards tbo tender 
system. Do you contemplate a system of tender in 
ftidia or would you revert to the practice of selling 
council hills hy tender?-- (Mr. Brent) Wo contem- 
plate a tender system in India. 

3425. You think that it would he feasible? I think 
so, yes. 

3426. Now you will have to collato them in one 
centre, 1 presume; where would 3*011 collate them? — 
Why 0110 centre? You may have your three largo 
commercial centres, Calcutta, Bombay ami Madras. 

•i4‘27. The lenders would huvo lo he collated some- 
where?- -Yes; the tenders would lie handed in at 
each centre ami the results will he published the 
next morning. 

3428. Would you have separate lenders in those 
different centres?— I see no reason why you should 
not have them. It will facilitate mutters so far as 
trade is concerned. 

3429. Would 3 ’ou ask all to tender for the lull 
amount?- Tender for what they wanted. 

3130. 1 mean would you distribute the amounts 
between those* three centres, i.«., allot so much to 
Calcutta and so much to .Bombay and so on? —No, 
I do nut think it will he necessary. It will he a 
question of allotment of percentage on application. 

3131. Then the tenders would have bo ho (‘(dialed 
at some centre? — Oh, yes. Quito so. But l mean 
to sa 3 r then* is no necessity why the Lenders should 
only ho applicable to one centre. 

3432. The Lenders might he received at different 
places but they must bo collated at some 0110 centre? 

Quite so, certainly, so that it will be an equitable 
distribution. 

3433. You <lo riot think there will ho delay caused 
hy collecting them at one centre? -There should not 
ho 11 11 necessary delay. Cable communication for 
Government purposes is fairly rapid in this country. 

3-134. (Sir llrnry Sira host'll.) With reference lo 
paragraph 24 under the head il Paper Currency 
Reserve ”, .you differentiate between re- discounts and 
discounts hy the Imperial Bank of fndia and you 
are penalising the discounts hy saying that they 
should not he allowed to form the basis of the note 
issue. May T ask you whether 3*011 consider that 
condition an essential one, having regard to the 
fact that the Imperial Bank when it is turned into 
a real Central Bank will have lo control the credit 
policy of the country and fix the hank rale?- -It is 
not customary in all central banks that in order 
to enforce their policy these hanks are permitted to 
discount; hub as a matter of practice they never do 
it unless they are forced to impose upon the com- 
munity their policy. 

3435. Yes, but is it not possiblo that the policy 
of the commercial bank, if I may call it so, may 
run counter to the policy of the Imperial Bank, and 
that, for that reason, in order to keep couLrol of 
the credit market, the Central Bank may have to 
intervene hy discounting direct?-- {Air. Grantham.) 
Without further consideration we shall have to say 
44 no ” to direct discounting. 

3136. Although that may impair the power of tho 
Central Bank to manage tho money rates of the 
country? — I think so. 

3137. May I put to you a ease? Usually tho bank 
rate is somewhat above tho market discount rate. 
Well, it is conceivable that when the market rate has 
risen to tho hank rate commercial banks will never- 
theless refuse to discount at the hank rate. Do 
you suggest that in those circumstances, the Control 
Bank should not intervene and discount at its rate? 

- Rather than put up its rate? 

3438. Why should it put it up if the Central Bank 
considers that the rate is high enough?— It is a diffi- 
cult question to answer without further consider- 
ation. 

3439. Then upon another subject: You say in 
that same paragraph, I take it to supplement the 


possibility of expanding the currency, you would 
recommend tho use of domand trade bills for discount 
by tho Imperial Bank. I am nob quite clear what 
you havo in inind. Demand bills, ns J understand 
them, nrn not discountable bocauso they aro payable 
on demand?— (Air. Brent.) That is perfectly true; 
bub a very largo percentage of seasonal demands, 
financing of cotton particularly, is done on a 
demand basis; the bank has tho option of calling tho 
loan up at any tixno; but it does not generally do so. 
Moreover the demand h undies from up-country may 
take two or three days to reach Bombay. 

3140. I can understand that; that is, three days 
discount. But what I cannot understand is how 
you can discount a demand bill. How many days 
would you reckon in discounting those hills and 
how many days would the holder consent to bo 
charged ?- The idea was not to attempt to utilise the 
full amount of demand hills available but a very 
small pcrccntago. I mean even 10 or 15 per cent, 
of demand bund is utilised as security against 
udvnnccs would be ample. 

3441. T am afraid my question is not answered. 
I would like to know how a hank is to deal with 
demand hills in discounting them. How could it 
discount demand bills? — I mean to say, they arc 
hills as collateral security until they arc paid; are 
they not? If 3 *ou were in possession of half a croro 
demand bills and you wish to take 10 lakhs advance 
against them, you could hand those half croro over 
as collateral security against your 10 lakhs advance, 
it would 1 m> perfectly permissible. 

3442. Where I still do not appreciate your sugges- 
tion is this : Let us supposn I were to hand over to 
the hank a demand bill, tho bank would in the 
ordinary course present that bill immediately for 
payment?— Yes; but it does not in the ordinary 
course. 

3443. If it docs not, then of course it bears a loss 
of interest; so long as it does not get paid, it boars 
a loss of interest?- -But these demand bills all carry 
interest. 

34-14. Now I want to know how much discount is il 
customary to allow on domand bills, a fortnight, 
month, three months, or six months? — It will be 
anything from one day to six months. 

3145. At the choices of the Bank? — Yes. 

3446. And then, they simply deduct tlioir discount 
from the demand bill on tho understanding that the 
demand bill will not bo presented until three or six 
thou ths hence according to the rate; is that it?- 
According to their own arrangement, with tho 
drawer of tho bill. 

34417. So that, in other words, it is nothing nlse 
but an ordinary commercial bill drawn for a lunger 
period except that it is not stated on the bill?— 
Yes. 

3448. Would you toll me why thoy are drawing 
those demand bills and not bills for the date? — Tho 
hanks insist upon it. They are in a position to 
demand payment any time they like. 

3449. And yet the holder of the bill agrees to a 
deduction of whatever may bo agreed? — Yes. 

3150. (Sir Mniieckji Dadabhoy.) In discussing these 
Government remittances in paragraph 20, clause 2, 
your Chamber is of opinion that 11 Government 
remittances should be effected by means of public 
tender, either in London or in India, rather than 
by private purchases of sterling.” Am I to under- 
stand this your scheme of remittances excludes tho 
power of tho Secretary of State for drawing bills 
for trado .purposes, selling bills for trade purposes, 
for tho accommodation of trade P — (Mr. Grantham-) 
Not as long as he sells them by public tender. 

3451. Then in the case of accommodation for trado 
purposes you would also give him the same power to 
do it by public tender? — Not the Secretary of State. 
Wo hove stated here that Government remittances 
should be controlled by the Imperial Bank. 

3462. In London or in India?— Whether w* 
remittance was to be effected here or in London it 
would be done by the Imperial Bank. 
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8468. But if the scheme regarding the tranafer 
to the Imperial Bank fails and if Government 
remittances are to be continued, would you give 
tho Secretary of State power to sell council bills for 
purposes of trade also P— Yes. 

3454. Ami in that case you would require that to 
ho done by public tender only ? — Yes. 

3455. Does any other country do this for purposes 
of trade? — I don’t know, Sir. 

3450. (Chairman.) Now turning to the paragraphs 
on tho ratio, the conclusion at which your Com- 
mittee has arrived, as expressed in paragraph 10, 
is that it is desirable as soon as possible to alter tho 
ratio from its present 2 shilling level to that of Is. 
0d. Should I be summarising the arguments 
expressed in your memorandum if I were to say, in 
the first place, that this rato should bo adopted 
hccause it would cause the least disturbance?- -Yes, 
that is so. 

3457. And, in the second place, because it pro- 
vides a bigger margin than a lower rato to cover 
any rise in tho price of silver? — That is so, Sir. 

3408. Let me see if 1 have followed tho argument 
as expressed in your memorandum step by step. A 
rise in exchange means an increase in the gold value 
of tho rupee, and that results in a fall in tho 
internal prices of agricultural produce. The second 
step is that tho cultivator gets Igbs for what ho sells, 
so that ho has to dovoto a bigger proportion of his 
produce to paying taxes and land revenue. That 
is tho next step as tho result of a rise ill tho 
exchange? — Yes, Sir. 

3459. But, as I understand it, the fall in prices 
is ultimately general, so that the cultivator thus pays 
less for what he has to buy? That is so far as what 
he buys is concerned. 

3400. So that ultimately, alter a sufficient period 
of readjustment, the family budget should be the 
same as before?— I do not think we could say that 
absolutely, sir, because we arc not sure that internal 
prices have moved entirely with external prices. 

3401 . No, hut allowing a sufficient period for adjust- 
ment, you would say, ns 1 gather from your 
memorandum, that that would ho the tendency? — 
As regards all commodities whoso prices would chango 
according to the exchange rate, hut that omits what 
you mentioned just now about taxes and tho land 
revenue. 

3402. What are the principal coni modifies lie would 
buy which you would expect, to react slowly ill their 
price to tho effect of a rise in the exchange? — (Mr. 
Brent.) For example, cotton goods would bo affected 
very largely by external prices. It is really tho 
internal goods that are not to any degree exported 
that would bo tho Inst to bo affected, I think. 

3163. Arc thoso mostly goods which lie sells or 
which ho produces? — There aro a certain number of 
goods that have to be bought in this country tho 
prices of which aro not affected very largely by 
external pricos. 

3164. What have you in your mind?- -Well, I moan 
his local requirements, of certain types of food grains, 
Unit do not figure in tho exports of India. (Mr. 
Grantham .) Bnjri, firewood, salt. 

3105. These food grains and so on aro the com- 
modities of which tho cultivator in question is the 
actual producer?— (Mr. limit.) Not always, Sir. 

3100. If you generalise the whole elnsR of cultiva- 
tors? — But tho man who grows cotton does not 
necessarily grow hajri. 

3107. Taking it as a general effect, and making 
allowance for what you say as to tho failure of goods 
which are produced at home and consumed at home 
to react, I understand j’our general analysis is that, 
after a temporary detriment to tho cultivator as a 
producer, there is a substantial readjustment?— (ilfr. 
Grantham.) In Commodities, yes. 

3468. And in their prices. Let me ask you on 
that: are you of opinion that, as regards these 
articles which may he of importance in the family 
budget which are produced in India and consumed 
only in Tndin, the change of the general price level 


between them and good** which enter into the external 
market has no effect upon the prices of these goods 
of internal production and consumption ?~ But surely 
that question is one of supply and demand. 

3409. Other things being equal, the supply is un- 
changed and tho demand is unchanged ? — ‘Well it 
would have tho same effect, but not a complete effect. 

3170. Now turning to Lh« other side of the pic- 
ture, tho result of a fall in exchange will be the 
converse of what you have dealt with in regard to 
a rise in exchange. It would produce a temporary 
benefit to the producer in the manner you have 
described in relation to these articles of special pro- 
duction and consumption, but that benefit would 
tend to be a temporary one as prices read jus tod them- 
selves to the new level of exchange, ft is really 
only the converse of tho analysis which you have 
given?— Yes. 

3171. These would he tho disturbances which would 
arise from a fall in exchange, and it is those dis- 
til r buncos which you desire to avoid by fixing the 
ratio at the present level of exchange? (Mr. limit.) 
That ie so. 

3472. That implies, as T gather, that you are of 
opinion that the pruAcnt price level in India, as 
compared with general world prices, has substan- 
tially adjusted itself to tho present level of exchanger 

(Mr. Grantham.) Yes, I think it has. Sir, but it is 
very difficult to make an answer to that. 

3173. And, finally, yon express the opinion that you 
feel reasonably confident, now tliaL tho United King- 
dom has returned to a gold standard, that the low 
gold point ol ls. 5j|d. can safely he maintained. 
Would you care to amplify the reasons which Jed you 
to that conclusion? For instance, doe** one infer 
from that opinion that you do not look for any violent 
dislocation of tho price level in tho principal indus- 
trial countries in tho near future? — Yew, that is the 
implication and the reserves would appear to be 
sufficient to cope with any smaller adjustments. 

3474. To com pie te the picture from the Indian point 
of view, you arc of opinion that Lite reserves arc 
sufficient to cover any fl net. nations in demand and 
supply of relative currencies such as aro likely te 
occur? -Yes. 

3475. (Chairman.) Aro there any supplementary 
questions on tho ratio aspect? 

3476. (Sir Manrckji lhutabhny.) Tn your scheme, ot 
course you have recommended a gold standard and 
the adoption of the lower ratio of ls. 4d. would 
facilitate the introduction of the gold standard to a. 
certain extent, wouldn't it? {Mr. C rant ham.) L 
cannot see why. 

3477. Well I can givo you an illustration. If the 
ratio lie 15 to 1, the drain on Government will he 
considerably Jess for the purpose of converting silver 
into gold than if the ratio ho l to 13J ?— I am afraid I 
do not follow that. 

3478. You see if there was a gold standard intro- 
duced Government would have to meet tho conversion 
of silver rupees into gold. If the ratio fixed is at 
15 to 1, or Is. 4d., you will requiro 15 rupees to get 
one gold mohur or one sovereign ; but if the ratio is 
kept a higher ratio you will obtain a gold mohur or 
sovereign for Rs. 13 and nue-tliird. So the drain on 
Government will be in that way considerably less. I 
mean the drain on gold? — Yes, that is so. 

3479. Would it not therefore be in the general 
interest to keep the lower ratio os far as possible? — I 
do not think one can look at it from one aspect, 
solely ; wo wore looking at it from tho point of view 
of general disturbance*. 

3180. To other countries? — To India. 

3481. Would not that general disturbance adjust 
itself in a mcasurablo distance of time? It would not 
remain a permanent feature?— But tho immediate 
effects may he very serious, whatever the ultimate 
effect may be. 

3482. You think the difference .between Is. 4d. and 
Is. fid. is so great as to cause a serious immediate 
effect? Am I to understand that? — Yea. 
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3483. I cannot reconcile two of your paragraph : 
in paragraph 15, clause (2), you any, “ Tn discussing 
this matter my Committee have given the fullest con- 
sideration to the question whether a change in the 
ratio of a token coin involves any section of the people 
of India or any part of India’s commercial activities 
in hardship or loss. . . ” and then you continue 
“ and inasmuch an my committee arc of opinion that 
a country’s main obligation is to its internal debtors 
they agree that every effort should be mode to 
stabilise exchange at a figure ns near the original 
ratio of Is. 4d. as possible ’’P— -That is quite consistent 
with what we have already said here, tliut the dis- 
turbance through getting any nearer than Is. Gil. 
would lie too great. 

3484. So here when you contemplate a nearer ratio 
to Is. -Id., am I to understand Lliat you contemplate 
Is. 6*1., as stilted in |>nrngraph 10? — Yes. 

3485. On that basis, of course, l could understand 
it., not otherwise? — That is so. 

3486. In contemplating this ratio of Is. 6d., does 
your Chamber take the price of silver at a fixed 
point? — No; we have contemplated that silver may 
fluctuate. 

3187. And therefore you provide a margin? — A 
small margin, yes. 

3488. You are aware that we have been able to keep 
this ratio at Is. (Wl. because India bad the unpre- 
cedented good I tick of five good harvests; you are 
aware of that? Yes. 

3181). Suppose a famine takes place in the country, 
what would lie the effect ?— [ do not quite follow that 
question, because once the ratio is fixed on a gold 
basis neither famine nor anything else should alter 
it again. 

341)0. So far ns internal conditions arc concerned? 

- The idea is to fix your ratio on a proper basis; 
famine should not then alter it. 

3401. Hut will not tlio internal conditions In' 
affected by it? Wo hope not. 

.'141)2. Proceeding, you enumerate three reasons, 
namely, a largo expansion of tho currency, a rise in 
thi* internal price level, ami, lastly, losses (o Govern- 
ment in eimucetion with the payment of home charges, 
external debt. *frc., which might or might not be 
balanced by increased duties and greater pros|H*ril.v. 
We will not discuss the last point; hut. tho first two, 
(a) and (f/), are your concrete reasons for fixing the 
ratio at Is. 4d. or iis milch as possible near Is. 4d.? — I 
cannot see that, we should be frightened; we are 
practically having Is. Oil. at tho present moment. 

341)3. Am T to understand that your Chamber is 
of opinion that the time lias arrived in India now 
for fixing definitely tho ratio at Is. fkl. ? Yes; we 
think it should lie fixed and that it would bo a benefit 
to trade to fix it. 

341)4. (Sir Mu neck ji thuhthhuy.) You think the 
monetary conditions in Kurope are fairly settled? 

311)5. (('luiinmin.) That is what- tho Committee 
have said in paragraph 2; “ My Committee are un- 
animously of opinion that the time is now ripe for an 
attempt . ,f Then the memorandum refers to the 
uncertainties consequent on world gold values. We 
asked tho witnesses about that and they referred to 
the American situation. 

3496. (Sir Afancckji Dmlahhoti.) I only wanted to 
find that out, Sir. That is all I have to ask. 

3497. ( Sir Purshotamdn* Thokunhia.) Tho tem- 
pornr.v period of transition for readjustment after 
tho rise from Is Id. to Is. (id., do you think that it. 
is anywhere near complete, that thut period is now 
finished and that the adjustment has taken place in 
India?— Yes. 

3198. Both regarding the commercial world and 
tho industrial world? Or only iu the commercial 
world?— You are talking of the price level. 

345)1). \os m What I mean is, ns it affects local in- 
dustries and as it afflicts the grower. I think your 
find, reply “ Yes M referred to the grower ; would you 
say that it refers also to the industries?— Your 
question was whether the price level had settled 
down, not what its effect on industry would be. 


3500. You think that the price level has settled 
down, and that the temporary transition period for 
adjustment of prices can be regarded as complete P~- 
1 think very nearly complete. 

3501. You think that can be Baid to bo quite 
accurate regarding tho industries where the adjust- 
ment of n full in wages has not yet come about P — >1 
do nut follow tho application of that point. 

3502. Regarding industries, with the increased 
value of the rupee there has not been a correspond- 
ing decline in the wages? — But l do not contemplate 
that there will ho a fall in wages in India in indus- 
tries in accordance exactly with the fall in prices. 1 
think it is most improbable. 

3503. Would not the industries to that extent he 
worse off? — They might quite conceivably he wors“ 
elf, hut 1 think the tendency will bo for wngOB to rise 
rather than the reverse'. 

3504. Would not that aci^eiituato tho handicap on 
the industries? — It might, hut I cannot see what 
that has to do with the ratio. 

3505. Tho gold value of the rupee having increased, 
tin' imports will he able to compete with the local 
industries much better?— Quite right, but reducing 
the ratio would not stop wages rising. 

3506. No; they may go higher; that is your fear? 

That, is my fear. 

3507. You Lliiuk that if exchange was practicnNv 
nt Is. 4d. tho cost of living would rise* and there iuu\ 
he a further increase? — 1 am afraid the wages inighi 
rise anyhow, irrespective of this question of the ratio. 
My point is this, that 1 do not think wages would 
automatically rise and fall as exchange rises and fulls 
in inverse ratio. I do not think the two are con- 
nected to that extent. 

3508. There would he a continued maladjustment 
between exchange and Lhe wages payable in India? 
That is quite possible. 

3501). Does that also apply to wages for agricul- 
tural purposes? I do not think T am sufficient ly 
acquainted with agricultural wages to answer. 

3510. Now, supposing it was correct that the wage*; 
of agricultural labourers has not declined since tin* 
rise from Is. Id. to Is. 6d., do you think that tin* 
adjustment us fur ns the grower is concerned is still 
incomplete? — I do not know whnt governs ngriciil 
lurid wages; it may he the same principle Unit 
governs industrial wages; there may lie a tcndcncx 
throughout fndia for wages to rise. 

3511. Supposing that was so — that is just wli.it I 
am asking you to do, taking that for granted: from 
a statement I have soon, it is reported that lvagcs ul 
agricultural labour have lint gone down since the 
rise of exchange to Is. (hi. To that extent do you 
think that the adjustment is incomplete?—! do not 
think one could say the adjustment is incomplete 
for the rise iu wagcH was not entirely due to tlie rise 
in exchange or a fall in exchange. 

3512. 'If the wages to-day were the same as in 
1920-21 or 1921-22, do you still think that the harm 
to the agriculturist is adjusted?— I would put tin* 
question into two categories. The first is whether 
there has been an adjustment of prices. The ques- 
tion whether there is harm to the agriculturist 
through a rise in exchange is another question. I 
do not see that the two have any ren! connection. 

3513. Your reply was that you thought that tin* 
adjustment in prices was complete P—Tn prices, yes. 

3514. Now, if the adjustment in prices is complete 
this year, a change from is. 6d. would not lie desir- 
able or rather would not be necessary in the interest. 1 
of tho grower?— Yes. 

3515. But if tho grower still continues to pay th* 
same wages as in 1921-22? T would request you t‘» 
take that for granted for the sake of this argiimeni 
because you say you have yourself no information 
about it; would you then under, these circumstances 
say that the adjustment so for as the grower is con- 
cerned is not complete? — I would not answer it that 
way because 'I still cannot see that the rate of wages 
in India is governed either by prices or by the rnlo 
of exchange. 
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Not even as far as the grower is conct»riied ? 
■■■ I. would not be prepared t.o say so; L do not know 
enough of agricultural w^vs. 

3517. Shall we take it this way, taking the ques- 
tion of wa^es working independently, if tin* wage, 
do not come down and owing to increased price of 
llu? rupee the agriculturist gets lesser rupees than h 
got two years hack, do you not think that tin* damage 
In the agriculturist is cou-idei able ? «\Ve have alrcadv 
said that if there is not a complete adjustment th ■ 
agriculturist would suffer. 

SiilN. 1 knew you had saitl it here, and that is why 
l was just bringing it to ymir notice? (.17/-. Hunt.) 
Against that it is pointed out that the disturbances 
which might emanate from the change would pos 
• i lily have a greater effect than the reduction to tlm 
old level. 

3519. (Chainmu i.) I. waul t «> ask one qiic*-1ion to 
clear my ow’ii mind upon your last answer. Mr 
Grantham. As I understand it, you are of opinion 
that there are other factors affecting wages indus- 
trially and possibly agriculturally in India in .iddi 
tioii to the factor of the rate of exchange? Yes. 

•V»2ti. So ilia L when one looks at tile m»\ eineut^ of 
i.ominal wages, one mil-. I not flraw any simple dediic- 


[f'tmtin §i i*(7. 


linn from those nominal rates as to whether the effect 
oi a change in the rate of exchange has yet made 
itself fully felt upon the rate of nominal wages? 

^ es, Sir; that is what I meant. 

(Seen use it may he thought that, although 
I he nominal rales tlo itot show it, tin? effect is there, 
but it has been masked by some oilier effect?- Yes. 

•1**22. On a subject of interest., can you suggest in 
a tew words what the other factors are which you 
consider are at present affecting ihe rates of wagtv 
iudustrially ? I had in mind. Sir, im'.ii Irisilly that 
Indian labour was being constantly educated up from 
outride India with the idea that it was being paid 
too little. 

•k»-3. That is, tin* general education of labour to 
better itscll? — Yes, and that was having a very 
marked elfect on the wages question. 

3”»2I. Is improved accommodation having any 
effect, oil it? There is a slight tendency to belter 
conditions, hut it. is not very marked yet. 

3525. (('luiirni'tii.) On behalf of my colleagues ami 
uivscll I. thank you for your very full assistance tn- 
dn»\ and for the very helpful memorandum of your 
Vssoeiatiou. 


( Th i 1 n'ilurw.i icitlul ntr.) 
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Mr. Jf. K. M \iioN calleil ami examined. 


352(1. (Chairman). Mr. Mndoti, you are, as we are 
aware, a careful student of Indian currency ques- 
tions? — I try to be. Sir. 

3V27. You have been kind enough to provide us 
with a very full and detailed memorandum* of \ our 
'lews upon this subject, which will save in. if I may 
s av so, miieli time in obtaining the benefit of your 
assistance oil these points. I will ask you to assist 
•be (Ann mission by answering a few questions to 
enable us to ascertain just where you lay emphasis on 
the views which you have developed, and also to 
‘■hicidato any points which seem to require further 
ducidation in your memorandum. We understand 
that in general you favour the abandonment of the 
pre-war staiidn rd of currency and the introduction of 
n,, w met hods which you describe in jour memoran- 
dum? — If t may he permitted to point it out, 1 do 
Ml, t mean the pre-war standard, 1 mean the pre-war 
■\v.stein. 

•T>28. I want, if I may, to ask you to consider w ith 
1,10 for a moment tin* pre-war system, and to assist 
,,M; in understanding just what the delects of that 
system were and how they can he remedied. 1 should 
Point out that my first questions will he directed to 


nscert .-lining whether, in your opinion, the main 
defects of that sjslein are not remediable l»y the 
adoption of an improved exchange standard system. 
Would j on agree that one of tin* defects of the pre- 
war currency sj-tein was that the maintenance of the 
system was dependent on th** price of silver remaining 
aT such a figure that the bullion value of the rupee 
was not higher than its exchange value?- -No, Sir, 1 
don’t agree that, that was a defect of the pre-war 
system. 

3529. Then there is im defect to be remedied there? 
— Nol as regards the prico of silver, because if you 
will allow me to point out, the. rupee has been 
throughout recognised, ns soon as wo closed the 
mints, as a token coin, and that, in your system, 
that was recognised in 1K93, it was again recognised 
in l$98. and it was again very Hourly recognised by 
the Clin m herln in Commission and even by 1.1m 
linhiugton Smith Commission. If it was a token 
mill, then tile solution with regard to tin* price of 
silver should he tin* solution which practicallj' every 
other country had to adopt and did adopt when their 
token silver coins went over tlm silver bullion parity. 
It is not only India that had to do it. The Straits 
ha<l to do it, .In pan had to do it, the Philippines had 
to do it, and during this war oven England had to 
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do it. Rn T would urge that iho emphasis laid on tho 
price of silver is wrung mid that the right solution 
was to change the proportion of silver in the token 
or to stop giving silver coins altogether and only 
give notes as was done actually by many countries. 

3530. I think I follow your opinion. You recognise, 
of course, that the system is liable to disturbance 
from a sharp rise in the price of silver, such as may 
bring the bullion value of the rupee above its token 
value?- Yes, Sir, provided it is taken for granted 
that the coin should remain as it is. If, as I lake to 
he the right view', it is taken that the value of the 
silver in the coin has nothing to do with it. then thu 
right step would he. as soon as it was found that the 
coin was likely to exceed its bullion value, to change 
the fineness of the coin so that this excess may not 
occur. 

3531. Precisely. But some alteration may bo re- 
(piired if the rise in iho price of silver were of such 
an extent as to put a premium upon the melting 
down of silver currency?- I agree. 

3532. In your opinion there should be no hesitation, 
in view of ultimate currency principles, in substi- 
tuting another intrinsic value for the silver rupee 
as you point out was done in other countries? — 
Exactly, that is what T mean. 

3533. Will you tell us what, in your opinion, and 
from your wide experience of the sentiment amongst 
tin* uiiiustnieted classes of India, would he the social 
reactions upon the iininstructed of a change in the 
intrinsic value of the rupee? Do you think it would 
he accepted without difficultly ? Well, Sir, if you 
simply ask an opinion, then it would he one opinion 
against another. But if you go by experience, then 
1 would point to the experie nce of Java and China, 
where tlio populations are ocpially uiiinslructod and 
equally liable to suspicions and still the thing then? 
worked almost immed lately. And the ease of Egypt 
js much more to the point. Egypt has a population 
which is perhaps a great deal more turbulent, a 
great deal more' ready In resort to violent methods 
than the Indian population is, and in Egypt 
inconvertibility was declared almost the very first, 
day that the war began and notes circulated freely 
and there was absolutely no trouble. So far as the 
individuals within u country are concerned, what 
they want is some medium of exchange by means of 
which they can carry on their transactions. So long 
as the population within a country finds that it can 
do so, any medium! is readily accepted. We bail that 
experience in India in the case of the two-anna nickel 
coin when it was introduced during the war and in 
the case of the one-rupee note when it was introduced, 
although both these things were done after a great 
deal of hesitation. So L submit that, if we had in 
this country gone to inconvertibility in 1911, or *15 
or ’lb, on the ground that every country in the world 
had been obliged to do the same thing, that we were 
a gold standard country, that gold could not he had 
and so there was no other right way to tackle the 
problem, then most probably the thing would have 
worked as smoothly as it has done in every other 
country. 

3531. Pausing there, assuming that you are right 
that this can be done, that, a fresh intrinsic value 
can he given to the rupee or the use of thu small 
notes can ho substituted for it, cun that not be done 
equally, whatever the fundamental currency system 
of the country is, whether it he a sterling exchange 
standard or a gold exchange standard or a full gold 
standard?— It can he done in every one of them 
heenuse 1 take it that the rupee will he merely a 
token 'oin, so under any of these three systems you 
would lw bound to have some kinds of token coins 
and it does not matter at all what the intrinsic value 
of the token is. 

3535. It limy he said, indeed we have had it in 
evidence, that a second prominent defect in t/lie 
pre-war system was that tlio rupee was in reality 
linked to sterling only and that the system ceased 
to ho n gold exchange standard since sterling 
depreciated. To begin with, 1 rather gather from 
the general tenor of your memorandum that you do 


not lay very much emphosiB on the difference between 
a link to sterling or u link to gold?— Jf you will 
permit me to point out, I don’t at all agree that we 
wero linked to sterling. Because, although sterling 
happened to he tho same as gold in pre-war days, 
every piece of legislation, unfortunately we had very 
few in India in regnrd to currency, blit tho throe 
or four definite acts of legislation have never had 
nuy link with sterling. For instance, in the very early 
days when we began the linking, we did nob say 
that tho pound sterling and the five pound Bank of 
England note was to he freely circulated in India. 
\Y r c said that it was a sovereign and a half sovereign, 
that is gold coins, that would lie circulated. Thon 
in the Coinage Acts, we provided that it was u 
sovereign that was to circulate as the equal of Rs. 15. 
Then, in tho Paper Currency Act, we did not say that 
tin* Controller of Currency was to givo so many rupee* 
for so many pounds sterling tendered. It was de- 
finitely laid down that tho local currency was to be 
issued against so many grains of gold. Now, if we 
are to go by definite Acts of the Legislature, then I 
beg to submit that tho connection was never with 
sterling, but was always with gold. 

3530. They were, as you describe, the legal pro- 
visions, hut as a matter of fact was not the system 
before the war actually operated as a sterling 
exchange* system? — I think the situation was this. 
In pre-war days it was possible for Bunks to tender 
gold and get out currency and it was in fact done. 
That is why we had snm© 40 or or ex of rupees in gold 
in the Bombay mints when the war broke out- I do 
not mean in the mints, L mean the paper currency 
reserve. Gold was tendered and currency was taken 
out. At tho same time I agree Lliat sterling was 
accepted and currency given out and that is where 
I take it it was an abuse of Iho system, not a 
practice of wliat the system should ho, because if l 
may make myself c lear, iho Secretary of State had to 
sell Council Bills ill order to lay down money for 
hi mscl f for home charges, and he used that power 
to go on selling more Councils in order to divert gold 
which ordinarily would have come under the Acts to 
India and ho converted into currency, avid ho accepted 
sterling instead; so 1 would submit that the pre- 
war system was the conversion of gold tendered into 
local currency, and tliut whenever it wiw sterling, it 
was an abuse of the system, not a correct use of the 
system. 

3337. Turning from the question of past practice 
to wliat is best for the future, l think it is your view 
that it would he better that any link there is should 
he a link wiLh gold and not with sterling? — Exactly. 

3538. Can that object not ho attained under un 
exchange standard by such provisions as that an ade- 
quate proportion of tho reserve should be held in 
go hi, or, indeed, that a proportion of the ronervo 
should be held in the form of currencies or securities 
held in other gold exchange) standard countries than 
Great Britain? -Well, Sir, 1 have submitted to the 
Commission a copy of my memorandum to the 
Bahington-Sniitli Commission also, and you will no 
doubt ha vo noticed that I think that such a system 
could he sound, hut unfortunately the last ten years 
have taught us otherwise not only in India hut in 
every country. 

3539. I follow that, hut I am really asking quo**- 
tious rather upon the theoretical side P— Bo my point 
is that for tho futiirn <1 would not trust such a system 
at all, uud £ would rather like to have tho system 
w'hicli they have in England where mistakes would 
not he possible. 

3540. You say that it is theoretically sou ad, hut 

thot in practice, for the reasons you hove stated, 
you do not recommend it? Exactly. 

3511. Following out this little analysis of the de- 
fects in the pre-war system, we are told, thirdly, that 
the system did not provide for the automatic stabilisa- 
tion of tho rupee because there was no statutory 
safeguard against the fall in the rate of exchange 
below tho lower gold point. The Government is 
under no statutory obligation to sell reverse coun- 
cils. Again, looking at the scientific side of the 
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question, can you express any opinion aB to whether 
that defect in an exchange standard would lie 
remedied by the imposition of a statutory liability 
upon the Government, or whoever it is that is in 
control of this matter, not necessarily to sell reverse 
councils, blit either to sell reverse councils or to 
provide foreign exchange against local currency in 
India as a matter of statutory obligation. Would 
that theoretically remedy this defect in the system? 
- There nro two aspects of the question that you are 
now putting to me. One is whether a statutory 
provision would be satisfactory. 

3342' I think it would be of great assistance to the 
Commission if you would divide your answer in Ibis 
way; first of all if you will tell us tho theoretical 
aspect, and then, in tlio light of that, tell us wlmt 
the practical applications will be to actual con- 
ditions? — *T will try to do that.. Your question has 
two parts- the statutory part in which tin* Govern- 
ment or the Currency Department, whoever it was, 
would be under an obligation to give international 
money against local money, and that is wlmt really 
a gold standard means because gold is international 
money, and the Government that are under a gold 
standard simply undertake to give against local cur- 
rency notes or cheques or whatever is tendered inter- 
national money for paymonU abroad. They give 
gold. Now under the gold cxchango standard they 
go a little further, and instead of giving gold at their 
own door and allowing the taker to take it wherever 
lie likes, they go further and help the man who goes 
for international money by giving him that, money 
at his own destination. That is the second part of 
your question where you suggest that it may lie given 
in foreign currencies, that is, any banker who wants 
international money and says he wauls it in Paris 
might be given an order on France, or if ho wants it in 
gold dollars, lie might be given an order on America 
lor dollars. That is how I understand the proposi- 
tion put by you. If that is the case, thou it w T ould 
be far more simple to give the gold and let that 
banker or applicant or whoever ho is to take it to 
his own destination in his own way because there is 
another question that occurs to me here: how are 
Government to get hold of all these international 
currencies if they are to ho provided? In pre-war 
•lays the only inleruntionni currency that, tin? 
Government was prepared to offer was sterling, ami 
as sterling was practically gold, then the only differ- 
ence between the gold standard ns in England and 
Iho standard as in India was that while the Bank of 
England did not offer to take gold to the destina- 
tion, in India the Government offered to take gold 
to the destination for tho applicant by giving it in 
London itself. But if it is to be complicated by the 
oilier currencies, then 1 am afraid abuses are very 
likely to creep in, lieeauHo whoever the authority is 
in charge might think of what currency is cheap at 
l he moment. If French currency is very cheap, lie 
lays in French securities. Next day if American 
dollars are cheap, ho might try to lay in those. I do 
not think it is a very sound thing for any country 
jo offer to givo other countries' credit or currencies 
instead of gold. 

3543. I was not laying emphasis on the form in 
which international currency would bo supplied, hut 
wiiat I wanted first of all to ascertain your opinion 
about was whether, in your opinion, the acceptance 
m a legal obligation on the part of tho currency 
mitlioritios to provide cither gold for export or 
foreign exchange as a matter of statutory liability 
would remedy this defect in tho exchange standard 
J.jstem by providing for a stabilisation of tho rupee 
mat would bo automatic, laying stress upon the word 

automatic”? — If it is an exchange standard 
system that we nro considering, then I would cer- 
tftmly not have foreign credits or currencies, but if 
Rold is to be paid out, whether from Bombay or from 
some other central reserve, I do not think that would 
he unsound, and that would mako it automatic. 

3644. With the reservation that the international 
currency is to be supplied in tho form of gold for 
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export, you are of opinion that the acceptance of tho 
statutory liability would fortify the exchange stan- 
dard system by making the stabilisation an auto- 
matic stabilisation? — Exactly, Sir. 

3545. Turning to the next point, we are told that 
it was a defect in tho pre-war system that there was 
no provision for the automatic contraction of the 
currency. Do you agree with that?— -1 do not agree 
with that, Sir. And I will givo my reasons if I may 
lie permitted to do so. There has been a feeling, and 
I know the argument has been frequently put for- 
ward, that there was no provision for automatic con- 
traction, hut the automatic contraction in tho real 
gold standard countries only comes by moans of gold 
going out when the balance of trade is adverse*. The 
hanks in the country do not start out to contract 
currencies just because they fancy that the currency 
is redundant, hut when gold actually goes out and 
I lie basis of the circulation is reduced, then alone is 
the circulation contracted automatically. Now in 
India that happens so rarely because on balance she 
has been a creditor country throughout; it was other- 
wise with this country only iu 1907-08, in 1914 when 
tho war broke out, and later in 1920. In each of 
those eases what should have been done if the 
system had been correctly operated was to soli reverse 
Council Bills as was done, hut not under a statutory 
obligation. 

•‘VvlG. T gather there was nothing in the statutes 
to impose that liability on the Government.? But 
reverse hills were sold in 1907, in 1914 and again sold 
though on very diff'M^nt grounds, and therelore I 
think on wrong grounds, in 1920. If reverse hills 
are sold, it really means that our reserves which 
were held in the form of sterling money come out 
of the paper currency reserve, and that n mount of 
notes has to he automatically cancelled. So I .sub 
mi t: that tho contraction of currency automatically 
was there available in pre-war days under the system 
if it had been correctly operated. 

3647. May 1 put this point to you. The point is 
that the currency was not necessarily contracted 
under such conditions ns those to which you have 
referred, because tho Government could arrange, by 
borrowing from the gold standard reserve, to meet 
sterling payments oil account of reverse council;* 
without affecting the amount of currency in circula- 
tion? — Well, Sir, there again, l think that the read- 
ing of the priMvnr system is wrong. 

354K. My question was directed to wfmL actually 
occurred. Did not that actually occur?- -No, it has 
not actually occurred. In pre-war days the money 
that should have gone out, the* gold that should have 
gone out, was tho gold from the paper currency re- 
serve and not from tho gold standard reserve; 
because as I tried to point out iu my memorandum 
the gold in tho gold standard reserve is really against 
the silver notes in circulation, the rupees. The 
paper notes that first come in into the paper cur- 
rency reserve would havo the reserve of the paper 
currency drawn against, and in proportion to the 
amount that goes out the notes would have to ho 
automatically cancelled. Of course, on some occa- 
sions, it has beon the paper currency that, is drawn 
on, and on other occasions, I believe in 1907-08, they 
drew on the gold standard reserve; hut the correct 
thing would have been all the time to first have re- 
course to llio paper currency reserve, and then when 
that was exhausted, to the gold standard reserve 

3549. Do you not agroe that, if you had borrowed 
from the gold standard reserve in order to meet ster- 
ling payments, there is no necessary contraction of 
currency under those conditions?— You refer hy ster- 
ling payments, payments of the Secretary of State 
tor Home charges; you refer to that and not to the 
adverse trade balance? 

8550. Does it make any difference for what pur- 
pose tho sterling payments are made? — It makes a 
very important difference; because wo have fortu- 
nately tho experience of the last five years of England 
to guide us. I would beg to point out that in the 
last five years and perhaps longer, England has had 
to pay every year very large' sums to America, and 
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>iom? of them have none nut from the currency re- 
serve of England. Dollars were bought in the open 
market, some times lit very high prices as compared 
to the nominal value of the £ sterling. But they 
have bought in the open market, and 1 submit, Sir, 
in the «•:!•««• of India. India stands in the position of 
a debtor to England fur Home charges. England 
stands in the position of debtor to America for war 
debt and other payments, and payments in both cases 
have to he made in a different way than from the 
reserves. The reserves should not lie drawn on, and 
in England they have not, been drawn on. It has 
been rather the other way. During the last few 
years, the fund lias been constantly added to, and I 
believe with direct help of Covcrnmcnl, from gold 
that, government had got hold of in different ways, 
and at the same time government lias not used that 
gold to pay America. 

8551. 1 think I need not press ymi on that point, 
because you do not sec really that there was aii\ 
defect as described in the pre-war system? Yes, if 
it had been correctly understood. Unfurl unatcly it 
was not. 

•1552. I think we must try and get to the bottom 
of that. The pre-war system was capable, shall we 
say. of being operated nmhs. so that, there would 
lie, as a matter of fact, the sale or letting out or the. 
international currency without any eoutraelioi ot 
the internal currency? There I agree; it was pos- 
sible to m isopern to it. 

.'1558. That was the point I wanted to get at Y— 
Yes, that is its greatest defect. 

3554. I want to put Ihe ijiicslion to you whether 
that is a remediable defect of a perfected exchange 
standard system?— I am afraid, no. Sir. 

3555. May I suggest to you the out linos of a system 
which would he si ill an exchange standard system in 
order to ascertain your opinion whether it would be 
a system that would remedy this defect. ' Supposing 
that you combined the gold standard reserve and tin* 
paper currency reserve into one, so that there i 3 only 
a single reserve, and that is a reserve li.ilh in form 
and in substance t<» protect the eNihange value not 
only of the paper notes of the country, bur of the 
silver notes of the cnuiilr.v also; so Hint- when lepers 
are paid in and the gold or sterling reserves < f the 
system are paid nut there is a eon fraction of tin* 
reserves which must produce automatic contract ion 
of the internal currency, would not some arrange- 
ment of that sort give you an exchange standard 
system which would provide automatically for tin 
contract ion of the internal currency when inter- 
national currency is let out in a manner which it 
would he impossihl to abuse ?--\Vell, Sir, [ do not 
mean any offence, hut 

*1558. May we have first of a I your opinion on the 
scientific basis, and, w-ioiidly. hi its application to 
practical eirenmstaneev.'r On I ic scientific basis, I 
have already expressed earlier when I said that if 
the .system e lid be operated correctly, then I hi* 
gold exchange standard, as | understand it and as 
1 have tried to put it fnrwuri before this Com- 
mission, would he the same liiug a- the gold 
-tnndard, because it would mea that the reserve* 
are kept in one central place ii dead of being dis- 
persed all over the country and to that extent 
may say that, the system could he correctly operated; 
hut unfortunately in the last ten years we have kcx-ii 
it in every country that, for one reason or other, 
political or social, as we now see even in France, 
forces are too strong for the man in charge and there 
is always a temptation to do something that solves 
tlm difficulty of the moment and let to-mormw take 
care of itself. 

3557. How could the system which L have so 
roughly outlined he misused? What would von fear? 
Where would you fear the dangers would mnteriaii.se? 
— Well, Sir, in the various directions in which 
mistakes have happened in the past, the same 
mistakes might he made by some future Finance 
Member or by some future Secretary of State. It 
is perfectly possible, and then they would give the 
same kind of reasons to validate their action. That 
is the fear that- I have in iny mind. 


3558. 'Ihe system to which 1 have referred would 
he bused, would it not. upon the maintenance of n 
curtain proportion of reserves? Would you fear 
that such mistakes would come to a head in the 1 
lor m of improper alterations from time to time ill 
i lie proportion of the reserves? — They might come in 
tlio shape of the constitution of the reserves, as it 
happened between 11)15 and lt)20, when the fiduciary 
circulation was increased constantly by so-called 
legislation every low months or every year almost. 
Of course, it is very dilficull to imagine the kind 
of circumstances that may arise in the future and 
the action that the future statesmen may take under 

•those circumstances; hut what. I am afraid of is 
that the abuse would he there, the chances of abuse, 

I mean. 

3559. Now to auticipatv a little, the scheme which 
you outline .yourself would he based as to it* sound- 
ness and efficient working also upon tlio maintenance 
of it proper reserve, would it not? — Well, Sir? 

35liil. The question I am asking you is whether, 
under the system which you outline, there is at any 
rate an opportunity for the abuses which you fear 
just as in licit as under the scheme we have just eon- 
j-idered in outline? As liuiiiaiiily is constituted, 
almost any system can be abused by men who want 
to mistranslate the regulations according to their 
ow n wishes. But if it is the kind of system that 1 
now advocate, and it is practically an imitation of 
1 lie Bank of England system, except that we are 
saddled with this huge amount of token money in 
circulation actually, then the public in a few years' 
l ine, would get to know wlml would happen when 
Mold went out. It would also get to know what the 
notes or the token money in the country really 
meant, that they meant fin much gold and so on; 
mi that just as in England, the advocacy of a change 
in the value of the pound found very few supporter* 
and nil imatelv England went hack to its pre-war 
par. in India also with their knowledge of wliat. tin 1 
currency really was it would lie far more difficult 
ill the fill ii re to allow abuses to creep ill. 

3501. ThaL is a very important and interesting 
opinion, which, as I understand it, is one of tin* 
basr.s of your proposals. I wonder if you coiil l 
explain that a little further to the Commission, ami 
in order to make it more clear, may we again take 
it hv way of a comparison and pill the question in 
this way. Why should the puhlie have more under- 
standing, and more confidence based upon tlio under- 
standing, of the nature and value of their currem-v 
unit under the arrangements which you propose 
than it would have under a perfected exchange 
standard system after a period during which the 
gold value of the rupee remained stable? — That, is 
mainly psychological. In every country in the world 
including England, the commoner people think that 
gold is a milch more reliable thing to hold than any- 
thing else. It was only very recently, after Mr. 
Church ill's declaration that I found in the English 
papers that gold eoins had been drifting back into 
the banks from English boards. 1 simply point that 
out because in England the status of education i* 
very, very different from wliat it is in this country. 
We are absolutely in darkness here so to say. Now 
in India, from time immemorial, they have trusted 
gold; they trust gold to-day, so much so that in 
spite of gold having been at 35 per tola they bniigld 
it; when it. went to 18 they still bought ; when if 
came back they still went on buying it. It was the 
only thing that the people of India thought to he 
a safe and reliable store. Now in future under tlic 
scheme that I advocate, being at least as I under- 
stand it. an approach to the gold standard on fh« 
model of tlio Bank of England, the people of this] 
country will at least feel that thereafter their : 
currency would lx? gold or the token money * ns 
immediately convertible into gold because T do 
anticipate granting internal conversion into gold 
after a few years when we have built up our reserves, « 
that is encashment of notes or rupees into gold for 
internal purposes, not only for foreign payments. 
That is wliat I had in mind in my scheme. 
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3562. Dims tlinfc appear in your memorandum?--- 
Yes Sir. I. simply say fur the* first few yours wo shall 
ho obliged to keep tin* rupee unlimited legal tender 
hilt Iho day must conic when the tiling will haw to 
lio reconsidered. 

3593. You suy (page 159 of Volume of Appending) 
l hat, when Iho jso id currency gels lirmlv estab. 
lished in tho niimls of the public as the 
real money of India, tho position can lie 
reconsidered. 1 will ask you presently to amplify 
that. Then we may perhaps pul it in ibis way. 
that what you lay oiirphasLs upon is that the 
ronfi do neo of the plihlie would he increased by tin* 
knowledge that u full return of whatever sort it 
limy ho can he obtained hack in the form of value 
expressed in gold? -Exactly. 

3564. Does that summarise what you have told us? 
— l believe it does. 

3505. Just to complete this little analysis of the 
pre-war system, wo have been told by other wit- 
nesses that another deled in the pre-war system was 
that- the currency reserves were divorced from l lie 
banking reserve and that elfedive regulation of the 
money market was therefore impossible. L gather 
from your memorandum you are also of the opinion 
tliuL that- was a defect, I he divorcement of the 
currency reserves front tin* hanking reserves'* Yes. 
May I .point out that the currency reserves ami the 
banking reserves should not he .amalgamated as one. 

,‘iTjtfti. There is no (picKlimi of amalgamation ?- ■■ No 
linking you mean? 

:iol)7. The argument is that, in so far as control 
is cxerciscahle over the use of currency reserves and 
banking reserves, the control should he in one hand 
and not in two hands ?■■ -Willi that J agree. In lad 
that is why l advocate the transfer of tin* Currency 
Department to the Imperial Hank. 

55lis. So I understand, hut Unit is of cmirsi- a 
question which is independent and not immediately 
i eluted at any rah* to ihc question we are dealing 
with. It is an administrative question. Now I 
limit, if I may, to turn to your own memorandum, 
and to ask you to assist us to understand some nl 
your proposals. It will he niosL convenient I think 
if | refer to your summary (Appendices, page 107). 

I have, I think, cm civil the first paragraph 
of \our .summary in the qneslioiis I have 
already asked you, and l should like nmv 
to ask you a few qiKMioiis mi paragraph 2 
ot your summary. There fbniild he gold cur- 
rency in circulation fur the reasons we lime jud 
gone into. I do not quite follow, as regards the 
working of your proposals, how the gold currency 
would get into circulation. Could you clear that up 
for us? — Yes, Sir. I have proposed that while a 
direct obligation is not undertaken to give gold for 
every note or rupee presented tin* currency 
authorities should hereafter begin giving out. gold 
as long as they find it convenient. In I act that 
was done in pre-war days under tin* old system and 
a good deal of that gold came hack. 

35(59. Wlint paragraph is that in your summary? 

If you refer to the second paragraph under the 
heading “ A Cold Standard with a CJoId Currency 
(Appendices, page 155), you will get the principal 
reason why I want gold to go into circulation. 

5570. That is your object?- -Yes, Sir. 

5571. Now let* us try to follow out how it is going 
to get there? — II y giving it to all applicants mi 
long as it is convenient. Hut I do not want to make 
it obligatory in the first stage because that might 
put on a far bigger liability than we know' to-day. 

5572. I think perhaps we should make a little 
iiifii tut note to add that to your scheme in Lite 
Minimury? — -About its being optional? T have given 
(hat under the heading “ Encashment,"* paragraph ft 
cf my summary. 

5575. There is to he an optional authority to the 
' urrency authority to encash notes in gold or silver 
'■npees whichever it prefers. ff that is merely 
optional, why should tho currency authority choose 
;o give out gold, particularly when, an at present, 
it hog got Bucli an enormous stock of rupees P— - My 


feeling is, Sir, that it we adopt the new system that 
i-s advocated by me h\ w Inch all fresh currency will 
only cuiuo out ng.-iiu-i louder nf gold and nothing cIm-. 
then in u lew .naiv. we are hound to have a fairly 
largo stock of gold and the currency authority may 
then find that they are quit** safe in giving out gold 
a* they u.v. d to do. They did try it on several 
orca’iLOiis in pn-war dav> when gold was given out 
without the public insisting oil it. The currency 
authority may find after ue have gone on with this 
new s \ -s I cm that liie.v have ijiiiie <u([b-ieiit gold to 
venture in give oill gold. 

5574. Assuming Lh.il the gold reserve*. of the 
currency nutboritv iucri*:iM» readily, it might find 
il>elf in a position to have *niin* gold to spare to 
put into currency. There are two i|uestioiis in that 
coiiiiertiou I should like (o ask. The first is this. 

Can you define at all what should he the policy of 
the currency authority as regards the amount «»f 
gold which should be c-.iumI for currency? When 
should they stop? -It would depend on tin* amount 
nf n-M-rve that they think they should have in order 
to Hied their tciv.gu liabilities if they urone, because 
apait. from tin* lure.gn liabilities the only use ol 
gold would lie lo inret internal liabilities. 

5575. Then you would -av I'rmii step to slep, inaii'- 
taiuiug tlu* n.-erve 'll whatever figure is adequate 
for 1 lie prelection « v 1 tin* tiiieig.li exchange value hi 
internal cimvm-y. that wh.iii-vcr was superlliious to 
lhaL diouM he allowed to go into circiilalioii ? Yes, 

I would recojiimeud that. Sir. 

3570. Iii the place, in view of the experience 

ot pu't ell'iirts lo put gold into circulation, do you 
tliink as a matter of fa«l it would go into circula- 
tion? -Well, Sir. the failure in the \m<l wius really 
due to the lact that 25 yi urs ago wheu those first 
attempt - wen* made and which faili'd, tha average 
earnings of the people wen* cxLrciuely pour. Even 
in. day they are very poor hut limy have advanced a 
Jntle bir since tbo-e da*-, when one I'ingh* uniL oi 
1.', rupees f r«*«| ■i« , n l l.v on .ial two muiilb-.' wage-* in 
many rural areas. To da;. I lielieve iL means more 
th.in I month's. perhaps one and a halt' month's wages. 
So. lliat was reallv I In- n .imhi wl*.v gold came hack; 
but if it conic-, back it di*mld imt Ik* • on-sideied thaL 
tin* public do tioL waiiL gold, bccani'i* we have other 
evidence Ik. 1 fore our e\»-n that India has been import- 
ing huge amounts ol gold. What is more, Sir, 1 
would like- In point out to urn lli.it a great deal of 
gold is being imp*.rhd actually m coin form as 
sovereigns although sovereigns cn-l a little bit more 
than ordinary bullion. That *dn.w- that people who 
waul to keep a >u re oi value prefer to keep it in 
gold today, and in future if gold is given out. it will 
most probably, some of it. crculate but only in tho 
larger towns whore the disbursements ol the in- 
dividual happen to be much more limn H«. !•», but in 
rural areas it rauiioi circulate though it may go into 
stores. 

5577. Of course hi-tory and experience loan* no 
doubt that gold is very popular with the people of 
India for ornaments and for hoards? Exactly. Now 
about hoards. I will give my views. 

.‘157 ft. I imagine those would not In* use- of gold 
which you would consider it prudent to encourage? 
Tho point is this. There again gentlemen with 
European training are unable to appreciate exactly 
what happens to ail this gold. In the Indian social 
system under Hindu law the woman has no right to 
any properly excepting vvliat is given to her as a 
gift eft her ai marriage or on other occasions, and she. 
naturally wants to keep hold ot that wealth, what- 
ever she has acquired, in a way to lie always able to 
watch over it. That means in the shape of ornaments 
on her imtsoii. Hut apurl from tho merely luxury 
side of it, where ornaments are used as a. luxury, in 
India all these ornaments form a very important 
.store of value for the female section of the com- 
munity. Then, as 1 have already mentioned, a good 
deal of this conus as coined sovereigns for which the 
jMMiplo pay even a few annas more. You might 
wonder why people pay a few annus more when it is 
nil tlu* same gold. The explanation is this. If I 
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have stored gold in my family, some as ornaments for 
my wife and some as sovereigns, then 1 will go to the 
last extreme before I go into the bazaar and sell any 
of my ornaments. It will be at once notorious that 1 
have become pructically broke, insolvent. On tlio 
other hand, taking out sovereigns from my store, as 
sovereigns are currency, und paying with them for 
my necessities, would not bring about the same kind 
of disgrace. This is why gold comes in these two 
forms into the country ; 1 would like those gentle- 
men that look at it from the European point of view 
to undoratand the Indian position. The part that 
remains in ornaments is a store of value mainly lor 
the female section of the community and mainly to 
lie drawn upon when the other resources fail; 
because owing to the law’s and customs of most of the 
Indian communities t ho female members of the 
family -have a right at least to maintenance ; and tho 
remainder which has gone into the country in the 
shape of coined money, 1 take it, . is merely value 
stored lip for a rainy day some time in the future. 

3579. From the very interesting answer which you 
have just given it is apparent that there is a very 
long rood to travel before the investing ha-bit cun be 
very widely spread, at any rate as regards these 
particular gold holdings ? — If I may bo permitted to 
draw your attention to another leaflet, that I sent U> 
you, on tho External Capital Committee’s Report, I 
have there indicated that it is hopeless to think of 
the investment habit spreading or the hanking habit 
spreading in this country. Can wo expect an English- 
man to do his hanking in German or Russian? 
Only 8 per cent, of Indian’s population is able to 
read its own languages; >1 am afraid not even 3 per 
cent, are able to do it in English; and still our so- 
called banking is in a language which 95 to 98 per 
cent, of the people do not understand. Then, when 
you come to investment, which means holding pieces 
of paper which are called shares or debentures, how 
uro these poor people who do not know bow to read 
or write, to understand that tho paper is a bona fide 
piece of investment and not a fake, and that some- 
body has not cheated them? It may lie a digression 
bute- 

3580. Lt is of great interest, 1 think? — RuL 1 
would like to point out that it has been found 
in America in tho United States, where they are 
trying to give education to cent, per eetil. of the 
earn in unity, that the ignorant population consist- 
ing of Italiuns, Rumania ns and so on hoard their 
money; they do not go to hanks. If that is tho 
ease in a country like America, which is practi- 
cally 98 per cent, literate, then what wuild you 
expect in a country like India where 95 or 98 per 
cent, of the population ia illiterate? So the real 
solution of this so-called hoarding is not to talk of 
hoarding and not to preach in hig towns to men like 
me who are trained to trade and industry; but to go 
and appeal to tho masses. How could you appeal to 
the masses? You cannot go into the seven hundred 
thousand villages of India and talk to every one; the 
only way is to preach it through tho newspapers. 
Now the newspapers are hopeless because the people 
cannot road them. So tho real trouble in India is 
not that the people do not want to invest, but that 
they cannot do it because they cannot read and write 
and they cannot trust pieces of paper which they do 
not know the value of; in the matter of literacy the 
consus returns will tell you that the female section 
of the country is far more illiterate even than the 
male section. That will explain to you why the 
females of the country, even when they got gold in 
the shape of ornaments or in other ways as gifts and 
such like, do not like to invest it; they know gold, 
they can see it, they can feel it, they can hold it for 
themselves. They do not know whether the piece of 
paper is a fraud or not, und frauds are committed 
every day which these people come to hear of. 

3581. From your very illuminating answer I draw 
tin? conclusion that the only thing which the unin- 
structed people can understand and the only thing 
they want is gold P -Exactly. 


3582. And you look upon that as an impoBBible 
ideal, at any rate in the foreseeable future? — To- 
day, Sir. 

3583. Within the foreseeable futuro? — No, Sir. I 
hope the Government of India will be more en- 
lightened and will introduce compulsory education; 
1 do not mean any offence, but I hope compulsory 
education is (raining. 

3584. You look upon it os not ail immediately 
practicable ideal that they should be encouraged to 
the extent of lending their money for productive uses, 
for investment in banks and so on? — Not to-day, I 
agree. 

3585. In view of the very great popularity of the 
use of notes in India, ns revealed by statistics at 
any rate, do you think it such an immediately 
impracticable ideal that the pooplo of tho country, 
after a period of stability, would come to look upon 
the note ns being as safe as gold ? --They have done so 
already. tin fact, if I may again lie permitted to 
point out, Mr. Gubbny, who was in the Finance 
Department for many years, said in his evidcnco 
before the Hnhington Smith Committee that they had 
boon puzzled to know what had Impelled to the 
immense amount of notes that hud been issued in the 
Inst three years, that is between 1916 and 1919, and 
lie added that Sir Dndiha Dalai, who was also one of 
the members of that Commission and with whom he 
bad been discussing it because lie was supposed to 
know the lives of the people, being one of them, both 
of them failed to understand wlnit had happened to 
all these notes. I am simply pointing that out to 
•how that there has been no distrust of notes in the 
minds of the masses us is made out. The masses 
have been taking notes very freely. 

35^0. Do you think people hoard notes at all?- - 
That, is what T was trying to make out. Mr. 
Giihliny's answer would show that notes went out in 
heavy amounts and did not come hack, meaning there- 
by that they were hoarded until some difficulties made 
the people think of t heir hoards and spend them. 

3587. In view of the admittedly more economic 
nature of the note u.s currency, and in view of this 
encouraging ex|>ericiiee as to the growth in popuh.-ity 
of the note, might it not lio said that one ought to set 
before the country its one’s ideal of a currency system 
the system of a note inconvertible internally, con- 
vertible only into a foreign exchungc, and that that is 
an ideal which might he attained practically almost 
as soon an the other ideal of a gold currency, lending 
in course of time to the education of the people up to 
the point of investing their gold hoards?— I agree. 
The point is this; the moment jieople in this country 
begin Lo feel that they have got simply to walk to the 
nearest treasury office or currency office to get all the 
gold they want, most probably it will be found tliaL 
they will not take tho gold Ijocuunc in up-country 
areas those people are rather secretive, and they would 
like to conceal their hoards, and it is so much easier 
to conceal a fifty-rupee or a hundred-rupee note by 
just sewing it up in a waistcoat or in tho lining than 
to keep a hundred rupees or even five or ten sovereigns 
as they weigh something and ns they create a noise. 
Of course it has not been tested in this country; it 
has been tested elsewhere that after tlie first few years 
of people being habituated to obtain gold when they 
want it, most probably it will be found that they will 
not go for it and that tho gold will mainly remain in 
tho currency offices. 

.1588. The only point whieli I still do not quite follow 
in your analysis is, why, if the popularity of the note 
has apparently been growing, >it is necessary to have 
this rather, if 1 may (tail it, violent method of in- 
creasing confidence in it by a period of gold currency. 
\Vhy not leave things to go on ns they are, as it were, 
with a steady increase in the noto circulation? — My 
answer would bo this : although tho note baa been in 
circulation and has boon popular, we have scon 
enormous amounts of gold going into tho country and 
disappearing, at loast ns far as the big towns are con- 
cerned, where English methods of commercialism 
obtain ; that is liecuuse apart from the few rupees that- 
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a man thinks he may want to-duy or in a few days 
all the rest of his store of value lie wants to keep in 
gold, because ho thinks he may or may not get gold. 
Now, if gold is in circulation most probably that dis- 
trust will disappear in a few years; tho public in 
India will come to know that a note is absolutely jus 
good as gold and that they have simply got to go and 
cash it; and then it may be that tlio stage that you 
are aiming at may tome about. 

:t')89. I am very much obliged to you for your full 
answer. May I just revert to your practical pr«»- 
pusalsP We huvo elucidated this, that there will he 
an optional payment of gold or silver for notes, ami 
that that is the way in which gold should go into 
circulation. I do not quite follow how this provision 
will correlate, in the actual working of your scheme, 
with the fundamental provisions which are contained 
in paragraphs 6 and 7 of your summary. Those 
are, ms it were, the bed-rock of your scheme. 
In paragraph 7 you say: 14 Gold should lie Ireely 
issued to nil who tender local currency and ask for 
gold; but it should lie issued only for bona fit/e 
export purposes.” That is subject, is it, to the 
provision in paragraph 8 that gold may he issued 
optionally in exchange for notes? — L may point out 
that for export purposes I want to make it obligatory; 
for internal encashment 1 want to make it optional ; 
Lli at is the difference. 

3590. Proceeding a step further, 1 rather gathered 
from one of your previous answers that you con tem- 
plate a further period at some more remote epoch 
when tho exchange of gold against internal currency 
.shall no longer ho optional hut shall lie obligatory? — 
Yw, 1 think that period will come; it may take ten 
or fifteen years. 

3591. When will it come, in your opinion?— Until 
we have actually tried this out it is very difficult to 
say; but 1 would point out some data that may help 
us to come to our taincliision. 

3592. Let me ask this preliminary question to make 
it, clear to the Commission that the |ieriod will, in 
your opinion, have come as soon, 1 suppose, as tho 
gold reserves are adequate to permit- you safely to 
undertake that obligation? — I see what you mean. 
If you speak of obligation being taken on, then merely 
the reserves having reached a safe level in the opinion 
of the currency authorities would not he enough. 

3593. What more would ho required? — We would 
have at the same time to see that the token currency 
then outstanding is not a volume which could not he 
easily controlled. 

3594. 1 do not quit© follow that? I shall try and 
explain. The token currency is ?n two forms, the 
paper and the silver; and although w*c have very 
accurate data about the amount of paper in circula- 
tion, the data about the amount of silver tokens in 
circulation are not very reliable. We e. old have a 
good guess, but that is the best we can do. Now 1 
give you my rcnMMis why l think we migliL he in a 
much better position ten or fifteen years lienee. It 
has been found in pre-war days that then? was an 
absorption of currency of some 20 to 2.5 crores a 
year, taking the lost five pre-war years, 1909-1913. 
That has been given in on© of the leaflets that- was 
sent to me — the history of the currency system. Now, 
■dr, if the future demands for currency remain at 
least as great as they were in pre-war years ami 
they are bound to be much greatei - then the absorp- 
tion should be larger year by year, so that we -may 
find thut at at least 15 crores of rupees go out of 
circulation year by year, if not more. 

3595. Go out into circulation? — No, by absorption. 
The absorption really -menus as stores of value. 
People, instead of putting by notes or putting by 
gold, put by coined rupees, beenuse they are equally 
goml to go out into the markets and buy things with. 
Unit 15 crores is not too much when wo consider that 
the population of this country is 30 crores or 35 
< i ores, which means that if half a rupee per head may 
he laid aside year by year, that may do away with 15 
cr«»res of currency. It would go out of the eirctila- 
t ion for practical purposes. 
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3590. What becomes of these 15 crores? — They go 
into the so-called hoards. Now, my point is, sir, 
that if, at the end of the next ton yours, say jii 
1935, tho situation is re-examined, it might be found 
that the amount in circulation was very muoli smaller 
than what it is assumed to hi 1 to-day. To-day it is 
supposed to lie about 250 crores. 

3597. In active circulation ?- Yes, it is supposed to 
bo in active circulation. The figure is derived from 
wlint is culled tho census of rupow; tin* method 
is ... . 

3598. Wo are acquainted with it? -1 am simply 
pointing thut out-, it limy Ik? that the census taken 
round about 1935 might show us that the rupc<yj m 
circulation were not more than, say, .50 crores or 7U 
crores, a much .smaller figure than what exists today. 
Then alone would L take up the obligation. 

3599. That would lie principally as a result of the 
substitution of gold for rupees? 1 don’t think it 
will be substitution. It will bo both. Gold will he 
absorbed by Lhosc who aro having gold to-day and 
rupees will he stored and uotes will be stored, which- 
ever currency the man thinks most convenient fur him 
to store up. It will l>o all. Even notes will he stored. 
And that was the case even in the five 1 pre-war years, 
when, as 1 mentioned, gold was being imported in 
huge ii mounts. 

3000. if tho circulation of the country now re- 
quires 250 crores of rupees, ns you stute, and thut 
is essential, how can it he reducinl to so low a figure 
as 70 or 80 crores in the course of five or ten years? 
— Well, sir, it will be this way. Absorption has been 
going on year hv year in pre-war years, and it was 
made up by menus of fresh issues of currency, new 
rupees and the new r not© issue ami so on. Hereafter, 
with a scheme such as l have advocated, there will 
also he fresh issues of ciinvnrv against the gold 
tendered and if rupees nr© absorbed there is likely to 
Ik? fresh currency going into circulation and making 
up for them. It may happen, sir, that in ten years' 
time w© may find that the rupees have been materially 
reduced. 

3901. We are looking forward to a period when it 
will become an obligation to give gold against rupees 
and notes, and you say the active circulation would 
1 k> decreased? - I don’t mean that, sir. Do you mean 
41 of rupees ” ? 

3(302. Is that a material circumstance? The 
material ci re u instance is not the active circulation, 
but the amount of rupees actually outstanding, 
because, if you lone the obligation to pay gold out 
against rupees, that is an obligation against any 
rupees tlmL may lie outstanding, whatever purpose 
they may bo put to.- d entirely agree. My point is 
that by that time the people will have become fairly 
la mi liar with the new system and with tho gold cur- 
rency, and the majority of those who hold these rupees 
— because it is the |xx»rcxt classes who hold tho smaller 
units, tho richer classes will hold something ©Iso- they 
perhaps would not know very much about it, and once 
the store of value is put in the old stocking, jt will 
remain there until it is taken out for spending. 

3903. You think you may get off lightly, and that 
not many rupees will he tendered frr exchange? — 
That is why I do not suggest any pcricxl in tho 
memorandum. 

3001. Jn the first place, 1 understand that at this 
point, when you give gold against rupees, you are 
also going to limit the legal tender of the rupee, 
when you make it obligatory?- Yes, then we should 
have to limit. 

3005. Is that not going to have a very strong 
effect indeed in bringing rupees hack for changing 
into gold? What about the |ieople with hoards?— 
I hop© the Commission will bear very clearly in mind 
that hoards means a very different thing here from 
what it does in Europe or America. 

3000. T*?t us drop the w’onl and put it this way. 
When you limit the legal tender of the rupee, will 
that not be tho strongest possible reason why all those 
who hold rupees as a store of value should restore 
them for exchange into gold P- What will happen, 

M 4 
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sir, is this. The largest holders of those stores ot value 
nr«- supposed to bo the many small States, fcMulutury 
mid otherwise, ill this country .. hn hold very large 
amounts. Blit even there. Sir Antony Mac Donnell, 
who gave evidence before the H er.se he II Committee - 
a.ml he was a very able official of those days, he had 
iron** right to tho top as Licutenaut-Hovcr nor of the 
North-' West Proviiu-es- he was of opinion that the 
Slates did not hold such enormous amounts in hoards 
as had been commonly imagined. Then, he also 
thought that the various zemindars, who are some- 
thing like f quires in England, large gi u tinmen 
laiulliohlers, they wei supposed to Indd very large 
aiuoiiuts, but ho and some other witnesses also were 
of opinion that that also would not be very correct, 
except in a few exceptional discs. fc>o, wliat will 
happen in tho next ten years, if I we lhe situation 
aright, is this. These big landholders are wide awake. 
They know what they are about. They will, some 
of them, be very carefully studying the report oi this 
Commission to find out what is going to happen in 
tho next ten or fifteen years, they have got- very able 
officers to advise them, and they will go on quietly 
converting by first exchanging rupees iuto notes and 
then holding the notes, so that some day they may 
claim gold against them, whenever the gold payment 
was made obligatory. You would not be demonetising 
the mite,, you would only he deiimm t ising lilt' rupees. 
Then the only holders we would have i o consider 
would he the small men, and my suggestion is when- 
ever we may have to consider the quantity of legal 
tender, wo will have to put it a good ileal higher 
that what il is in England. In England it is 10 
shillings. I don't see why it should not he •ItH) oi 
500 in India. Because it di.... not really mailer. A 
limn who has a claim tor Its. 500 against another 
is not the man who has to send out that money to a 
foreign country, lie goes to his hanker and does it 
through him. So, as far as the internal payment is 
concerned, if the local limit of payment is fairly high, 
tho bulk of these holdings, wliinh 1 believe are w iLli 
very small people and in small amounts will not be 
disturbed. They won't go out. 

3007. One has, of course, in considering vhnt 
prudent . to consider what may happen at the worst? 

■I agree, sir. 

3G0S. Mi glit it not ho said that it is equally 
possible that as soon as the policy was announced b\ 
the Indian (loverninent. of ultimately limiting the 
legnl tender of tho rupee, immediately all the holders 
of silver hoards would lake fright mid throw their 
hoards on the market?- You mean on the Indian 
(love rn men t expressing that opinion to day nr ion 
years hence? 

3009. I suppose one must contemplate that., if the 
Indian (ji.iViTiiinent adopts a policy of finally paying 
gold for rupees and limiting the legal tender of the 
rupee, it cannot keep it dark. It must announce 
its policy? That is why in my scheme T do not sav 
when tho rupee should he made limited legal tender 
and I have gone further. 

3010. My point is this. Supposing the policy is 
announced by the Indian (•ovcrumciit that ulti- 
mately. five or ten years hence, the rupee is to lie 
I i mill'd as legal tender, might not that, in your 
opinion, lead to an immediate rush on the part of 
holders of hoards to anticipate that limited legnl 
tender by getting rid of their rupees? Bui they 
would only go* notes under Lhe proposal I put. 
forward. 

3(»11. They can only get notes from the Hovcrii- 
ment, but, oil the other hand, they could sell their 
silver on private ncconnt?— But this silver, if it is 
sold on prixate account, may not get them 0 or 10 
minus. I am sure largo holders would not do that. 

3(512. Noxv let us contemplate the arithmetical 
quantities with which we are dealing. Your scheme 
is that the shock of the dethronement of the rupee 
should bo absorbed during tho period during which 
gold is optionally given out. Nevertheless, it should 
he -possible to form an estimate of tho amount of 


gold which would bo required from first to last for 
the whole period. Have you attempted to make 
such mi estimate as to tin* amount of gold which India 
would require from tho world at large for the period 
which you allow to carry out the |K)licy which you 
.suggest, supplementing that policy with what you 
have told n* now about the proposal lor the final 
expense of the obligation to pay gold against rupees 
and notes? — Well, sir, I have not done it. But i) 
\ mi wish it, I will give you some off-hand indication 
of what I think possible. 

3lil3. .1 think that would bo of great interest? — If 
you will permit me, with the proviso that 1 have not 
carefully worked it out — I don’t think it very possible 
to come lo any valuable conclusions about that 
amount, to-day, because we don't know w.liat may 
happen leu years hence. The LoLal circulation iim.x 
1 k> a very big figure, and then the two or three hun- 
dred crure.s which are Lu-dux supposed Lo lie soinc- 
xvhcio in circulation would nut he 50 per cent, of the 
total, hut perhaps 25 per cent, or 20 per cent. J 
hope I mu dear there. 

3011. No, I am not quite clear. Have wo not to 
take as lhe basis oi* this calculation the total ainouui 
of rupees outstanding which are likely to he 
returned; If you will allow me to complete my 
argument, possibly it will answer what you ’have m 
your mind. My argument is Ibis. To-day tho total 
circulation is 200 mires in paper money, and 290 
croivs in silxer money, call it -100 crores. So that 
silver money is 50 per cent, of the total. It may 
happen that 10 or 15 years hence the proportion oi* 
silxer money may he miidi smaller. It may not he 
25, it. may lie 20 per cent. 

3015. You men n, in exchange for notes? — No, uoi 
having been exchanged for notes. The total circula- 
tion having increased. It is hound to increase in 
this country year by year to a certain extent, the 
total em ulation of money. The currency figures lien- 
will show you that this increase mud occur and the 
currency figures in other countries will show the same 
thing, including England. Then we may find that 
these 21 JO crores of rupees that linxv form a very 
large portion of the total circulation would form then 
a smaller port ion. That would he one tiling. Aid 
then it may also he found that these India’s sliillin;, 
aro so noeessary for tho small payments in Un- 
coil ii fry that people do not come hack and there is 
no chance of their lieing exchanged for gold. S*» 
I think it is rather unnecessary at this stage to go 
info any figure*, hut I would personally, if I had 
to do it, say that if we lind been able to build up 
a reserve of something like 00 or 7() per cent, of lhe 

paper money issued, that is, of the ISO or HX) crores 
that arc to-day in existence, then undertaking lie? 
obligation xvill not put. us into any greater ri-k 
fioea use a good ileal of the money xvill not come hack 
at all, 

3910. GO or 70 per cent, of, say, the 200 crore* <»f 
note circulation?- Yes. 

3017. That is 120 or 1-10? -Yes, hilt that is nut t« 
be built up to-day, hut to be gradually built up. 

3018. And that reserve has got to bear, as it xvere. 
the burden first of all of maintaining the internal 
convertibility of the note; secondly, of mniut-aiiiiii;' 
the exchange value of tho external currency; and. 
thirdly, the varying burden of the fiunl exchange nl 
gold .for rupees presented?—] agree. The oul\ 
proviso I w'ould add is that the measure of each nl 
these burdens is very difficult to deride to-day. 

3019. Of course, it is a comparatively easy matter 
to calculate what reserve it is prudent to keep to 
maintain the internal convertibility of the note. 
Experience teaches what |jercentnge is wise for that 
purpose? — T am afraid Lhe percentages do not refer, 
as I understand them, to the internal convertibility* 
hut to the convertibility in foreign payments. The 
reserves in all the gold standard countries aro sup- 
posed to be for both, but it has been found by 
ex|>erionce that the man who -holds a piece of paper 
or note does not change it into metal coin merely 
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for a whim, while the man Who has to make pay- 
ments to somebody outside the country lias no option 
1ml to do it, because outside the country nobody will 
take that piece of paper. So I would nay regarding 
the percentage of the reserve that you hold, it it is 
sufficiently iurge, then this risk of rupees being 
tendered and being immediately converted into gold 
may not bo considered very serious, but that will 
only happen if wo have a large reserve. 

■1620. Might it not be suggested that there was 
something, perhaps, of an dement of speculation in 
relying upon such a small demand for gold as tliaL 
for which you allow, and that it would he impossible, 
on the grounds of prudence, not to take into con- 
sideration the fact that the demand might be t lie 
maximum demand which could be made, and that., 
in a matter of such vital moment to the commercial 
and industrial welfare of the country, one ought 
not to run any risk — If that is to be considered a 
very serious risk, then one of the solutions would be 
to imitate France or Holland ami let the present 
rupees remain unlimited legal tender, m that there 
would never he any question of their coining in lor 
conversion; a holder would not go in for conversion 
if be felt that the rupee was going to keep its value 
for all time. 

.3621. Before we examine that suggestion, let me 
put to you ono or two figures without asking you to 
accept them. Will you tell me what would lie the 
various effects to which T will refer it these figures 
were in fact justified? Let mo put this figure 1« 
you. Supposing that the total amount required to 
carry out the scheme which you have* outlined, the 
ultimate acceptance of the obligation to repay rupees 
in gold, were from first to last an additional round- 
about 1(H) milliuu sterling of gold, to be drawn to 
India from the rest of the world; granting that 
figure for the moment in order to examine the 
various possibilities, are you prepared to express any 
opinion as to what effect, the withdrawal of that 
amount of gold from the other gold-using countries 
of the world would have upon general gold prices, 
and, through general gold prices, what effect ll 
would have upon the welfare of the Indian nation?- - 
Well, sir, there again, if you will permit me to 
divide the question into several parts, first- of all, il 
we 'had to draw a hundred million pounds of gold 
from the world’s stock, then we would have lo con- 
sider the consequences, and some of them would 
lie certainly very serious. 

JJ622. What would the consequences he in your 
opinion? •Then I will answer it that way. If you 
are going to draw away 1<MI million pounds from the 
world's stock of gold, of course that- means monetary 

B*ld. 

3623. It is gold metal that we are talking of? 
Well, gold metal will only come out of the mines 
gradually; so if you want to have, say, 1U> million 
IKHindti all at once, you can only do it hy drawing 
on the world’s monetary stock. Then, sir, that 
would mean that the foundations of the credit, indus- 
try and finance in every gold .standard country would 
ho weakened because some of the bricks in tin* 
foundations would he drawn away and the super- 
structure may be loo heavy for what remains and 
tlmt might lead to very serious consequences, because 
if the gold standard is correctly operated, then the 
only conseq uencc would be a serious contraction ol 
the credit in every cxmntry which Iljis given us some 
of this gold to make up that 1UU million. That 
would undoubtedly lead to a very serious crisis both 
in banking and trade. 

3624. What would be the effect on prices? — The* 
answer I have given about trade would give the 
answer about prices, because there would not ho a 
seriou® crisis in trado unless commodity prices col- 
lapsed and merchants made heavy losses and could 
not meek their engagements. Now, sir, there is an 
aspect of this question which I would like to draw 
your attention to, that the probabilities are for a 
continuous decline in prices in the next 10 or 16 
ytnrs. That ia not merely a fancy; ; t is what has 


happened after big wars. 1 know that the (join- 
monlydield opinion is that it- is merely tile increased 
money that raises pric«v>, but if we could go into 
the facts it would be found lluit it was every war 
that raised prices, that il was every period of peace 
that depressed them; and the bigger the war, the 
bigger the depression and the longer the continu- 
ance, and that is mainly because — 1 hope T am not. 
digressing because 1 am trying to answer the ques- 
tion about prices— 1 he reason living that during wars 
(rovemmenls spend lavishly, wo might, almost say 
thoughtlessly, flic only thought llu-y have being to 
wilt llio war, and it does nut matter what they pay 
for it, and such a big buyer with an unlimited purse 
coining on the iiiaiket. puts up the prices of every 
commodity. 

3625. You are telling us that, although the with- 
drawal of this great quantity of gold lor Indian 
purposes might have mu* effect, yet there max be 
world influences which aro tending towards another 
effect?-- 1 was only drawing attention tn flu* fact 
that when prices fall and we are in a period of long 
trado depletion, we might lie told licit it was 
India's drawing away gold to the extent of I CM l 
million; everybody might say that it was the effecl 
of that; hut that would he taking absolutely a wrong 
view of economic history. We bad the *,*11110 series 
of a decline in prices after 1x73. it went on right 
up to ISiMI, and then we luid the gold and silver 
commissions and so on. Such a period we are in 
front ol, and wo are going to face. So. it the with- 
drawal of a large amount of gold all at. one lime is 
at all contemplated, then my suggestion, .sir, is that 
this is a wrong moment for it. We would In* very 
seriously neoen mating the gradual decline in price 
levels which is bet.uv us for flu* next 10 or 15 years, 
until an increase of the population, and an mcrea:-** 
of the needs of the masses of the population, adjust 
tho demand again to tin- supply. To-day it k not 
adjusted. So ii 1 had to do il. I would certainly 
not think ol trying to draw anything like PM) 
millions from the world’s monetary storks today. 
What 1 would do is to allow India to draw what 
currency gold it can in the ordinary course of trade 
year by year, and that would not he lelt. because 
tho mines ol the world would be bringing out now 
gold and some «>t it would conic to India, and it 
would not disturb the foundations of credit as it 
exists to-day. 

•1626. I a? I us now look at the other .>idc of the 
picture. I Jliinatcly, imi the adoption of the measures 
which yon recommend, as I understand it, silver 
would not he required in the reserves of the Currency 
Department ? No, sir. In my scheme 1 have left 
Lho silver rupee as pan of the reserves, hut no 
fresh silver will he required. If \oiir question is, 
“no fresh silver will lie required," then l agree. 

3627. We liaxe introduced really a further step 
into your caleulations, that is tin* stage when the 
obligation is accepted to give gold against rupees. It 
wo look forward to this stage, will there lie any 
necessity to keep any silver in the reserves? No. 

362S. ritimatcly, then, 011 the fulfilment of your 
proposal, there will hare to he a disposal of' tlm 
silver in the reserves. What, in your opinion, would 
bo the effect upon the silver market of the world, 
first of all if wo assume that whatever silver is held 
aa stores of value in India is turned out and become* 
110 longer required for that purpose; and, in tho 
second place, if the silver which is now held in the 
currency reserves of India is no longer required 
for the purpose? What will the general effect upon 
tho silver market of the world he of the increase 
in the supply of silver ?— There again we are trying 
to guess the position ton, fifteen years hence * and 
silver is not, n thing that can he grown like wheat. 
It is a thing that comes out of the mines and fifteen 
years hence we might find t.hnt some of tli«*> mines 
had less production than they have to-day. Then if 
that silver that India will lie holding in the shape* of 
ornaments or rupees which have been demonetised 
were to come upon the market, it may not liavo tho 
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Kiime adverse effects which it hne to-day, when the 
supplies of silver are ample. 1 personally feel that 
part which is held as ornaments will not come on the 
market- at all, except for a very, very small fraction; 
liecauso t*o long as there was some other kind of 
money in store, a rupee note or sovereign, people 
would use that money rather than go and sell orna- 
niriiU, and there has been this curious feature about 
India, that apart from currency experience, in the 
lust fifty years, possibly with one exception, India 
has been an importer of silver for purposes of orna- 
ments and so on. Every year India has gone on 
importing silver. Possibly with a fresh growth of 
wealth it might lx? that these wants in the nialUir 
of silver also might grow larger and so if we have 
to muskier the problem of silver coming on the 
market ]U, 15 or 20 years hence, it may not Ik 1 
as serious as it will la* to-da.v. And I personally do 
not see why even when you demonetise the rupee 
you should not go on holding the Imllioii for a con- 
siderable time until we come to a favourable 
opportunity. The American (Government got its 
opportunity in 11)20 and we might get our 
opportunity, say, in 1040 or at some other time. 
Our cost tif silver is mainly 32 to .‘Vi pence, if I am 
not wrong, as far as the currency silver is concerned, 
excepting the amount we Ixmglit at one dollar. 

3821). Finally, with regard lo the amount which 
will h»* required on this future date for the substitu- 
tion of rupees in currency, is not the sale of the 
silver in the currency one of the principal means by 
which that gold would lie paid for? -I would nob 
advocate that. Iff may he permitted to explain that 
again, that will have its effect on world prices. To- 
day we have a big country like China still on a silver 
basis and trying to throw silver on the market means 
depressing silver prices, which means upsetting the 
economic system of China, and considering the size 
of Hie country and the requirements of the country, 
it might he that any such state of affairs would 
seriously upset the economic position of the worhl 
and it would be much wiser for India to suffer a 
very small loss which the holding of that silver would 
put oil it rather tha^ a far bigger loss which a 
general upsetting of trade all over the world would 
involve. 

3630. Let us see what the practical steps are that 
you recommend for increasing the gold reserve in 
order to meet these future obligations. 1 under- 
stand that they are described in your memorandum, 
where you say that the practical stop which you 
recommend for the realisation of the further gold 
reserve is that local currency should in future lie 
issued only against gold. That is, you roly upon the 
iinporl of gold iu good years? — Exactly, on trade 
balances. 

3631. Its tender to the Government and the issue 
of notes cent, per cent, against gold. 1 understand 
that this is the only form of future increase in the 
local currency ?— Exactly. 

3632. I am not quite sure that T follow what you 
mean. Would not that result, in a steady increase 
in the percentage of gold in the reserve?- -It is 
hound to, Sir. It will be like this. Supposing we 
have a hundred crores of currency and say >10 mires 
of gold, that, is, a percentage of 40. Assume that to be 
the position to-day. Next year, there is ail addition 
of 10 crores of currency against 10 crores of gold, 
sny. Then it will he 50 against 110 and you coukl 
see it is a larger percentage than 40 and that way 
the percentage is hound to continually improve 
until we come to a very adverse trade balance which 
comes only perhaps once in ten years, when we might 
find that that steady increase has stopped or there 
has been a fall. 

3033. What effecL would that have upon the 
elasticity of the currency, or would it be inelastic;? 
— How inelastic, Sir? 

3031. The increase in the percentage of gold? • 
There is no question of elasticity there. Aliy one 
\vJ*o wants further currency would bt; able to get it 


hy bringing gold. Commodities would be exchanged 
for gold hy bankers mid the hankers would exchange 
it into local currency. 

3635. Why do you assume that the gold would be 
tendered under these conditions to the Govern- 
ment? Is it not apt to come in in the form of 
purchases on private account for ornaments, etc.? — I 
would point to what has happened every year includ- 
ing flic current year. There is always u need hy 
bankers, apart from such gold and silver as they 
rati import and sell in the bazaar for ornamental 
purposes, for currency and thus they are obliged to 
go to the (Government to get currency, because 
(Government, is the only parly that can issue such 
currency. Even within the last month I believe they 
were obliged lo tender 3 or 4 million pounds and 
in the last few months Lhey have tendered many 
millions and some of them (Government has put in 
flic reserves and issued currency. But what Govern- 
ment has received is sterling. What 1 would do 
would lie to tell the bankers, 1 we do not want ster- 
ling credits; we want gold \ and they will he obliged 
to get it. ft would not come from England, 1 may 
add that. 

3636. That is the only step you would take to 
accumulate gold, ami, as I understand it, your 
policy would lie to await the effect of these measures 
in regard to the Accumulation of gold before you 
proceeded. Tim first step would he during thu 
optional period? The first step would he the giving 
of gold against notes. That, I may state, could be 
done even from to-morrow, that is, from the time 
that this thing came to he adopted; luvause so long 
as there is no panic or war, very few people will 
care to go for gold and the hank cuu spare a few 
millions. 

3637. As 1 understand it, the cost of your proposal 
will lie only the difference between the loss of interest 
as a result of adding to your reserves and investing 
less in securities? I do not agree with tlmt word 
4 cost.' When l tender ono sovereign to the cur- 
rency office ami take away one piece of jmper, that 
sovereign belongs to ine and the Government has not 
worked for it or earned it and it has no business 
to invest and earn interest on it. If it does, it is 
trying to make money out of currency. There is no 
cost to the Government at all. I do not agree there. 

3638. That scents to me to raise not so much the 
question a« to whether it is an expense or not as 
to whether it is a legitimate expense or not. If you 
act wrongly, as you say, ami invest your gold, you 
would get interest on it, and if you do not invest 
it you will not get any interest upon it? — But the 
difference will be not whether it is a legitimate cost: 
liu t whether the Government was taking u legitimate 
profit or not; I would put it that way. 

3631). To complete the picture, let me put one or 
two more questions. You are in favour of the 
transfer, iu the manner in which you describe, of the 
control of the note issue to the Imperial Bank of 
India and you are in favour of Lhe minting of ail 
Indian gold coin. Your reasons are fully stated in 
the memorandum. If there is anything else you 
wish to add to them you nmy do so now? — There is 
a considerable body of opinion that would welcome 
a ten-rupee coin, although I say that I do not think 
a ten rupee coin necessary. If Government find that 
the liody of opinion is more ill favour of u ten or 
twenty rii|iee (* 0*111 rather than 11 fifteen rii)>ee coin, 
I have absolutely no objection to that. 

3040. You see nothing unsound in it? — No. 

3641. But it would not occur to you that it is 
necessary? — No. 

3642. Then I see that you are in favour of the 
issue of small notes of the denomination of less than 
Rs. 5 ? You say, ‘ special facilities for the encash- 
ment of the One-Rupee Note into small change 
should be created. 1 What exactly are you referring 
to when you mention these special facilities for 
encashment?— I think a good deal of what is 
supposed to he the unwillingness of the masses to 
accept notes is really due to the fact that they lose 
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uomo money when they have to cosh them into 
small coin. In the rural areas even a five rupoo 
note is too big. Even to clinngo the one rupee note, 
the village moneylender charges some money. What 
I advocate is that this small change should be freely 
made available in some organised way in many 
centres of the country, particularly in loading 
Imxanrs and hats; by lutts, I menu what we call lairs 
in England on market days. And then every holder 
of tho note should get whatever chaugo lie requires 
without having to pay any discount for it. There is 
ill this connection a matter which T would draw 
attention to. I understand tliaL the railways of 
the country are acting oh a drain for small chungo 
from the interior to tho big towns. Tho system is 
that every station master has to put. nil the money 
that he gets into a bag, seal it ami send it to tho 
audit office. This means that every day a good deal 
of small money is drained away from tho various 
stations all along the lino, to Horn buy or Calcutta. 

1 .point this out to show how these notes are mado 
unpopular with tho masses. They feel that they 
have to pay a farthing or whatever it is if they uro 
to be cashed. Even such small notes are of great 
value in this poor country and 1 would advocate that 
those matters should he looked into and the drain- 
age of small change should he stopped by arrange- 
ments for the payment by the station masters to 
some local shroff or banker, and every decent town 
has either of these, and the currency office also 
should make further arrangement to make getting 
of small change easy and free of cost. 

3613. Taking another of your proposals in para- 
graph 12 of your recommendations, what emphasis 
do you lay upon the recommendation that tho gold 
standard reserve and the paper currency reserve 
should he kept separate, assuming transfer of tho 
control of tho note issue to the Imperial Bank? - 
Well, Sir, I first of all think that if we have trans- 
ferred n part of the gold standard reserve in the 

way 1 have suggested in my scheme 

364-1. You have taken 10 millions? — Yes, Sir. 
And then tho rupee securities would he 20 crores; 
tho total issue to he covered by gold or gold 
securities or silver <'0111 excepting for those 20 crores 
which are to he considered a minimum holding of 
(loveriiiuent of India paper. Now if the reserves 
have gut to ho amalgamated, then there would he 110 
objection in principle provided it is very well under- 
stood that tho gold standard reserve won really the 
reservo at tho hack of the silver note, not at the 
back of the paper note. 

3645. Provided, that is, you make some allowance 
for an increase of the liabilities against which the 
combined reserve is being held in respect of the 
necessity for covering tho exchange value of the 
silver notes? — Exactly, Sir. Now my suggestion is 
that if it is at all going to bo dotio it may la* done 
as follows. In my seliemo I suggest that 60 crores 
of silver coin may remain in tho reserves. Sumo 
part of it may he taken out and treated as part of 
tho gold standard reserve, and the sterling securities 
llial wo now hold in the gold standard reserve should 
ho amalgamated with tho other sterling senirilieM 
in the paper currency reserve. Thero will then lie 
rupees only in tlio gold standard reserve ami it may 
bo simply called a reserve of rupees. 1 have pro- 
vided for Bilver rupees to continue in tho paper 
currency reserve because in my scheme I propose 
encashment to he optional in gold or silver rupees, 
and if you have that optional encashment for 
internal purposes, then you must have some rupees 
in the reserve, otherwise how are you going to do it? 

•1646. In paragraph 16 you say tho Imperial Hank 
should not be allowed to do any foreign exchange 
business. In your opinion can a Central Bank 
discharge its essential functions os regards the note 
issue without any dealings in foreign exchange?— I 
Hi ink it can, Sir, unless you or any other gentle- 
man can tell me that the Bank of England him to do 
it” 1 know the Continental bunks do differently but 


I think it is a thing which is very likoly to lead to 
abuses iw in fact it has done in France to-day; one 
no easily slips from holding of foreign exchange 
securities, etc., to further and graver errors. 

3647. I 11 paragraph 18 what is your reason fur 
limiting tho provision for remittance to the actual 
rcqniremeiiU of tho year? Why, for instance, should 
not the Imperial Bank, to which you recommend the 
remittance business should lie transferred, take 
advantage of a favourable situation to save the 
(Sovcrii incut money by making pin vision ahead for its 
requirements? — Well, Sir, that has been done and on 
the same ground, although of course if was done by 
(aovernineiil in pre-war days. It was argued that a 
good rate of exchange was being obtained, ami so we 
remitted more, and enormous balances were built \i\. 
in England. 1 think that unnecessarily large 
balances have been held by the Secretary of State in 
England, and 1 do not think it is the right tiling 
to do. 

364N. I understand that that is involved, ill your 
opinion, in file general policy regarding balances? - 
By remitting more than his requirements it increases 
the balances held by I lie Secretary of State. 

3649. You say in the past the balances have been 
swollen to an exaggerated extent to the detriment, 
in your opinion, of tho financial situation here?— 
Yes, if 1 may lie permitted to elaborate that. 

3650. I am just finishing the point 1 wanted to 

ascertain. It is really, is it not, a question of 
degree? You are not, as it were, wedded to this pro- 
posal us regards the limit of the year as long as any 
relaxation of that limit does not allow the amount 
held to he accumulated to a provision too far ahead? 
— Well, Sir, that is what 1 was trying to make clear. 
The Secretary of State is not a party on whom 
demands for payment are sprung unawares. All his 
payments are known some days, months uml even 
years in advance, because there are interest pay- 
ment A oil given dates, pension payments oil given 
dates, etc. Even his merchandise transactions such 
as the purchase of railway and other stores are not 
tilings for which payment is sprung on him. lie has 
ample time to prepare for it. if he had a balance 
of a million or two in hand I think that should he 
ample. In fact, I would not even think that neces- 
sary. The English (,ao\ eminent lias arrangement.*, 
what are known as Ways and Means advances, with 
the Hank of England, and I do not see why the 
Secretary of Stale could not have the same* kind of 
arrangement either with tlie Bank of England or 
some other Banking agency by which it a sudden 
demand springs up, which L say eannoL possibly occur 
under the system on which he is working, ho could 
draw half a million or a million pound*. Even apart 
from that, Sir, he could put out six mouths or year 
(tills as he used to do before 1910. 1 do 1101 ; know if 

bills have been put out in tho market alter that. 
He could get money on very clioa.i rates. Taking 
very large amounts of money to England and hold- 
ing them in hand simply because some day you might 
require them is I do not think a sound method of 
financing. 

3651. (f Iniirmtin.) L will postpone tor ihc present, 
if I may, the questions which l wisli to ask about 
the ratio of stabilisation. L will ask my colleagues 
if they have any supplementary quest i an. i to ask 011 
this part of the subject. 

3652. ( Sir Hcgiiiald Mr. Ma.lou, I under- 

stand from what you said in reply to lie* Chairman 
that you would not attempt for some years to intro- 
duce a gold currency in this country?— That is, not 
the obligatory circulation. 

3653. Owing to the disturbance that would be 
caused in both the gold and silver markets if we 
tried to acquire at once a largo amount of gold and 
to dispose of a largo amount of silver? -Yes, Sir. 

3654. You anticipate that if we wait for some year* 
the situation will ho eased in both those respects P — 
Not in tho second respect, that i«, selling of tho 
silver. The question of > oiling silver may uot ease 
in 5 or 10 years; we might have to wait longer. In 



188 


ROYAIj COMMISSION ON INDIAN CURRENCY AND FINANCE: 


8 Drrrnthrr, j 


Mr. It. F. Madox. 


[Continued. 


t lio matt «'r <it tin* stork of gold I think in 10 years 
\vr chilli he in a happier po-dtion. 

.*!. 1 was lint, inking 10 years; hub if wo wait 
|. mg enough both (iilliriillioH will lie oil Vox. Sir. 

-ji i-'ili. Tin* surplus silver will to some rxtrnl he 
ah-nr 'lii'il ?-•-- Yes, Sir, that is my view. 

•.is >07- Ami the country will have acquired a con- 
siilcralilr stock of nold;- Will you permit mo just to 
expound this part of the silver question. The pro 
duct ion of silver does not depend curiously as it 
happens on the demand for .-liver itself. It renllv 
depends on the demand for lend, zinc, and copper. 
That is, if these three metals with which silver i-- 
found in very small proportions, are selling at \e:\ 
good prices, then mines are worked for these metal-; 
of which silver is only a hy* product, and more silver 
is io Ik* had in the market. What 1 want to empha- 
sise is that during the War, and since the War, lead 
and spelter have hern at much higher levels than in 
pre-war days, so the milling has been pretty active. 
It might h* 1 that on a decline in the prices of miimc 
of these n.elals some of the mines would have to cur- 
tail their uperat ioiis or even dmt down; and it i*. 
tlnue mixed mines that are to-day the largest sources 
lor the supply of >ilvvr. Thai is possibly one way 
ill which we might liiul Ml or !o vcar-i hence that the 
supply had been cun.iih’d and the additional supply 
that India might then put on tin* marker- could h>- 
easily absorbed without any dUturhaiiee. 

.‘li’oH. Also you anticipate, do vou not. that India'- 
surplus slock will have hi eii rnnddcr.iblv red u ceil by 
that time?- Stock of what? You mean of silver 
rupees by absorption? 

ihi'iM. Yes. There is a eout inn.d absorption going 
on not only by hoarding, hut by the increasing need 
for rupee currcucv ?■ Yes. Sir. in both ways. 

'M idtl. So that the surplu- *i;u*k which India now 
holds will have been considerably reduced ?- -Ye-;, Sir. 

I would pul it licit way. 

dtjtjl. 1 just wanted to a-d; you mic or two ijm 
tious which seem to indicate a lew dangers 1*» 
achieving that- object. You said 1 think that if we 
announced a policy of demonetising, the mpee in 
future, that is, residing the legal tender of tin* 
rupee, some far-seeing holders o! rupees would 
change them lor note*-? They max. 

dtiti'J. That would i-aie-c >ome eiiih.-irrassnieiit for 
t Ins lime being in increasing tlx* (•'overiinient slocks 
nf rupees, would it not ? Yes, hut that would iiol 
he an (Oiiharras'-meMt . I do not ^o* why («<iv erumeii! 
should hi* cl 1 1 ha r ra .-.set) because it lias to keep charge 
of so many rupees. 

‘MTu\. Lot me put it ibis way: it. would decrease 
the absorption and increase tin* period before which 
you could introduce your gold cm rciicy ? Yes, I see 
your point, ll the rupees .omo hack llnui there will 
he less remaining out nf which .ih.-Mirpt imi can go on. 

I believe that is your point, if that is so, on the 
face of it it. is correct. I have got. in sign c to that. 

.‘UifjJ. And now when you undertake the obligation 
to provide gold for notes, would not th*» o notes he an 
additional obligation? Would I hey he likely to he 
presented ? Kutircly. every one of them. 

.‘kiCfi. That, would operate to delay tile period. I \ 
is not an insuperable obstacle, hut it is there. Ir 
may delay tin* jicriotl?- I personally think we cannot 
form any accurate opinion until we have had some 
expeniut'c of the new system. 

ikitld. And you gave us an interesting account ol 
the demand for gold in the shape of ornaments for 
women. You told us Hint notes are now being used 
largely ns a store of value, for being hoarded, f pre- 
sume there is no eliance of notes being substituted for 
those orna nun its? — Not- for ornaments, Sir. 

■'TO7. Not for list* as ornaments hut as a store of 
value? Because 1 understand the ornaments become 
the property of the woman ?— Yes. 

dlibS. While the notes will not ho so? No, unless 
I hey are a sort of gift, as when a father gives fifty or 
hundred rupees in notes to his daughter as a gift, 
hut tin* general practice is at present at least to give 
it .t* 1 gold. except perhaps in big cities. On that 
point Sir Purshotaindas knows naturally far more 


than 1 do, and ho will lie able* to enlighten the Com- 
mission more accurately. But what 1 Imvo found 
from my own investigations is this, that except in 
big eitie.s where not only men hut women and children 
have Jeurtil nowadays to understand wliut shares and 
.securities are. and where such gifts of paper either its 
currency notes or investment paper are fairly 
common, if you take the hulk of the population all 
over the country, I do not think that it is at nil 
common; (he gills arc mainly of ornaments. 

.’pitiO. If they lake the shape of notes, they would 
.'till- remain the property of the woman?— -Yes. 

:kJ7n. You said iL was pari of your scheme that you 
would make it obligatory in the first instance to give 
gold for export only?- Yes. 

d(i7l. While government would retain the option 
of giving gold for internal purposes? — Yes. 

;k)7i.\ How would you secure that that gold was ex- 
ported after being given out by Government?-- 1 
have said that it should he given for export, and tin* 
lies l indication would he that exchange would ho at 
the lower gold point. 

:;ii7’l. if 7 mih run a.) In paragraph 7 of the .summary 
the witness >ays " and at the gold export point 
only "? And in the body of the paper where 1 talk 
of giving gold fur foreign payments T point, out- why 
at tin* gold export point, namely, that when wo are ai 
the lower gold point it. means that the country does 
owe payment abroad, and then the gold if it is 
drawn would hi* most likely to go abroad. Then also 
tin* authorities would know or at least, could form a 
fairly accurate judgment- of where the? gold was going 
finni tin* party who applies for it.; and in normal 
times, that is hairing any panic, the hulk of the 
applications will come from hunks. 

■'ll *7 1 . (Sir Jitt/iinihl Maul.) Yon do not think that 
there would lie any serious ink of tin* gold going into 

internal circulation ami not being exported? If n 

goe-; it won I* I simplv mean that- the export was noi 
needed. But as we are not to-day going to put an 
emhi-rgo on the import of gold or silver bullion, an\ 
demand from the interior for gold ns gold can he 
ip-cly supplied by the ordinary importing cliuiiiick 
So I personally think there will not he much danger 
of -ouiehody suiTcplilioiirdy cashing notes and taking 
the gold away into l lie interior when lie pro to ml cl 
be wanted i t fur export. 

:hl7‘i. You do not think it is likely to be a- dram 
on the (inv eminent gold reserve? Because here will 
he no embargo <>u the import of geld. 

.‘tiir<J. Turning to another point, you have sai*l 
that you anticipate a considerable fall in gold price- 
for many tears to conn*, and you said that tli.ii 
always happened after a war; and you instanced the 
course of prices in 1873; that was after the Franco- 
Prussian war? Yes. 

.'5U77. Is there not another factor that has a v«*i v 
considerable otfeet jn Lliose long changes of pi mv 
levels, namely, the supply of gold, and was not that 
one of the main faemrs in Lhe course of prices after 
isr.'l, was the lull not due largely to the demonetisa- 
tion of silver on the Continent and a greater demand 
for gold? — Well, Sir, 1 know that- argument linn Ihm'ii 
constantly put forward; hut if you do not look only 
at that period hut go over the history of the Inst. I -HI 
years, say from the French Be volution, you find 
something altogether different. If I may Ik* per- 
mitted to show you a chart of prices, it will make 
liiv meaning clear. (The icitncss here, handed 11 
chart* la the f'hainnan.) 

•'W7H. ((■fiainnan.) Thin is a chart of commodity 
prices between 17S2 and 11)23? This chart brings mil 
two curious facts, both of which undoubtedly seem to 
Iiii vo considerable influence on the level of prices. 
Olio is that at the very start of every war there is a 
sudden depression ; then while tho war ia progressing 
prices go soaring up ; ami when peace comes the prices 
come down and this occurs again and again. You cn" 
see. Hint very clearly after the French Revolution 
period; .von can son that on a very small scale in the 
Crimean War; you can again see it in the United 

* Not printed. 
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States War of Liberation; .vou ran nee it in tho 
Franco-German War; ami in more rnroiiL per i oils you 
can ago it on n very small sealo in the China- Japanese 
War and so on and then in Ibis war; but there is 
again a small period between that and the Balkan 
War. It began in the I talo-Turkis-h War uf l!»l 1 ami 
wont on in J fl I ll-i •) ; you find a depression Irmu 1919 
to 1911 and then arise till about the end of 1912 when 
there was talk of the Balkans signing peace and in 
1913 when peneo was actually signed there was a de- 
pression. That is one thing which seems to appear 
as an important factor from this chart. Then there 
is another very curious thing which 1 am quite un- 
able to explain; hut there seems to he some kind of 
periodicity in crops, because nil i maleic all new value 
on which new credits can he built up is produced by 
crops or output of tbe mines. You will find tln-re in 
that chart that curiously the year which has ‘ 7 1 as 
its last, figure is a panic year. You will find that in 
1817 and 1827; the 1837 panic was well-known; then* 
was a small panic in 18-17; so in 1*57 ; in 1807 then* 
was a violent panic; in 1877 there was a small panic 
and it was attributed to various causes itieludiiig the 
purchasing power of India having been disturbed by 
famine. 1887 is the one year where T cannot j-ee any 
panic; then we had 1897 ami 1907 ami so on; l do 
not want to say Lb«**e are mathematical things or that 
wo should he superstitious and that 1927 and 1937 
are going to he panic years; hill tlmse two tilings f 
draw nl lent inn to in order that loo much emphasis 
may not he placed on what is called the Quantity 
Theory of moin v,* where the fiiiid:tin*'iilal idea is that 
tin 1 moment you put more gold into the market, prices 
go lip and the moment there is less gold price' *■01110 
down. I do not think that i- collect. 

3079. (Sir /iVf/f/.uW .1 Hu L you are 110 L reject- 
ing ? I entirely rej-vl il. 

3089. ( 1 '/minnmi.) But you have not heard what 
you are rejecting?--! will t «-Il you thi*. if you will 
allow me to explain. Sir lleginald Mant wanted mo 
Jo admit the position that a decline of prices was not 
due l<) the effects of the war and the long period of 
peace hut to decrra.se in supplies of gold. That is 
why T brought this out. 

3«81 . (Sir /iVi/imi/d Maut.) I asked you whether the 
supply of gold w:r; not aI*o an important l‘a* t«»r in 
I In* course of price*?- | would not v-av !:• pertain . Sir; 
bora Use without a supply of gold, pi*. ■•*.* have Mian*d 
up mid with supplies of gold they li.uo *oii«* down. 
In the last four year* in America, from Vi'n in !9*_Vi, 
iho supply of gold is larger, the supply <if 1 reditu in 
larger, the supply of hank deposits i laig*w and 
everything is larger; hut prices are fji» to 70 per cent, 
lower. 

.‘lt)82. Him not- America taken steps to Merili-o that 
gold to some extant? I do not .-I*e that; lh.it is 
■mother thing that I he exponents of the Quantity 
Umorv put forw ard in order to show I hat they are 
m»L wrong; actual ^tonlUing would he to bury Iho 
gold and not use it anywhere. What America did 
was different; they put that gold into circulation: 

J hey issued what were called gold cert i neat e*-. and 
those gold certificates acted i-vactlv like any other 
•Money cm the basis of credit, with tiiis one ditference 
that if they Imd been kept by the Federal lle-erve 
Board then there would have been 80 percent, gold 
against. 100 per cent, note-issue while as it was il was 
B‘0 per cent, against I tMl per cent. Bill that was a 
wrv minor factor: still allowing for all that, if you 
Pay any regard to the total a 111011 ni of money and 
tquivnlents of money in circulation to-day in America 
and an 19G0 you oniinnl explain it in any possible 
way on the basis of the Quantity Theory of money. 
* do not want to go much deeper into it because it 
may take up the time of the Com mission. 

3083. There is onlv one other point that T wanted lo 
ask you about, and that was about Govern men t re- 
'aittaneea. 1 understand from what you said to the 
Gh airman that voitr main object- in limiting the 
Government remittances to the year's requirements 

* £m olio Appendix 18. 


was to prevent the accumulation of largo balances in 
London ? •Which would be lying idle. 

:«)S|. Am 1 right in thinking that you would not. 
prevent tlm Secretary uf State from anticipating bin 
requirements for the next year to a reasonable 
degree?? — 1 believe I tried to explain in reply lo a 
question by tlm t'liaii'iuan. 1 tried to point out that 
l In? Secretary* of State’.'-- payment'; were all such as 
i-onld In- fnivxecii wr.1% or months ahead ami there 
fore lie could always pul liiiii-;ell in funds in good lime 
to meet all those payment'. If In* fell 1 1i.it- there 
might In* difficulty, lie might lone a million or two 
ill hand. 1 would prefer him to lone a working 
arrangement- for ways and men lit credits with the 
Bank «»f England, and then there won Id be absolutely 
no need to have very largo amount-: in band. 1 1 you 
say a million or Luo I lone no objection. 

3 1 But if a merchant knows ahead that lie lias 

to make certain payment* abroad and knows that by 
taking advantage nl a ta \ 011 rable rate of exchange 
In* could put liini-elf in a poMiiun to meet those 
ihuiuiiids more cheaply, would it not be the natural 
ami reason. iMe tlmg I'm him to do? May I point 
out the dilfereiiee. The difference i * this; that tins 
merchant simply makes mi exchange contract.; he 
dues imt iiTiit. money long in advance. If I have 
bought auyjliiiig and I think 1 might to cover my 
exchange tar meeting it when the shipment is going 
to bo math*. 1 go to the hank but I do mil remit, lilt* 
money actually. What I want the Secretary of Slate 
in our* of mv rccomim-ndal ion- i- to do the same 
thing: I .-ay that the (foveninn ill should ata» con- 
tra* 1 lor forward deliveries of exchange. Thai is 
jiM. the answer to your point. If Government. think 
that a p.irl icuhir rale of exchange ta In-, ourahle then 
l hey may emit rail, by all means. But 110 I remit 
money out of India. 

:»r«8f». Can you refer me to that? --It is in para- 
graoh' 17-29 of my summary. 

3*W7. You would allow the Secretary of Slate lo 
toiilrai-r I’cn.ard? 1 would allow him to cmilract 
lorward hut. n*»l to remit forward. I have, in the 
body of the paper on which this recommendation is 
based, explained further 1 lint . if llii* forward sell ling 
i-. adopled. limn mo>t probably ih«* Secretary of Stale 
W.. 11 M he gelling favourable rale'* for eouncil bills in 
Mav, Jmie. . I )il\ a*id August. Tn iho ca ; e of tin* 
bulk of foreign trade in India the goods lmdily. 
physically. go out- in January. February. March. But. 
tbe sales arc made in May. June, July, August, Rep- 
len.hcr, perhaps and then -ome part actually in tbe 
•..ca-oii b>*c:»u-c merchant.* lm\e to ant icipato, and 
particularly in foreign countries they want- to be sure 
of their gundy at the right prices. So if the Secretary 
ef State adi-jils the pnli.*y of contracting his exchange 
forward, nid say in May In* .-.ays : I am going to buy 
at the rate of 2‘lii hut I will also he prepared to con- 
tract for January forward :i 1 3/ Id. it might In* found 

personally I am sure ii will In* found -- t hat limp* 
are taker* for il. He will find a profitable rate and 
he will not have to lock up money for ii. 

3tWS. [Sir //*■/! iff SI 1 nl. nyi h . ) Mr. Madon. you will 
amvo lh-it. e-pccially in view* of what you have toltl 
us rega riling the ill-effects of a drain of gold from 
gold standard countries 011 the slock of gold moneys 
and the ill-cffects of a material fall of the silver price, 
it- is essential to appreciate the effect of introducing 
i 11 to India a gold currency such as you suggest. Wo 
have to weigh, 1 lake i*. you will agree, what the 
total amount of gold may he that will need to he 
introduced into the country? — By wliat- lime. Sir? 

3«iS9. I will come to that in n mi mite. The total 
amount- of gold. Then, a very important matter wo 
have to consider is the cost to the country? — I don't 
agree that there will ho any cost. Sir. 1 tried to 
make that clear in my. reply to the Chairman. 

3f)90. You don't appreciate the point?- -If you will 
tell me where exactly tho difference is, T might ho 
able to explain. Sir. 

•Wl. You propose, having regard to the ill-efforts 
of a groat quantity of silver enming iq>on tho market, 
to retain the silver for a long period. Now, on intro- 
ducing gold currency into this country, what do you 
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imngino would happen? ITow do you think the gold 
will go into circulation? I suppose in exchange for 
either rii|>eo coin or notes? — -Possibly, Sir. 

Very well. If it hus the effort «»f bringing 
out- r u poo eoin in exchange for gold, the amount of 
gold necessary for that purpose will have to he pro- 
vided hy other moans than the wile of silver ?- 
Exactly, that is what I propose; not hy the sale of 
silver. 

3093. Now tlion, if that were to toko place, how do 
you propose that the Government of India should 
fin .-nice the introduction of a gold currency? - -Well, 
Sir. f am afraid 1 don't exactly liwlersLaml hut l will 
try to answer the question as I understand it, he- 
tmisc I don't see where the financing comes in at all. 
Fuller my scheme every new unit of currency issued 
will he against, a unit of gold paid into tho reserves 
and therefore for every further issue Ihe gold will 
lie automatically there. For the issue as it exists 
to-day -and some part of it may want encash incut L 
have purposely suggested that the obligation to con- 
vert the local currency into gold that is exchanging 
notes for gold --should not he undertaken for a period 
mil il we are aide to see the situation more clearly. 

3091. l)o I understand you rightly, that you would 
introduce gold currency into the country only to the 
extent that the savings of the country would enable 
gold to he tendered which would then go into circula- 
tion? It would not he savings. It- would he tho 
balance of trade of the country which has got to he 
brought in. Tt may not he all savings which the 
balance of trade brings in — it may belong part to you, 
part hi mo, and both of us may want to spend it after 
it has been brought in. Hoth of us will he bringing 
it in cash, that is in gold. 

3G95. Tn other words, you want to utilise the sur- 
plus of the balance of payments to he brought in and 
put into circulation?— May I point out that 1 utilise ’ 
would not he the correct word. That will he the only 
form in which it can lie brought in, because, after wo 
have brought all the goods that we want, all the 
services that we want, our balance that remains duo 
to us has got to he brought, in in cash. It- will not lie 
a utilising of the balance we have, hut tho only way 
ill which we could settle it. 

3090. I appreciate that, hut, os you are no doubt 
aware, India is absorbing every year a very sub- 
stantia! quantity of gold, and, on the sup posit bin that 
tho habit will ho continued to import gold on private 
account to la* put away in hoards and not to he 
tendered, how would you put. gold into circulation? 
Well, Sir, that does not require any guessing. Wo 
have the facts of the pre-war periods and even the 
facts of Lo-day Indore us, Lliat every year a certain 
amount of gold and silver arn imported as bullion 
and taken into the interior, and a certain amount 
lias to he imported and converted into currency. 
It was what happened in pre-war days. It is what 
will happen hereafter. 

3097. But would you agree that in these few years 
alter the war. hy far the major portion has gone 
into hoards, for what reason we will not now in- 
quire? -Well, Sir, you have put a proviso which 
makes it difficult for me to reply. The only reason 
was that the Government of India would not permit 
it to lie converted into currency. 

Hut let iis go hack to the pre-war period. 
How much of the gold which has been imported for 
private account would you say has been tendered in 
exchange for ciiri mey?— Well, Sir, in pre-war days 
silver was supposed to lie divided into private 
a rcou lit ami Government account. And gold also, 
when Govern merit took it over from some point out- 
side India, it wn* supposed to bo on Government 
account when it came in. But it was merely a 
convenience, there was nothing in the Act to prevent 
the hanker keeping the gold all the time until ho 
brought it- into the currency chest. What happened 
was that the Government said : We givo you rupeeB 
immediately to-day. Tell us that the gold is ours 
and bring it to us. The banker from that moment 
had the rupees, which ennblcd him to make that 


currency immediately available for his purposes 
before the gold could be brought in here, which 
might mean 10, 20, 30 days perhaps more. So, all tho 
gold that went into the Currency Office mid was con- 
verted into currency at any rate was gold imported 
on private, account, because it came in as payment 
for the balance of trade. It was not paid for out of 
the revenues of the Government of India. 

3099. What 1 want to know is this- how much of 
the gold has actually lwen tendered for conversion 
into currency before the war? -A great deal. Mr. 
Ai.vnr can give you that. If I may make it cleurcr. 
If when you say gold you mean gold bullion then it 
will appear a small amount, if hy gold for con- 
version into currency, you include both gold mid 
sterling money, then you will find it is very large. 
Tho Currency Office can very well give you the figures. 
You have simply got to see against whnfe the currency 
was issued, and to what amount. And the new 
currency was represented rupee for rupeo hy cither 
sterling money or gold. 

3700. Hy gold being tendered to the Currency 
Office? — Tn the Secretary of State who was supposed 
to act for the Currency Department. 

3701. Huiv long do you think it would take to 
give to tho country an adequate amount of gold 
currency by your process? — T think that on an 
average we might count on at least 10 crores of 
fresh currency. 1 think it is much moro but there 
the Currency Department again will be able to give 
miu the correct figures. Hut if you look at the figures 
of fresh currency issued year hy year, that is the 
measure, and if you add up the average for ten 
years, that will give you the total. T should say it 
will lie something moro than 1IK) crores hy the end 
of the tenth year. 

3702. A hundred crorcH tho total? — Of further 
gold. Sir ■ -not what wo hold to-day. 

3703. Didn't you tell us before that the economic 
development of India calls for an expansion of the 
currency each year hy 15 crores? — Then it will lw 15 
crores. T do not want to give any figures without 
having looked at the papers. 

37<M. Hut. merely to illustrate the tiling? — Yes, Sir, 
if it is Lo illustrate, then 1 take it that about lo 
crores of fresh currency would ho required but that 
does not mean that 1 would issue a piece of currency 
ngniiiMt nothing. Every piece would be against 
gold, or every new piece of currency, whether it is .i 
note or whether it is gold, that goes into circulation 
can only do so hy that amount of gold being imporLcd, 
and that should give you the total. 

3705. What I want to know is this. You said that 
hy tho process which you have just described you 
expect within ten yours to accumulate 100 crores of 
gold. Hut you told us before that the need for 
currency expansion you estimate at 15 crores. So. 
if I may continue and take merely 1(1 crores as the 
natural expansion per annum, then by that process 
you would merely have made good the natural re- 
quirements of expansion of the country. You would 
not have endowed the country with sufficient gold 
to replace tho present stock? -Well, Sir, I aw 
afraid L don’t cloarly understand you. If 100 crores 
of fresh currency is issued, 100 crores of fresh gold 
must go into the reserve, and if there are 50 crores 
now there would be 150 crores in the bank then. 

370B. I don’t think we are on the same subject. 
I want to know how much gold you would uetnnllv 
put into circulation? — Well, into circulation would 
entirely depend on the judgment of the currency 
authorities for the time lieing ami l think you would 
not require to put more than 30 or 40 crores, for 
the period. 

3707. You say 30 or -10 crores would ho sufficient 
to givo the country the circulating media that it 
requires?- -Beoa use the notes would remain there, 
the other media would continue to Temain there, 
it is only the metallic currency that I am referring 
to. 

3708. But we have to contemplate the time when 
the rupee coin will be de facto demonetised except so 
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far as it is required for small change? — Bui at least 
th» bulk of it would Ini exchanged by the holders 
for notes so that they may not lose their rupees. 

37119. But why do you suggest notes? Why is it 
not possible that the holder of the rupee coin would 
not lie content to hold notes but would prefer to 
hold gold, a circumstance which has obviously to be 
taken into account? — AVell, -Sir, L tried to make that 
clear in ono of my replies to the Chairman, that the 
bulk of the holders of the rupees would be tho masses, 
the small men, and they would bo fairly content to 
continue to hold their rupees because they would he 
in driblets — Bs. 10, or 15 or jierhnps 50— excepting a 
few rich princes a.nd zemindars, landholders and 
so on. In the transition period that 1 am aiming 
at, the bigger holders will have taken all the 
necessary precautions to convert their rupees into 
notes, because they would have no right to convert 
(.hem into gold and then the Currency Depart men l 
would more accurately he able to gauge its liabilities, 
because these big hoards having come in, the smaller 
could he safely accounted for nud we would find that, 
not much of that would be likely to come in; it would 
be required for small payments. 

3710. May 1 say this? We have bad an estimate 
before us that we may export. J50 crorcs of rupees 
to come in in exchange for gold if gold were in 
circulation, leaving a matter of 200 crores as cir- 
culating media- -? — You mean 200 crores of metal 
rupees? 

3711. 200 crores of inet-nl rupees as circulating 
media; then that would bo basing on an estimate of a 
total of 350 crores—- -P — That is a much bigger 
figure than f have lieen aide to lay my hands on. 
but assuming it is, then the 150 crores that would 
come hack, if they come back, during the transition 
period, can only claim to In* exchanged into notes; 
they cannot, claim gold as of right because 1 want to 
make that optional in the first 10 or 15 years of the 
transition period; or if they came, they would not 
put any strain oil the resources of gold because if we 
do not want, to pay them or if we do not find enough 
gold to do it. with, we won't. 

3712. But eventually when you do reach the stage 
where you will introduce a real gold standard, then 
you anticipate that 150 crores -if that figure is 
correct — will lie tendered and gold will ho de- 
manded? -T do not think so. If 1 may ho pormillod 
to make myself clear, if Government make the en- 
cashment of notes into gold obligatory say in 1935. 
thou the holder of tho nates would not lie under any 
anxiety to hurry up to the Currency Office and 
exchange it. He does not. exchange into gold for 
fun; lie would simply exchange it to-morrow if you 
make it at all doubtful that you nre going to pay 
or not pay the next year. If Government simply 
said, “ we shall give gold; we do not know how long 
we are going to do it hut we might ” then everybody 
including myself will rush to the Currency Office and 
exchange all his notes for gold, fearing that perhai>s 
six months lienee they w*ou!d withdraw that 
ordinance. But if Government aero to say, “ we 
are going to do this, that is the law of the land, 

I hat all notes would lie convertible into gold,” l 
lielieve there will Ik* ho such rush. Of course when 
we have built up our reserves to a sufficient figure, 
then I do not think holders would convert; rather 
they would hold the notes l>ecnuse they would he a 
much more convenient form of holding. 

3713. Then ono point that I cannot quite 
appreciate is this; you say that you would withdraw 
the rupee circulation and lock it up pending an 
opportunity for sale, and at the same time you 
would see the country investing its surplus funds 
arising from its exportable surplus to endow the 
country with a gold currency. Both these stores of 
metal would bo withdrawn from the reproductive 
wealth of tho country. Why is it then that you say 
that there is no expense to the country ? You have 
withdrawn and are holding locked up ]>ending sale 
^ crores of silver and you have in tho meantime 
endowed the country with a gold currency amounting 


to an cqunl amount of money, wlterons we huvo to- 
day 200 cror es of the wealth of the country in an un- 
productive form, that of metal rupees, and you will, 
hy the time you have introduced your gold currency, 
have not 200 crores of unproductive investment, but 
400 crores of unproductive investment. ITow do you 
reconcile that with the statement that it won’t cost 
the country anything? - -First of all, L am unable 
to see how it is unproductive. 1 will put it this 
way. If the rupees, tho metal rupees or tho gold 
coins are held in the reserve, -• 

3711. May f interject? It is not. a question of 
reserve; *1 am speaking of the actual coin 
circulating?— All rigid, Sir. If it is actual coin 
circulating, then that amount of currency is neces- 
sary for the transactions of trade, and T do not call 
it unproductive; it performs a very valuable 
function, why call it “ unproductive ”? 

3715. liot us for the moment admit that what is 
needed for tho circulating media of the country is 
productive, how do you reconcile your statement 
with the fact that, instead of having 2<M) crores of 
circulating media, you hare 400 crores of circulating 
media; 200 crores actually doing the work of ex- 
change, and 200 crores locked up in your currency 
chests pending tho sale of the silver?- -When the 
silver rupees are demonetised, you are hound to give 
something in exchange for them. If Government, 
wants to say that from to-morrow rupees nre de- 
monetised, tho general public will doubtless be a I lowed 
a short ]>criod in which to change flic rupee that it 
holds for some other form of currency, so that the 
200 crores of metal rupees exchange for 2lX> rupees 
of paper or something; so the circulation will remain 
as it is. 

37 Id. I am very sorry 1 cannot follow that, because 
you told ns before that you do not intend that rupee 
coin should lie tendered in exchange for gold. Thesu 
were your premises. You said you would provide 
gold liy the bain lice of the foreign trade of the 
conn try and the rupee coin that would conin in 
would ho locked away pending sale. When it coiner, 
what happens? When rupees come in from the 
country into the currency chests, what happens? — 
They are exchanged for notes; they cannot come in 
otherwise. 

3717. But at that, rate you will be doubling your 
circulation?— No, Sir, because they would come back. 

3718. What would happen to them?- They would 
he held in the reserves, whether you call them the 
paper currency reserve or some other reserve. 

3719. But obviously the reserves arc there as the 
basis for your currency?- Wliat would happen is 
this. 1 will take a practical instance. We have to- 
day say 200 crores of total issue and a certain amount 
of gold securities. Well, to-morrow Government 
decides a Tier giving reasonable notice, say for three 
or six months, that, the rupee thereafter will ho 
limited legal tender, or they might even go further 
and decide that there will be no rupees, that tlio coin 
will bo demonetised, what would happen is that if I 
held 300 rupees in metal ill view of that eventually 
that six months hence m a v rupees may be depreciated 
in vnluo and thut I can exchange them to-day for 
notes which 1 have a right to do any duy I will ex- 
change my 300 rupees for note? and hold those notes 
instead of those rupees so that tho rupees will <x>me 
out of circulation anti the notes will go into circu- 
lation, the total circulation will ho the same. 

3720. I cannot quito see how it won’t increase. 
You say that, from the proceeds of the country’s 
foreign trade, you nro going to stock tho country 
with money to tho tune, merely as an illustration, 
of 200 crores. You will bo withdrawing 200 crores of 
rupco coin and you say. . . . ? — l am afraid we are 
at cross purposes. The 200 crores of new gold or new 
money will bo coming for goods or services sent out 
and not in payment of rupees already in tho country. 
That hRR nothing to do with the stocks of metal 
rupees. 

3721. I will try to make myBelf clour. My first 
question was : By what process would you endow tho 
country with a gold currency P £ put it to you then, 
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that-, as T iivin^i nt*cl, you would withdraw your rupee 
circulation and you would hand out gold m exchange 
for it. You told mo that that was not your ideaP — I 
have explained it, I think, in my memorandum ; 1 
would not make it compulsory. 

'1722. Let us leave out the little niceties as to when 
you are going to do it. The end effect would be that 
\oii wouhl put gold into cireul.'it ion and von would he 
irott-iiij; buck, as [ imagine, rupee coin, which rupee 
coin you would put into a chest and wait for its sule 
because you could not throw it upon the market. 
Thereupon L asked you. how you are going to finance 
the transaction ?— If T held 500 rupees and if I went 
to tin* currency office and ask lor gold, those rupees 
will go in and the gold will come out. Thorn* silver 
twites that have genu against the gold would lie can- 
celled as any other paper notes. Now you can cancel 
paper notes in the ordinary way b.v striking them. 
The silver notes would have lo fie cancelled by putting 
them into an entirely separate resen e, so (hat they 
would not any longer figure? 

•‘17-11. Into a store? ■ Ye*. Then to that extent tliu 
circulation is not changed because instead of metal 
rupees circulating, it would be metal sovereigns or 
whatever it is; ihe metal gold coiiiM would lie cir- 
culating and the rupees that have come in would ho 
of the nature of notes and would he cancelled and 
simply they have got to he kept in a store. The 
cancelling of these rupee notes will not entail any 
financing. I do not. see. 

8724. I *ec you liken it to the cancelling of notes. 
The ordinary paper note has no intrinsic value; the 
silver note has an intrinsic mine. If yon replace 
these silver notes liy gold ? Replace in what way? 
Everything depends on the method. 

•I7i). Exactly, I am now taking your own point 
which you have just explained, that you would lie 
handing out gold in exchange for m I \ or notes, and hy 
that process >un would avoid an increase of tlm cir- 
ciilnt ion ? — Exactly. 

8720. Now liovv would you pay for the gold which 
you are putting into emulation? — Yes, l see your 
point now. The gold with which wo pay for tho 
rupees would ho the gold that, would then be in tins 
reserves against Imili kinds of noio. the paper note 
and the silver note. 

'17 27. It would conn* out of the reserve? Naturally. 

■1728. Now then lei us look at the reserve. While 
.von are doing t h;i t \uiir reserve will go down. To 
llwii extent you will have to contract your not.o cir- 
culation? ■ I agree. 

8729. And unless you in-quire further reserves, the 
point may bo reached where you liavo no circulation 
at all because nil your reserve will have been drained 
away in putting gold into circulation? — Exactly. 
There would then he gold in circulation. The cir- 
culation will remain the Mime. 

.17*10. 'What I want. In get ill is, how are you going 
to provide the money to reinstate the reserve? — There 
will he no necessity, if there is no circulation. 

•17;i1 . Then you want to replace the whole of the 
l ,vi 9 ernrofi? — I do n't. sav 1 want Lo. 

:*7:i2. Hilt, that would he the effect, would it not? 

• No. I ieeaii.se you are assuming all the time that 
apart from the*, notes coming hack for encashment 
into metal, there would lie n further artificial ex- 
change of the metal rupees for gold. If it is that, 
then I agree that there would he that additional 
gold to he got from somewhere. But that is not what. 
t am saying and l never proposed that. What I sav 
is that the riipcc.s would remain in circulation and 
the bulk ol them, I believe, will continue m circula- 
tion if the suggestion as I put forward is accepted, 
if they are ajlowcd to remain unlimited legal tender 
for a long time. We can come to a point when w T e 
see that the amount in circulation is moderate and 
that we can take the further risk, riz., to take on 
the obligation to convert all notes, for any purpose 
internal and external. Then I agree that the rupee 
note would come in and the gold in the reserre would 
go out; but the gold in the reserve is already thore 
ns a backing for both. 


3733. Rut then yon say that a point may ho reached 
where the reserve is wholly drained and where this 
reserve is actually in circulation in tlm country P — 
Exactly. 

3734. The country needs circulating media, again 
merely to illustrate, the present note issue is 18ft 
mires and let us say, 2tX> crores silver, or in other 
words, if the whole country requires to curry oil trade 
with 889 crores, if you withdraw from tho note re- 
serve, if you withdraw the whole of your reserve 
which secures your notes, you must find some other 
circulating medium to give you the same amount of 
currency in tho country ?— I do not understand that. 
1 will try to put it on paper. I am afraid wo are 
not in tho same position. As [ said, if 1 have 
followed you correctly, we would have, say, 20() crores 
of metal rupees. Then you would have IS}) crores 
of paper notes. Is that the position? 

3735. Yes; total circulation of 889?- Then wo began 
hy assuming that all the .189 crores of notes have been 
tendered and gold taken away? Do .you mean that 
Sir? 

8780. First of ail i wanted to ask you what per- 
centage ol' gold js there available to cover those 
notes, Inking all the reserves together ? •. I have 
shown that we have 80*8 crores according to my 
calculation. 

8787. The reserve therefore is SI 1*8 of gold ? Then 
if > oil add the gold standard reserve which according 
to my scheme will still hold 80 million pounds, that 
would make another do crores. 1 put it aL Is. 4d. for 
calculation purposes. That would give 125 crores. 
Now you would have 125 crores of gold and 389 
crores of total nole issue. That would he the position. 

•1788. That is to say, you would lie able from the 
reserve to put into circulation 125 crores of gold?- - 
1 U’ gold. yes. 

8789. Now then, the total circulation in the 
country to-day is 380 crores and we must suppose that 
the country will continue to require it. Then you 
would have to replace the balance by something new, 
won’t you?— Then let us go furLlrfcr. We agree that 
we have got these 125 crores. Now you have got. 
somebody bringing in notes and taking off gold up to 
l In* extent of 120, i.r., the full extent. That is' whin 
yon presume. Then wo would have 125 gone and there 
would remain 2(>4 crores which mainly consist of 
notes or silver rupees. 

8740. But notes cannot exist when you take away 
• • . . ? — 1 am assuming that old gold stocks arc 

exhausted. As wo had only 126 crores of gold stocks, 
they go and those surplus notes, if there arc* any. 
would remain and tho metal notes w'ould remain. 
That is your point? 

8711. No; no. Obviously you could not keep any 
notes when you have depleted every penny of your 
reserve. The balance between 189 and 125 would have 
to be cancelled? — f do not agroe. If that was I lie 
position, then every gold standard system in the 
world wouhl have to go bankrupt ; because every one 
of them holds even a smaller proportion of gold than 
volt are assuming here. 

8742. Bill you would nob have a penny of gold. 
Let me give you the figures. These 01 crores ol 
rupees would not have an ounce of gold or of gold 
backing?—! agree. To take English figures, £5490 
millions of notes and UlflO millions of gold, there are. 
If 150 millions were drained away, what would 
become of the remainder? Do you mean that will 
have to be cancelled? 

37-10. Would you really ho prepared to leavo tho 
04 crores of rupee noted in circulation with no 
hacking whatever? — There will he some other backing 
which we forget. Wo will still have 94 crores of silver 
coin, which is more than England and other countries 
have. 

8744. But do you think that is a proper cover in 
a gold standard country for your notes — silver 
rupees which avowedly you cannot sell?— I was try- 
ing to answer your other question that if your gold 
has been exhausted, all the remaining notes should 
ho cancelled. I am afraid I cannot agree to it. If 
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iliat wore the poKitiou then that puaition would come 
very soon in other gold standard countries. 

3745. Unless you cancel them, you wili have to 
provide further gold cover ? --If the gold cover lias 
gone, aa it did go in some continental countries, the 
notes would remain in circulation, because something 
would have to he there and they would depreciate, 
lint they would never he cancelled. 

3740. ft is not a very desirable thing to have S' 

I agree; hut von began hv assuming the other ex- 
treme, that 125 crores will all hr exchanged and will 
gif out. 

3747. [ only want to know what will he the cost 
to the country; how much gold will lie needed and 
what will he the cost to the country. You told us 
that, it won't cost tho country anything and I am 
trying to show that it will? — My point is the rupee 
or every one of them, tho metal rupees, win* liter it is 
worth 8 as. or something else, they are not paper. 
So whenever rupees liavo got to he converted, they 
would have some value; hut apart from that. . . . 

3748. lint you cannot sell them? Can’t you sell 
silver? Hut you eon template not sidling silver 
because it would have an adverse effect. What l 
want to point out is that these silver notes need 
not he made obligatorily changeable for gold until 
we find that our position was Kiilficieutly strong. 
To-day you are assuming that these rupees nr© to 
remain at these figures IT) years hence, that all the 
notes nr© going to las put in and gold taken away, 
then that the rupees will ho taken in, and so on. 
I am afraid that. we are taking rather nil 
exaggerated view of Lliings. 

3749. L should lik© to con Linn© the questions that T 
put this morning. You will remember we have taken 
a case, partly hypothetical, of the mini try having 
a note circulation of 189 crore and then *J00 emit* 
uf rupee coin, and we came to the conclusion that if 
tin* reserves are used to put gold into circulation 
there would be no gold hacking left when there will 
"l ill he in circulation 04 crores of notes? — Yes. 

3750. Now if Lliese 04 crore notes wort* to 
hacked hy gold or gold securities to the same extent 
as the 189 crore were hacked, which you regard as 
desirable, there would bo needed 42.5 cron?, according 
to my calculation, of gold or gold securities, which 
would have to he acquired for that hacking. What 
I submit is that thus© 42.5 crore would have to lie 
provided from somewhere, and if that is m> f should 
like to know who is to provide them and hy what 
men ik are thny to be provided? — Well, sir, there nr© 
several assumptions with which I am not in agree- 
ment. First, of nil, we have, as I tried to point out 
in the morning, 125 crore of gold or gold securities 
against a total circulation of 389 crores. The figure* 
aii* the same as we look this morning. Then it shows 
that \v« begin hy at least more than a 30 per cent, 
harking of gold. Then there is this to be remem- 
bered, that in that 3S9 crores you have 1?()0 crores 
of rupees which -or a good many of which have 
f<> do the sumo service in this country as shillings 
do in Knglund. Shillings do not come to the 
I 'auk of Flight ml to he exchanged because tho 
holders are afraid of keeping them. They are wanted 
as sina II change. Therefore the assumption that any 
iarge part of these 200 crores, or whatever remains 
•«t the end of the period, will have to he converted 
into gold and that gold will have to he found *s one 
"hieh T cannot accept. Then there is the third 
Assumption that once the total reserves of gold are 
gone, the remaining notes will have to ho cancelled, 
"hioh is saying too much; in normal times the 
reserve will be absorbed, in that way only if th>* 
balance of trade goes against the country; if all tin* 
reserves are gone, as you assume, then vour third 
^sumption is that the remaining notes will have 
*° *** cancelled. With that also 1 am not prepared 

a Kree, because T do not think that is considered 
jiudamental or even a rule of -practice liy any gold 
■ y t. Aiulard country about which 1 know. The notes 
n °i; he cancelled; they will have to remain in 
< 'Foliation, and the utmost that can happen is that 

#• 588 . 


if this extreme case does occur the remaining notes 
will continue uncovered, it may bo, until tho balance 
of trade of the country gets righted. But I am 
personnlly of opinion that, this is rather an extreme 
case which need not In* considered. 1 would not 
assume that shillings could go entirely out of English 
circulation, and in the same way that rupees could 
go entirely out of Indian circulation. 

3701. Remember, the original quest inn was what 
would he the cost of introducing gold currency in 
this country. May T take it that you do not agree 
with my content ion that the introduction of a gold 
currency in this country will mean some cost? -If 
you will kindly define what you mean liy "some” 
then possibly we might bo able to see liow fur wo 
agree. If “some'* means 100 millions, as 1 believe 
was put hy you — (Sir Hi urn Stmknsrl, : Not hy 
me.) the total amount of gold required; some 
figure was put by you or one of theso gentlemen; 
a big figure, then I would not agree that such, a sum 
would be required. If the sum i.s much smaller, 
then l would first like to know why at all that cost, 
has If i bo incurred. Under my scheme that cost 
would not conic in, because if you at all feel hesitant 
about the amount of gold you can command in order 
to convert tlin rupees, you need not convert them. 
I h**y remain in circulation, just as guilders in Hol- 
land, francs in France, dollars in America. That 
is not at all necessary to the gold standard whirli 
I nm aiming at. 

3702. You would say therefore that no cost is 
involved, even though you would have to lock up 
your 200 crores of silver coin until such time as 
you arc able to sell? -As 1 pointed out, that 200 
crores will lie replacing other currencies as they 
conic in ; it will not he i-ost, it will lie merely a 
deiMit.it of which the counterparts will he circulating 
in the country as currency. 

37o.M. It would not he a cost ?■■ That is mv opinion ; 
vcs. 

37ol. Now wo will turn to another subject. It, 
on the other hand, as X personally believe, the intro- 
duction of a gold currency were to involve the 
country in expenditure pending the realisation of 
the silver held, it would he necessary to provide 
funds, and T take it the simplest way would be by 
wav of loan?- As f do not see why any loan has 
got to he taken in order to provide any gold, J am 
unable to give any views on that. 

3755. it you lock away 200 crores you do not sec 
why any funds will bo needed to provide gohl?- 
If you lock them up. you will only he locking them 
up hy giving something in exchange, it. may lie 
paper notes, it may he gold, one way or the other, 
and if the rupees remain locked up llier© is nothing 
for which the Government has to bonw money in 
order to provide finance. 

3750. You talked about the commodity value of 
gold? - Yes, sir. 

37.57. And yon combated the idea that the quantity 
of gold held for currency purposes has any influence 
mi the prices of commodities?— Not in the way that 
the quantity theorists make out. If you say 1, 2, 3, 
or .5 per cent., T will perhaps lie ahie to agree. If 
you say 95 per cent.. I sa\ 11 No.*’ 

3758. | have said nothing about the percentage? 
Well, sir. 1 simply give an idea of what our 
difference will he. If you sav the quantum of gold 
will be a very important factor, as Sir Reginald 
Mant put it, then 1 say “ No.” If you say it 
will have som© influence, then I say “ It is one of 
many factors that aflWt. prices.” 

3759. Do you regard the rise in commodity price* 

1 rom 1895 to 1914, a steady rise, entirely uncon- 
nected with the increase of th© stock of gold money 
in the world? I would attach very little importance 
to it. I would attach far greater importance to 
the wars which intervened. The chart will hear me 
out, because it will show a rise in prices just about 
that period. The first was the war -a petty one— 
between China and Japan, hut it did have some 
influence because it immediately raised the price 
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of silver, it immediately raised the purchasing power 
of China, and in that way commodities the world 
over were affected; lint that was a very minor affair. 
Then came the South African War, in which the 
Transvaal was ultimately acquired hy the Empire. 
There wo had a largo number of men engaged on 
both sides and us England was one of the parties 
the amount of money poured out in the purchase °t 
many commodities was far greater and you hail 
a bigger factor at play there. 

3760. You suggest that prices fell immediately 
after the South African War? — They did, sir. 

3761. To nay appreciable extent? — Fairly appre- 
ciable. The question has not been put to me ami 
I have not been able to work up the figures, but 
possibly that chart might, help us again. 

3702. Mav l submit to you a chart which hns 
been worked out for this specific purpose of 
examining to what exlenL the addition to the stock 
of gold money in the world has influenced commodity 
prices. I submit to you a chart prepared by a 
renowned statistician in England to check a theory 
advanced by Professor Cassel, whom you no doubt 
know, which shows that there is a very close oo- 
retatinn between the increase and decrease of the 
stock of gold money and the general level of com- 
modity prices. 1 submit that to you if you will 
have a look at it presently at your leisure? — 1 .-hall 
be glad to do that; and if you want any remarks 
on that point, I would just draw your attention 
to tho fact that the normal increment from the 
world’s mines to the supply of gold is a very .small 
percentage of the total supply held hy the world, 
because it is not eaten up and digested. 

3763. (Chairman.) Before we go on with this 
matter perhaps we should know what we learn from 
this chart ?- If you at nil wish to cross-examine 
me on that yon will permit me to study it. I do 
not want to say offhand things which l may have to 
revise afterwards. 

3764. (Chairman.) Sir Henry, this is a chart 
showing the relation between prices of commodities 
and the stock of gold money in the world between 
the year 1850 and the present time. If you will 
tell us what conclusion you base on that we shall 
understand where the argument is proceeding. 

3705. (Sir Henry Shnkosrh.) Tho conclusion is 
this, that ns the stock of gold money increases the 
commodity prices rise; as the stock of gold money 
decreases commodity prices full?— May I point out, 
sir, another thing; the same chart would show 
something else. The position may ho put the other 
way about, that when the prices of commodities rise 
tho union nt of money in circulation hns got to be 
increased, so that the circulation of the total sup- 
plies of money increased fuiri passu with the level 
of prices. It may be put the other way. If you 
will permit me after studying the chart I shall go 
into that in more detail; nt present I am simply 
giving you the general position, And I would like 
to draw j’our attention lo another very simple 
analogy. Take the stock of wagons and locomotives 
held by railways. If you study that kind of chart 
for the last 30 years, say, of one railway, the G.I.P., 
you will find that they have increased in accordance 
with the number of passengers, that when wnggons 
and locomotives have increased the number of pas- 
sengers has also increased. Tf anybody argues that 
the passengers increased because the wagons were 
there, it w'ould T ie a false argument. The passengers 
were there. They wanted more medium of transport, 
and so the wagons and locomotives had to be 
increased. In tho same way in the traffic of values 
the passengers are commodities and commodities 
valued at particular prices; if these increase then 
the vehicles for those values, namely, money, would 
have to increase pari pa*.w f otherwise the thing 
could not ho done. So 1 do not attach much im- 
portance to the first assumption, that it is because 
the first is there the second is there. 

3760. May l continue? You told us that India 
require* an annual increase of ite circulating media 


of about 15 crores; that is, 1 take it to keep pace 
with its own economic development? — Exactly. 

3707. If that is true of India, it will be true of 
other countries of the world? — Quite ho. 

3708. You will probably remember that Professor 
Cassell has worked out that in order to keep pace 
with the economic development of the world there 
should be an aiiuual increase of gold money ol 
3 per cent. ? He speaks of 3 per cent, for the world 
ami 4 -per edit, for America. 

37(59. You told us that your plan would have no 
influence upon the purchasing power of gold, because 
you would be spreading the requirements of India 
over a longish period, ten years?— Yes; it might 
have some little influence; I would not say important 
influence; if you say no important influence then ] 
would bo in agreement, been use I want to make it 
clear that every little thing in this world has some 
influence on prices in various ways which are not 
easily fathomable. 

3770. Jf India, instead of taking its requirements 
in one big lump, does take it gradually, would that 
not also be felt in fclio gold market of the world or 
rather the purchasing power of gold if the promises 
arc correct that the world needs a 3 per cent, 
addition to its stock annually ?— The working out 
of those percentages would, if they had to lie 
analysed, take a very long time; but apart from 
that, the 3 per cent, which is called the foundation 
of credit may prove to be too big if ten years heiuo 
improvements in matters of credit instruments 
enabled us to work with a smaller foundation; as 
we have seen by experience in the last thirty years 
.smaller and .smaller supplies of gold huvo enabled us 
to build up a very big edifice of credit. So wo should 
not merely take the 3 per cent, and say “ Well, the 
supply of gold to-day is 4, (MM) million pounds; wo 
must have 3 per cent, or 120 million pounds of gold 
to-morrow for the next year or credit w'ill break 
down." Most probably it will be found that Un- 
tiling would adjust itself if there wa6 not that 
amount of gold available. Business and finance 
would have suited themselves hy other means so that 
the credit edifice would remain there although on a 
smaller foundation of gold. England has done so in 
the last hundred years; since 1840, when the note 
issue was based absolutely oil gold, they gradually 
developed the cheque, and now everybody admits 
that the cheque currency is the most important 
currency in England and in the more civilised 
countries of the world. So we should not, I think, 
take it as an axiom that it should be 3 or 4 per cent. 
If you simply Lake it as an axiom that llio develop- 
ment of the world or of the various countries of the 
world individually will require larger and larger 
amounts to finance them and then if you further pos- 
tulate that under a gold standard that might mean a 
larger amount of gold as the foundation, then with 
tli at general proposition 1 would be in agreement ; 
hut if you say it should ho 100 millions, or 50 millions 
or 2(M) millions, then 1 would say we really do not 
know wdint developments are going lo be. 

3771. May I interject? I was not arguing that 
point at all? — No? I simply say then that I wjw 
answering your question about 3 or 4 per cent. 

377!4 I do not lay any particular stress on that? 

If you will kindly explain to me what exactly you 
want I shall give you un answer. 

37'73. I must say I am very glad you mentioned 
this because I was coming to the very point you haw? 
just made, namely, that devices will he found to 
remedy any deficiency that may exist and in that 
connection I wanted to ask you whether 3 r ou have 
followed the proceedings at the Genoa Conference ?- 
I cannot say l have studied them; hut I have in n 
way as part of my general reading of these question* 
read wlint transpired there. 

3771. And, if you have done so, you will hare 
generally appreciated that the main purpose of the 
financial resolutions passed by the Genoa Conference 
was to do exactly what you have just mentioned, 
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ris., to proviso for the future a system which will 
enable the world to carry on without material 
curtailment of its credit structure, no doubt hocuusc 
of the fear that the stock of gold money may not rise 
in the Name proportion as the economic development 
of the world?- - Quite so. 

3775. Very well then. What did the Genoa 
resolutions advocate in order to carry into efFcct 
that idea?— If I remember aright, because I have 
not looked at it recontly, the main proposition was 
that the reserves of the world should be as far us 
possible kept in one or two or three centres. It 
would bo ideal if you could have one centre for the 
world, but if that was not possible, lot it be two or 
three; and then every country in tlio world would 
be working its credit edifice on tho foundation of 
those reserves. 1 would first like to know if I am 
right in saying that that was the prineipn' recom- 
mendation. 

3776. That ia a part of it. The fundamental pro- 
posal made and agreed to was a plan by which 
countries would adopt a gold exchange standard 
and that certain centres in the world should l>c 
selected as gold centres which would liquidate by 
Hie shipment of gold the balance of payments? — 
That is exactly what T meant.* 

3777. Therefore they were out to economise the 
use of gold because there was the fear that the 
credit structure might not he supported by an 
adequate base of gold. Then in addition to that of 
course, they recommended a co-ordination of credit 
policy so as to keep the purchasing pomT of gold as 
stable as possible? That again will lead us, I am 
afraid, into argument because the purchasing power 
of gold theory requires very close analysis. 

3778. The Conference was an international con- 
fence. A great many authorities of the first order 
camn together and passed that resolution. We can- 
not, therefore, ignore. . . . ?— No, I do not want to 

ignore tlieir warning and we must, 

I take it, carefully study their recommendations 
alien we study the currency system of any country, 
including India?— I agree. 

3779. And therefore it becomes so very important 
to know and perhaps you may give us the benefit 
of your consideration on the subject, what amount 
of gold will be needed to equip India with a gold 
standard such as you envisage?— I lime tried to do 
it in the morning ill reply to one of your questions 
that if we adopt the scheme that I have put forward 
forward from to-morrow t-licu in the next ten years 
we shall have got together in the reserve 100 crores 
<>f gold if not more. L take that to he the minimum ; 
and if your question means that India has got to 
get gold in some ua.v in order to develop, then I 
•nay he found to he ill disagreement lx? cause J do 
not believe in India going and getting 50 crores or n 
100 crores or any amount of gold wlmtovor and then 
starting development with it. What will happen 
is that India will have to work hard and get the gold 
in return for the goods ami services that. India 
providos to the world. If she does not do that, if 
sho has no surplus goods or services she will not get 
the gold; if she does, she will get tho gold. India 
will get all the gold that she not only requires but 
that she deserves by her work. If India does not 
deserve it, then even if India requires it she cannot 
get it; why should anybody give it when there is no 
need. 

3780. I refer to paragraph 7 of your conclusions 
in which you say 11 gold should be freely issued to 
all who tender local currency and ask for gold, but 
it should he issued only for bona fide export 
Purposes.” Then in the subsequent paragraph you 
say Encashment of note« for internal purposes 
ta ho in gold, or Ailver rupees, or Inith at the 
■»plion of the Issuing authority.” I wanted to ask 
.'mi what you think tho psychological effect of these 
* wo conditions will bo. Would it not lead to the 
Public, knowing that at a given stage notes will 
uot be absolutely exchangable for gold putting aside 

• 8ea also Appendix 18. 


or hoarding the first issue of gold money which is 
put into circulation? My answer to that would he 
that, in 1898-99 when the Fowler Committee was 
.studying the question there were apprehensions of 
tlie same kind; but the experience «inee then up to 
1915 showed that although the Government did not 
give gold or sterling except for foreign payments 
and even then only in Londou and not in Bombay, 
still nobody was panic-struck ; nobody went to get 
gold while he could get it, and things worked very 
smoothly. So if past experience is any guide, then, 
I think that in the next ten years the experience 
will lie similar, that is, if Government simply gives 
gold or gold equivalents for foreign payments, and 
does not give it out. freely for internal payments, 
it would not make any difference so far an tlio 
holders of rupees and notes are concerned. They 
will be unconcerned. That is my conclusion from 
past- experience. 

3781. You do not think that gold put into 
circulation will go into hoards? There again we 
shall have to differentiate between the hoards as put 
in by a miser and as stores of value. If by hoards 
you mean stores of value which are brought out once, 
in two, three or four years when you want to make 
use of them, in that sense that gold will go into 
the stores of value of those people who have got 
sufficient money to put by because under the ficheme 
ono unit will be Rs. 15 or Rs. 13 — it will be % a fairly 
big unit for the great mass of the people. The 
remainder of that would be hoarding if you please 
of other things, that is, holding similar currency 
which would he rupees or notes. So l am not afraid 
of any large amount of gold money being hoarded in 
that way. Hold as bullion or ns ornament is of course 
quite different. 

378*2. Now I come to quite n different subject. In 
paragraph 1 1 you lay down the reserves which should 
l>e held against the note issue. I do not see amongst 
the supplementary cover of the note issue any 
reference to commercial hills? I have purposely 
kept that outside the ordinary note issue. 7 shall 
explain why. I know the practice in Genua ny of 
issuing extra notes against a certain tax; I know 
I he practice in the United 8tnt.es; hut comparing it 
with the practice with which we started here in this 
country of having an emergency issue which is 
entirely outside the ordinary note issue, I have conic 
to the conclusion that that is perhaps the better 
way of doing it. and that is why it does not figure 
in tho ordinary issue. .Supposing we had 200 crores 
of note issue, even if 10 crores of emergency currency 
is needed to he issued, it would stand outside tho 
200 crores, it would have no reference to the gold 
or the other notes. It would bo hacked absolutely 
by the commercial bills against which it has been 
issued and will l)e automat ieally liquidated by those 
bills when they fall due. I think that is a better 
and a sounder way than putting it in as part of the 
total issue because tlieiv you have got to see, the 
percentage may vary, tin? gold may lie so many per 
cent, more, the silver may be so much less. And it 
will introduce cortuin unnecessary confusion. Tho 
other is a fur simpler way to my mind. 

3783. Would you say it is true that most central 
hanks huso their note issue on gold and on self-liquid- 
ating hills because of the fact that the self-liquidating 
bills which are hills against goods in tho last stages 
of production or going to market are tho host 
security boeuuse they correspond to tho nood for 
expansion and contraction in tho currency of a 
country? — Yes, Sir, that is true. Many central 
banks do that. \ don’t think tho Bank of England 
does anything of tho sort, but many central banks 
do that. But, that is no reason why wo should in 
this country slavishly imitate what has been done 
elsewhere if we find the other system ie better. It 
is of course for your Commission to consider whether 
the system which is now in vogue with suitable 
regulations is the better way of doing it or of 
adopting tho trade billn part of the issue as part of 
the total issue, boeause then I am afraid the 
percentage question will create difficulties. 
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I. Hut don't you tliink Unit any system should 
lio «i*' aiitonortic .in its operation :ik possible? Hilt. 
Sir. this will Ik: iinlninai i«\ 

•I78o. Well. I am not quite sure that it will lie. 
Your expansion urriirs through the balance of ex- 
ternal trade. Your expansion and rout motion is tin 1 
result ol the .slate ol \ mi r foreign trade?- I don't 
agree, Sir. 

:t7"t>. It has no automatic do\ ire to rout rue! and 
expand .so far as tho internal iieedn of the country 
are concerned? Well, Sir. L liaxe tried, if I may -ay 
so. I have tried to make the two very clear. The ex- 
pansion ot the noli* issue, or I won't ^ay simply the 
note issue because it reall.x niraii:- the expansion «»l 
the amount of tin* currency available to tho country, 
doe.s occur directly n* a result of foreign trade. I 
agree. .Vud (lien you say that for internal trade 
purposes there is ii«» automatic expansion. Is that 
the point !' 

.'I7S7. That is the puiul ? Well, for \\Ii;iL intenial 
and trade purpose.-? In normal times I don't think 
any such expansion is needed, hecaiise as I have tried 
to explain, the hulk of the movement of goods to the 
ports is for the ex ports and it gets financed automatic- 
ally through import- of gold or gold securities against 
which currency is i»«ucd. So that question will not 
arise except iiif' in a ,\ear when trade depression is 
very scyre ami the countries outside I lid in do not 
want. India's Knuds ami -locks accumulate in the 
ports and iu the interior hi;* markets. Then it is 
possible that a further supply of eiirreney may he 
needed and we iiii^rlit then, if we have a proper rlis- 
countiiiK arrangement iu I hi- ruiiiitrv. which un- 
fortunately wo have not. tind that the .'Urpliis ot 
finance will automati<al]> gravitate u» the final dis 
counting agency, the Imperial Bank, which bills they 
will tender and take out currency .m f ri»m the Cur- 
rency Department and if later l hex don't want that 
extra money, they will repay those bills and the cur- 
rency will automat icallv contrail. So that I think. 
Sir, if the present \\vdcin worked properly, which | 
don L think it doe 1 -, the hills to-day are not correct 
trade hills. - it they were, then I think the thing 
would work automatically. 

.'17.^. But. Mr. Miidnn, i- it not a fact that a dis- 
count market can only den-lop when you ha\c a 
central hank which is prepared to rediscount all true 
commercial hills al am time amt iu all circmn- 
Maiiecx? — I agree. Sir. 

.'17Wh Ver.x well. then. If you roll tile note issue of 
the hacking of commercial hills, Imw is the central 
hank to manage its affairs, to give to the count r\ 
the discounting and rediscount ing facilities when 
thc\ are most- needed ."•--l will try and explain. 

I don t know whether my answer will he complete 
to you. Bill I will -amply take an instance, 

that I In* Imperial Bank becomes the central 
hank of the country with all the reserve* en 
trusted to it. Then | also assume that the Imperial 
Bank on tho reconnnendal ion of this Commission 
undertakes to rediscount. Then what will happen is 
this Sir. Tho Imperial Bank will go on ivdiMounl- 
ing hills offered to it ami in times of sirens those hills 
are hound to come to it. If the stress is not there, it 
proves thnf then* i*- no additional currein v required 
And when the J in peri a I Rank finds that its ndianrex 
for rediscount ing arc up to the full extent of its re- 
sen-e. it may take some .if iIiom- bill- to the Currency 
or issue Departm* lit ami viy : w«» want this to he dis- 
ciiiiiitpd, and the Currency Department would then 
rediscount the lulls up t„ the extent of whatever 
rignt'e the Commission would recommend and that 
would he automatic expansion. And whenever anv 
ot those lulls I a II in at nmhiritv. it would lie auto- 
matic con tract in n. The preset practice i* different, 
hut 1 would like the Com mission to look into it mid 
to biggest recommendations from their experience of 


'ti.m Inn woiil.l consider it a desirable aria 
inent that the Currency Department should n 
count lulls ol the Imperial Bank? How is the i 


rency Department to know what are good and what 
are had bills? — If they are presented by the Imperial 
Bank with its own endorsement and if the bills have 
come in the right way with the endorsement of the 
local hanks— sometimes there are one or two parties — 
private local merchants— then one of the banks has 
rediscounted. It may ho that two or throe batiks have 
discounted. Bank A lias discounted but ns a matter 
of fact wants money. Batik B is prepared to discount 
at \ per rent, cheaper. Then if Banks A, H and G are 
unable lo take any more, then with their endorsement 
i lic.v would take the bill to the Imperial Bank. If it 
has the reserve, it will rediscount thorn. If tho Im- 
perial Bank finds it cannot do it, then it will hnvo to 
send to tin* Issue Department with its own endorse- 
ment and get money from them. So, Sir, the 
(j nest ion whether the hills were sound would lie auto- 
matically solved. They would hear on their faces a 
certificate that, they were sound because there would 
he so many people between the Currency Department 
and the ultimate drawer of it. 


•mim, .iiia you woum tncrerorc leave it to in* judg- 
ment of the Currency Department whether or not the 
emergency lias arisen? — I would not put it in that 
way. Sir. 

•'17I»L\ But if the Currency Department is to redis. 
count, obviously it is within their discretion to refuse 
the Imperial Bank to rediscount? — I would say. Sir. 
that what would happen is that, if the Imperial Bank 
has got to go to the Currency Department, and say : 
We want to discount. .) erores, it is a proof of tho 
emergency, been Use the Imperial Bank would not go 
there unless its own funds were fully invested and 
morn funds wore wanted. So what the Currency 
Department would have to do is solely to carry out 
.Is duty under the statute, that is to give further 
currency against such hills at the particular rate that 
may have been laid down by statute. 

■‘17SW. You would make it a statutory obligation of 
Hie Currency Department lo give currency against 
hills that are classed emergency hills at. the Mile 
judgment of the Imperial Bank? T don't say classed 
“ emergency hills ” at all. Because then the discount 
market would not he riglil. You would be merely 
helping people when they were in distress. That is 
no solution. It may he that the trade of the eountry 
is «|iii to good. People may he doing good hiisinew. 
ami still they may require a larger amount of eur- 
Icncv than ordinarily. So I lvould not say that, the 
Currency Department, should start by asking whether 
t hey are emergency hills or things of that sort. It has 
simply got. to say — when the imperial Bank or the 
Central Rank of the country comes to it and says 
“ We want to rediscount with you so many erores 
it has got to say that it. lias already had so many bills, 
the limit is so much, and that it is debarred by 
statute from doing more. I believe that is the 
present position. Sir Norcot Warren may make it 
clearer. I don’t think the Currency Department 
lin ks and chooses between hills you take to them and 
sa .y : Are these emergency or not? 

‘<71)1. No, | am asking you whether that is a de- 
niable organisation because I understood from 
your memorandum that you think a currency system 
which is self-contained and under the charge of a 
real central hank is the ideal to he aimed atv-I 
agree. But there the Issue Department, I have made 
it very clear should he independently maintained. 
It should not be part of the general banking business 
nf that central bank. T don.’t call it ideal. I would 
lather carry out the thing on the model of the Bank 
of England. 


m ;V i . nirtner? You said that the 

...ost 'fes.rnWe b,lfe to he discounted by (he Central 
Hank arc seMi«,u, dating bill. representing goods 
!*oin;£ to market P— Yes, Sir. 

•i7!W And you would regard a bill drawn against 
w, ' M:h arp up, whether because of 
iN'Un is tames nr f„ r speculative purposes, a* 
unsound bills, wouldn’t yon P-Well, Sir, if you begin 

: T" ,g . th *J th , ov ar * haM “P. then the thing 

wimld have to he further analysed. Held np for 
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speculative purposes, that is because the holder thinks 
the market is going to rise very high or held up 
because there is no market. The hulk of the hills 
would be, in times like those that. I am anticipating, 
times of trade depression, they would he hills against 
goods that are held up not for speculative purposes 
hut because temporarily the outlet is stopped. 

.3797. Could you distinguish between hills drawn 
hut held up for speculative purposes and those whose 
purposes were good? ('mild you really distinguish 
between the two? — No, Sir. I don’t think I could. 

2)71)8. Very well, then, how is one to judge whet her 
these are really good hills in an emergency? 
Wouldn’t you prefer to say that nil hills should he 
self-liquidating for a short period only?- -For a short 
period undoubtedly. That I agree with. T never 
meant that any such hills should he over six months 
or a year. I am not sure, hut I think [ have men- 
tioned that they should not exceed — 

2)799. Tn your paragraph 22 you suggest that an 
emergency issue would only he needed for financing 
Indian produce when for some reason the foreign 
demand for it was poor and the produce had to he 
carried for a considerable time. They are hills drawn 
for a considerable time?— No. Sir. If you will kindly 
turn to the heading “ What kinds of Hills should lu* 
made eligible ” (Appendices, page 105), you will sec 
what kind of Bills f have aimed at. f have made 
it very clear. 

2)800. T was not sure whether that also referred to 
the emergency hills?- 1 only meant, that. At the top. 

I speak of the emergency currency required, and the 
last paragraph says what kind of hills, I mean them 
to he for emergency. 

21801. Then of course they could not carry fur a 
considerable time the produce which was not sold? 
What would happen is that some of the produce 
would he sold all the time. Home holders would ho 
selling at a low price; some might hold; hut if the 
Bills are 00 or 90 days* hills, then by the time that 
hill falls due, whoever the drawer of the Bill is will 
have tnsee that it is realized nml get money, and the 
indorser will have to see also. So they will he self- 
liquidating, and T do not think the fear you seem to 
hare in your mind that some of these hills might he 
used merely to hold up goods for a very long time 
would he realized. 

2)802. Then there is one other question, f think 
you contemplate under your scheme that the Im- 
perial Bank should hold what is now termed the gold 
standard reserve, that is to say a reserve to secure 
the exchange value of the rupee, which would he held 
by the Bank and managed by the Bank under rules 
to he laid down by statute? -If you will kindly ex- 
plain to ine wliat you mean hv “ managed." 

2)803. Well, 1 am asking that question in connection 
witili your clause 10 where you make it impossible for 
the^ Imperial Bank to deal on its own account in 
foreign exchange P— How will that affect the question? 

2)804. I will tell you. You contemplate a reserve 
held only in gold?- -You mean the gold standard 
reserve? . The paper currency reserve 1 contemplate 
entirely in gold for the future, I have made if 
perfectly clear that a part of the gold standard 
reserve which will remain after my scheme has been 
adopted would be invested in securities and would In* 
allowed to accumulate by interest earnings year hv 
year. 

® na ^- v propose to turn it into gold? 
—Finally, that is when you make up your mind In 
give gold freely and make it an obligation of the 
Currency Department. 

8806. Well then you will have to acquire gold. 
•>ow it is conceivable that gold may he cheaper in 
one country than in another. You may be able for 
‘"stance to buy gold cheaper at Durban than you 
‘an buy gold in London. How would you propose 

« settle that purchase of gold in Durban if the 
•mperinl Bank is not permitted to deal in foreign 
exchange?-— What the Imperial Bank will have to do 
11 to go into the gold market, Ray in England, and 
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offer its sterling holdings, say one million, and say. 

we want gold." Then ‘-nine of tin* South African 
hanks would lie wiling the geld to them and faking 
their sterling from them. That, would solve the 
question. The Imperial Dank however should not 
dabble in exchange. It ought simply to buy the gold 
at tlu* best possible rate in London; the gold and 
-ilvor markets an* so sensitive that tin- gold quota- 
tion will hi* the lowest that is feasible in an\ part 
of tin* world. 

2)807. To give an illustration, you ran buy gold in 
Durban to-day at something like two pence an 
ounce cheaper delivered in India than you can ill 
Loudon? I am afraid you have misunderstood it. 
You buy it in London; that does not menu flint you 
take del i% cry in London. Some cxehungo Bank will 
*.iy, “ .ill right, we will deliver gold to you hi 
B ombay", they might bring it from Durban or 
Melbourne or San Francisco, hut wliat I want to 
make clear i«* that t-oinc hank in London will he 
routing to tin* Imperial Hank and give the best 
possible quotation lor gold from .some point in t.lie 
world where it holds it. The Imperial Hank need 
nol dahhlc in exchange and go into the exchange 
market. 

J v -tl-'. You will ad III II- that in llii-'C riiviniist ailccn 
i lie Imperial Hank i- routined to buying gold in 
foiudun only even though there may ho a substantial 
difference between tin* Loudon price ot gold and the 
price ot gold in any other centre r - ■ ll you would put 
it thm way then I would very much prefer that the 
Imperial Hank should buy from Hoirihay and ask 
sellers to tender for delivery in Bombay or (-nlcutia 
and allow them to come forward, and competition 
will gi\e \ oil t lie cheapest price from the* nearest 
point where gold could he laid down cheapest. 

DStK). You agree however that if von debar tin* 
Imperial Hank from any foreign exchange dealing, 
then if they were nut allow cl to go to gold standard 
i oil n trio and bold their currem-ie*, tin* only way of 
-‘'tiling tin* foreign hahiiires would In* by way of 
shipment of gnld? Exactly. 

2MU. And that dial is a rather expensive pro- 
cedure? I do not agree. The expense would he for 
the other parties. The Imperial Hank lia« got the 
gold. Hv the Imperial Bank I mean the currency 
authorities of the future. They would have tin* gold 
in Bombay. Somebody applies for it. the Imperial 
Hank pays it out and there tin* expense and cost is 
over. It is the party taking it to >a.v Japan which 
meets tin* cost. To Port Said or to Egypt it may 
cost, him very much less. That has nothing to do 
with Hie Imperial Hank. 

2)811. You will admit that if th**y were allow ih I to 
hold foreign gold currencies, tin* loss of shipping 
gold would not arise? I do not agree that there is 
any loss. If vmi say that tin* proDl they might 
otherwise have made would he less, then we might 
agree. 

Let us not split hairs? Thru mv puint is that 
if that profit is a desirable thing, why does not 
England do it? Why does England import, gold? 
If they are so foolish, then I would simply say ♦hat 
India would he in the same foolish cuinpany also. 
The manipulat itig id' currencies is in m v opinion 
likely to lead to very -crimi- a hi 

3812). There are only two more points. In clause 
IS you prohibit, the (fovcnmieiit of India or rather 
the Secretary of State remitting homo more than 
wliat is needed lor the current, financial year. In 
clause 21), however you say that in caw there should 
he an undue demand for sterling, von would recom- 
mend that tin* Secretary of State, instead of buying 
sterling, should borrow in Loudon? 1 am afraid we 
are again at cross purposes. I do not speak of any 
undue demand for sterling by the Heeretary of State. 
I speak of the trade balances. What 1 say is that if 
the trade balance is adverse, and India lias to puy 
out gold on account of its balance of trade in order 
to make the settlement, thou at that moment the 
Secretary of Slate should not press India to 
simultaneously pay him his own dues but should 
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temporarily tide over it by financing himself in 
some olher way, and 1 would point out that that 
is what England's practice is to-day as regards 
America. 

8814. But why ^ debar them from the reverse 
process? if for instance there is an exceptional 
supply of sterling through an exceptionally fine 
harvest, would it not he well to assist in maintain- 
ing the purchasing power of the rupee stable by 
the Secretary of State remitting not merely the 
year's requirements hut something more?— J am 
afraid wo cannot go into the ticklish question of the 
purchasing power of the rupee. If you put the 
question in a general wuy whether the Secretary of 
State should draw moro or not, 1 would say that he 
should not unnecessarily withdraw from India a 
single rupee that he does not require for India's 
ordinary liabilities. No agent would he allowed to 
do that, and the Secretary of State, as far as these 
payments are concerned, acts as the agent of India. 
India has to get a stock of goods and to get certain 
services and she has got. to pay for it; the Secretary 
of Stute acts in London as the agent of India only 
to carry out those obligations. Why take away more 
money? I think it is wrong in principle. 

3815. It only .struck mo thut it is rather an 
uii baluuced arrn ngemeiit. In the one case you ask him 
to give advantages away, to Ikjitow in order to pay 
for, at a high rate of interest, ami in the other case 
you debar him from doing the reverse transaction 
for the self-same object namely to maintain as far 
os possible the purchasing power of the rupee? — 
That is where we arc in disagreement. That object 
is not an object for which he should act in tliut way. 

1 do not think ho is right in manipulating the 
currency for the purpose of maintaining the pur- 
chasing power of the rupee. 

3816. (Sir Maneekji Dudubhay.) The Chairman has 
very exhaustively examined you on most of your 
memorandum as well us in connection with your 
verbal evidence and many interesting points have 
been elucidated. L now wish to make certain points 
perfectly clear. 1 would just like to get a l'ew points 
cleared in order to appreciate exactly your position, 
and I would like you to tell me if I am correct in my 
conclusions with regard to the principal )M)iuts of 
your evidence. I gather as a result of your dis- 
cussion that you do not find fault with the currency 
policy of the Government since 1894? You are of 
opinion that on the whole it has worked satisfactorily 
but that in certain respects it has been not managed 
correctly by the Secretary of State and the Currency 
Department and the Government of India? —If you 
will say from the year 1900, t/lien L would say that 
your question was substantially correct. 

3817. You think that my conclusion would bs 
substantially correct and that during the period 
1894 to 1900 it was oil the whole satisfactory ?— No, 
it was not entirely satisfactory. I have not gone 
into detail because tliut is old history and it is not 
profitable. Everybody knows about it. 

0818. Thou I gather from your evidence thut 
despite the circumstances it will be wholly unprofit- 
able to reconstruct or to re-establish the pre-war 
gold standard exchange? Am I right in drawing 
that conclusion P— I have made it very clear thnt in 
view of what had happened, the gold exchange 
standard is not a system which should continue. 

3819. And therefore it will not be profitable to 
reconstruct that pre-war, standard?— 1 would not 
support it in any shapes or form. 

3820. Then I also gather from your memorandum 
that if we were dealing with a gold exchange 
standard, practically, we have in fact rooted a gold 
standard P You agree in that view?— What did you 
say? I- could not hear it. 

3821. That we had practically made a beginning 
of a gold standard? Am I to understand that 
though we are itonm.ully following a gold exchange 
standard since 1900, latterly we have been making 
headway or gradually taking steps towards the 
gradual establishment of a gold standard P— Well, 


Sir, If you ivant an answer to that, my answer 
would bo this: Dp to the year 1899, from 1893 
onwards, apart from the individual steps about 
which 1 said 1 am not satisfied, the goal always was 
a gold standard with a gold mint and a gokl 
currency and that is made very clear from the letter 
of Lord George Hamilton, the Secretary of State 
at the time, to the Govern inent of Indiu. 1 think 
■I have got it somewhere. I will try to give the 
actual words used ill that letter of Lord George 
Hamilton. “ 1 told your predecessor that it had 
been decided to rofer to the committee, the proposals 
of your Government with a view to the completion 
of the. policy initiated in 1893 when us a first step 
towards the establishment of a gold standard, the 
mints were closed.” This is a very brief sentence. 
1 have tried to summarise it from more than one 
sentence, probably ten sentences. But the words 
are those, word for word, which w r ere actually used. 

I will quote another sentence. 14 The Committee 
indicate their conclusion that steps should he taken 
to proceed with measures for the effective establish- 
ment of a gold standard and recommend that the 
Indian mints should he thrown open to the 
unrestricted coinage of gold.” Then, Sir, in another 
pursigraph in the same letter he says: ” 1 have, 
therefore, decided that you will make preparations 
for the coinage of gold under the conditions suggested 
by the Committee.” Now, Sir, up to that point, 
Llint is in July, 1899, it is perfectly clear that the 
authorities, both the Government of India and the 
Secretary of State, had u gold standard with a gold 
currency in view and what is more, Sir, a year or 
two Inter, Sir Clinton Dawkins in the Viceroy's 
Council did say, l have not got the quotation here, 
hut 1 perfectly remember it, lie did suy that arrange- 
ments had been made for a gold mint, that officers 
were on their way to Bombay to see that the mint 
arrangements were satisfactory and that tho thing 
won 1<1 he started very early, uinl then God only 
k i lows what happened. So if you ask me whether we 
began like that, then l would ugroe with you. But 
if you say that we went to it step by stop, then 
unfortunately my reply would be that we step by 
step went backwards instead of forwards. 

8822. That is, it came in at a later stage, at the 
time of the Chamberlain Commission? — Whut came, 
Sir? 

:W23. Decoding step by step? — No, Sir. It was 
throughout ho. That is, the gold mint was not open, 
gold was not allowed to be coined here. Then 
gradually the law provided that against gold tendered 
in India rupee currency should be issued. The 
Secretary of State took measures to give a little 
cheaper rate to people who tendered the gold in 
Ixindon instead of in Bombay and in that way he 
diverted shipments of gold, so much so that shipments 
from Australia passed by the gate of Bombay to 
London instead of being landed here; and then 
later on, in 1907-08, they went further and took it 
that the gold standard reserve was a superfluity 
and might very well be invested in something else 
and Homo of it was used for railways. 

3824. (Chairman.) I think this historical analysis 
is very fully set out in the memorandum of Mr. 
Madon, and 1 am afraid we are rather imposing 
upon his time hy asking him to rocite the particulars 
in this way?— Whut 1 want to make clear is that we 
were gradually retrograding instead of gradually 
progressing. 

3825. (Sir Maneekji Dadabhoy.) I understand that 
you make three substantial complaints, and if 1 am 
right in understanding you, that the use of currency 
notes in internal circulation was not properly 
encouraged? — 1 nm afraid 1 have not said ihnt. 
Which part do you refer to? 

3826. In connection with the gold exchange stan- 
dard?— The question of a small note and the en- 
couragement of currency note instead of gold hod 
been considered not in the pre-war days but in 
1916-18; but then both metals, gold and silver, were 
very scarce. 
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5827. Regarding thin gold standard reserve, L 
understand that in your opinion there will bo no 
serious drain on the resources of the (country; be- 
cause we shall not require at the outset more than 30 
or 40 crores worth of goldP — If iny scheme were 
adopted? 

3828. Yes?— Ves, that is my opinion. 

3829. When giving your opinion you have taken 
certain figures. You have said that 200 crores will 
be the metal rupees and 180 crores notes, and you 
have made a provision of 125 crores of gold to be put 
in circulation, and if you take 125 crores from 380, 
there remain 284 crores. Will you make it perfectly 
clear what resources you will find to convert this 201 
crores into gold? — Well, Sir, that leads to the theory 
<if the percentages of gold to lie held in the reserve. 
125 crores of gold and quasi gold by which L mean 
securities amounts to some 32 per cent, and the total 
of 389 crores is, only to take the case of England for 
comparison, not only pound notes, lint shillings and 
pence, the small currency, is there in those 200 
crores. So what f would like to mnkn clear is time 
according to the present accepted practice 32 per 
cent, will not be by any means a backing to bo 
despised, and if the scheme w carried on as I sug- 
gest for the next 10, 12 years, then automatically 
the hacking will improve, because while ono crore of 
gold will come in against ouo crore of currency, the 
percentage will constantly increase. It is 8ir Henry 
Strakosch that wanted me to say what would happen 
in the case of the remaining 2(4 crores, and you want 
me to say the same thing. M.v reply would be that 
the present currency experience would show that in 
normal times, that is, when trade is ordinary and 
there is no panic, this 32 per rent, with which we 
start will be adequate, and will be even much more 
than adequate in the next ten years, becauso it might 
be 42 or 52 per cenl. Then l have tried to emphasise 
that part of it is really shilling currency, and that 
shilling currency will continue to bo required for 
small changes. So I do not think that the 281 crores 
require any apprehensions on our part. 

3830. But then during this transition period, if 
one or two severe visitations, say of famine, take 
place, will not all that gold disappear?— If the visita- 
tion is again a big war, this gold is likely to dis- 
appear, hecuuse then people will try to change every- 
thing into gold and hide away that gold as a store of 
value. But upart from a big war, if it is merely a 
trade crisis, then the holders of the rupees will he 
already in a very tight position ami would not be 
uhle to meet their own current engagements, and 
would not lie in n position to think of converting 
some of these rupees into gold mid hide away; that 
would not occur. 

3831. Then your position, ns 1 understood you, was 
this: that it was not necessary for India to buy gold 
to start its operations; Imt it should gradually earn 
that, by adjusting exchange on commodities and 
gradually build up her gold? -That is m.v iden. 

3832. During tin* transition period and before 
actually going for a fuller geld standard? — Well, Sir, 
I will again have to call attention to the definition 
of the word “ fuller." To-day Engtnnd is not giving 
gold for internal circulation, and many other coun- 
tries are not, and still that is not considered to he 
any serious derogation of the gold standard. So if 
India doeB not do that for the next 20 years, l do not 
think it will be considered any derogation. So we 
need not talk of a fuller gold standard. But if you 
say 11 before we can consider giving gold out into 
circulation, 11 then I would say certainly we might do 
it after an interval. 

3833. Assuming that we have to find this gold, l 
would like to put to you one or two queries and 
like to have your considered opinion. Assuming that 
we have to obtain, say, 100 or 150 (Tores of gold for 
this purpose, for converting the note issue into gold 
coin or other bullion, you know that there is a large 
amount of silver in the hands of Government which 
will be of little use once we introduce the gold stan- 
dard and could we not sell that silver and acquire 
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gold instead? — Ami what would he the economic 
effect of it? The Government holds tu-day about 90 
crores of silver in the paper currency reserve. if 
that is wlmt. you mean, and then there are inetal 
rupees in circulation, and if no more rupees are to he 
coined from to-morrow, then apart from the absorp- 
tion of which f spoke in one of m.v replies to Sir 
Henry Strakosch, we have got to consider the larger 
needs of the future population of this country for 
small change, i.r., shilling currency. I do not mean 
merely unnas and piee, hut bigger subsidiary coin, 
the rupee, and it may even happen that 10 or 15 
years hence, you might find you want nil these 
shillings in India in circulation, and that there was 
no need to go and sell them. I would postpone 
soil lenient of that question until we know the situa- 
tion Vietter. 

.'1834. Are you in favour of Government's selling 
its sterling securities to acquire more gold? — Which 
securities, you mean in the paper currency reserve ? 

3835. Yes, in the paper currency reserve? — There 
is this to it. Sterling securities are in England. 
They are English securities. So there would he two 
considerations. First of nil, you might to a certain 
extent, if you wanted to liquidate them rapidly, dis- 
turb the London financial market. Then, secondly, 
after you have realised securities and got your 
pounds at credit in (he Bank of England, if you 
wanted to have them in gold, you might have to dis- 
turb the reserve of the Bank of Englund, which 
again would react on the whole currency fabric* in 
(lint country, nud, as that country to-day finances 
the world, it. might affect a great many other people 
besides Knghind itself. 

3830. It will not be a sound policy? — I would there- 
fore say. Sir, that although India would be entitled 
to say that it wants to sell oft its paper, that it 
wants to take away the cash to its own country, 
practical considerations should make us do it in such 
a way as not to disturb the economic position of the 
world around us. 

3837. That, is, you suggest that in any settlement 
we should not look to the primary interests of this 
country, hut. also look to the economic disturbances 
in other countries. Might 1 gather that from your 
reply? Well, Sir, the position is this, that the ster- 
ling securities were held before we had to consider 
this kind of question. They are there. If we lind 
not accumulated sterling securities and only acquired 
gold, then T am quite sure that it would not have 
been felt h.v the Bank of England or by an.v oilier 
gold country because it would have come in driblets 
according to India’s credits and over a space of 
years. Now that we are in that position, we cannot 
ignore tin 1 consequences of that position, and we can- 
not say “ Well. 1 will look after myself; I do not care 
for the world." If you will permit rue to repeat a 
Hindustani proverb, “Sub subki mmbhuliyn men 
inni fntlta /iiim." . To translate it, 11 Let. each one 
look after himself; I am looking after myself." So 
I do not think that would he a practical solution 
of it. 

3838. It would not be n reasonable solution? Let 
mo give you one fact.. When the Western countries 
demonetised silver, did they look to India’s interests, 
how it would affect the silver market in our country? 
— Unfortunately, no. But if we find doing some- 
thing equally foolish disturbs our trade, we have got 
to consider when we wish to do the same thing. It 
is no good saying “ They hit us 20 years ago; let us 
hit them back now." While wo are trying to do 
that, it may recoil on us like a boomerang. 

3839. Of course, there is no doubt about that? — In 
one of the questions, I think by Sir Reginald Mant, 
it was advanced that since 1873 the larger demand 
of gold which Germany’s going over to silver had 
created had led to the depression of that period and 
not merely the pence that I argued was the main 
cause. But there is no doubt that part of that 
depression was undoubtedly due to the fact that 
silver was thrown over and gold was adopted as cur- 
rency by France and Germany and many other coun- 
tries of Europe. Bo if that is any lesson to us, then 
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we liuve to walk more warily to-day, and not to Bay 
“ Wo do not rare u hang for the world; this its 
India's gold; we want it and shall take it." Wo 
.should certainly do it more carefully. 

3840. What do you think of the appropriation or 
the utilisation of the interest oil sterling securities 
for llic purpose of building up our gold standard? — 
Well, Sir, there are two parts of it: we liuve the 
interest earned in the paper currency reserve, and 
then there is the interest earned in the gold standard 
reserve, l-ndur my scheme the gold standard reserve 
will be reduced by 10 millions, but that will go into 
the pupor currency reserve. So the total under 
interest earnings will continue, hut 1 wish to ullocute 
them differently. 1 have suggested that the earnings 
in the paper currency reserve may go to the credit 
of revenue as they are doing now, and the earnings 
in the gold standard reserve may accumulate in that 
reserve. That will mean a little sacrifice, hut I 
think we might safely face that, so that that reserve 
might he more rapidly built up. 

•'1841. 1 will ask you only one more quest ion us L 
understand my colleagues have to ask you some 
questions. in your opinion, what period of mora- 
torium will be required for enabling the public to 
convert silver currency? We shall hate to fix some 
time; before making the rupee limited legal tender, 
we shall have to give some period to the public to 
convert their motley, and 1 ask you in your opinion 
what period of moratorium will he required?- 1 
think, Sir, that question again hinges on the experi- 
ence that we might acquire in the transition period 
of the first 10 or 1.6 years. If it is found that the 
amount of rupees left is not very large, then with 
our considerably higher limit lor the legal tender 
than the shilling lias in England, we might safely do 
without any moratorium, because if the limit is, sav, 
Hs. 600 or Its. 1,(KX), then I lor one am ol opinion 
that a very largo amount of rupees held will ho by 
individuals whose separate holdings will not. amount 
to that figure, so that most of them should led 
satisfied that the rupee was quite as good to them lor 
expenditure purposes, lor buying the Lliiugs they 
need. So 1 do not think a moratorium will lie neces- 
sary; but that problem might he reconsidered when 
wo aro at the end of the transition period. 

3842. (Chairman.) Wo must not trespass undulv 
on Mr. Marion's time?— 1 am at your service; we do 
not havo this sort of Commission every day 

3843. And wo do not have the advantage of your 
presence every day; hut as there is the important 
question ot the ratio to he ruised, perhaps we might 
deal with that now and if there arc any 
more questions on the liivit heading we might 
return to those later. Let us now turn to the second 
heading of the ltutio. 1 understand, in your 
opinion, in the first place, as you vigorously express 
it, that as regards the solution of the problem we are 
discussing, lor the last two years India lias been 
even more ready for the gold standard than any 
other country; uud that implies also, in vour 
opinion, that the time is ripe for the fixation of the 
ratio of the rupee?— I would merely modify that by 
saying that if my unswer implies the gold exchange 
standard, 1 am not. for it. 

3844. I do not think there is any implication ol 
ills sort?- The only thing we should have to do is 
to select our new gold coin and if it is to be the 
sovereign then you have to see how many rupees 
would circulate as equal to the sovereign. To that 
extent I think we have to consider it. 

3846. Just to direct your mind to the considerable 
volumo of evidence we have received, you do not 
foresee any disturbing effect in the general monetary 
position of the world such ns would make it prudent 
to wait for another period before taking any action 
as regards Indian currency?— I do not think so, 
because with all the other important countries of 
the world coining back to gold T do not see anv 
advantage in India holding out. 

3846. Yon expims a very strong opinion, which 
you support with considered arguments, that, to 
tallow your own wording, the ratio of rupees to the 


gold coin should be 16? — Yes, air, because it is the 
pre-war ratio. 

3817. That is usually referred to as the Is. 4d. 
rupee? — Yes, sir. 

3848. I just want to test your view, if I may, unri 
you will understand that, if my questions are 
directed to testing your arguments, it does not imply 
ilie adoption of any particular point of view on the 
part of the questioner. 1 understand you not only 
admit bill affirm that any change up or down from a 
given rate must cause inconvenience and loss to ii 
section of the community. Iii that given rate would 
you include such a rale as the rate at present current, 
the is. <kl. rate? Wliat I hod in mind was the con- 
troversy whether now tliut wo are on Is. 6d. we 
could go back to Is. Id., mid I have tried to answer 
that argument. 

3849. Yes, but it is n perfectly clear statement by 
itself that a change up or down from a given rate 
cause* a certain amount of inconvenience and loss 
to a section of the community? — That is perfectly 
correct. 

3860. Then you continue: " liut such considera- 
tions should not be allowed to stand in the way ol 
doing l lie right thing." I am tryiug to get pre- 
cisely at your opinion on this point: What is the 
rightness involved here apart from the question 
of convenience? Can it lie right or wrong to do 
.something in connexion with currency which in not 
convenient, convenience being, of courso, convenience 
lo Llie general public? If you will permit me to 
make my point clear, the coin on which we have 
ha.scd all our traiiKiiclioii.s, really means if we are on 
a gold standard how* many grains of gold 1 owe to 
another man or that man owes to me; ami if I hud 
borrowed, say, a thousand rupees from a man 1U 
years ago, it would have amounted to my having 
borrowed 7,600 grains of gold and my liability would 
lie to return 7,600 grains of gold and it would tie 
finished. If you change that to 8,600 as to-day's rate 
would make it chuuge, \uu are increasing my 
liability ami are vitiating my contract and inflict- 
ing an undeserved hardship on me us a debtor. 

3851. That analysis refers to contracts which wore 
euterixl into at the time at which the rupee was 
on the Is. 4d. basis? — Yes, sir, 1 mean that. 

3862. 1 am sure you would be prepared, in main- 
taining that case, to have this point adduced for 
.vour consideration, that if, on the one hand, the 
Is. 6d. rate upsets the contracts entered into when 
tho rate was at Is. 4d., so, on the other hand, .i 
return to Is. 4d. would upset contracts entqrcd into 
when the rate was Is. (hi.?— Put that way it is 
correct ; but then you have got to consider the volume 
of contracts and the period of the contracts. 

3863. Unit is just the question I wanted to ask 
.von. Lot. me phrase it in this way : What is your 
reason for .supposing that the bulk of interest con- 
cerned in contracts entered into when the rupee 
was at Is. 4d. is a greater volume of interest than 
contracts entered into when the rupee was at 1 h. 6d.? 

\es, sir, that is very simple to answer, because 
up to 1 may say the beginning of 1919 the real rate 
was Is. 4d gold, although the market rate was 
Is. oil. or Is. (id., because the New York cross rate 
had been at 4’7t$, which meant that sterling was 
about 2^ per cent, less than the gold value. Even 

? fc ii we w<?re on a basis much nearer 
is. 4d. That continued up to the beginning of 1919 
roin about 1898; that means that for 21 years we 
hud certain contracts based year by year on the basis 
of a coin which was 7.63 grains of gold and not more. 
J hen we come to a more surprising part of it. About 
the middle of 1910 we had this Committee, and in 
the meantime the rates were put up by 2d. at a 
time; but when you come to the middle of 1929 
again we notice the curious fact that exchange was 
once more very near Is. 4d. gold and on the very 
date that these two famous Bills were passed, the 
Coinage and the Paper Currency Amendment Acts, 
calling tho rupee 2s. gold, the actual rate of ex- 
change converted at the New York dross rate was 
is. 4d., and thereafter it has never been more than 
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1b. 4d. until you come io October, 1924 ; ho, twenty- 
one years before 1919, then one year ut abnormal 
times, and then again live years up Id 1921 we had 
all contracts and all transactions based on Is. Kl. 
gold as the unit, and the Is. tkl. gold lnu* been in 
existence only since I may say March or even April. 
1925, when England went to the Hold Stands id. 
because until then even the Is. tkl. was sterling, not 
gold. If you wish it, sir, 1 have got the figures 
here worked out in gold 

3854. We have those figures? —Then you will find 
that 1 uni correct iu making this statement. 

3855. What urc the particular classes of coutniei , 
which you have iu mind that have run lor a long 
period, for u period so long as to date hack to tin- 
time when the rupee was stable at is. •Id.!" 'Hit? hulk 
of the agricultural debt, lor one thing. 

3856. Laud Revenue? Not laud revenue; land 
revenue is also one of the contracts; but I mean the 
ImrrowiiigH of the agriculturist from his hanker or 
moneylender. 

3857. Are they in the nature of mortgages!-- -Yes. 

3858. What periods do mortgages run for as a 
rule It is not a few months or even for a lew 
years; they run on for years together. 

.'1859. They are repayable In agricultural busi- 
ness the farmer repays when lie has a surplus; if he 
has not the banker has gol to carry him. Thai i* 
one class; then there would he in industries* a great 
deal of borrowing oil debentures or in other forms 
and that also would he for ten, fifteen, or twenty 
yeurs; it would not he short. 

3860. All fixed investments? Yes; and fixed long 
term investments would necessarily have been on 
the Is. 4d. rupee Imsis, because the Is. Ud. rupee waw 
in existence fur very brief periods, us I pointed out. 

38(31. Then there are long term contract*. m ,er- 
vieeP — Yes. 

.*1862. On the other hand, all ordinary contract', 
fur the purchase and sale of com modi Lies ami all 
contracts upon which wages are based are charac- 
teristically short term contracts, which work them- 
selves off either in the space of a few moments or, 
at tile most, at a month’s notice, and so on ?- The 
position is tliiu: those are short term contracts and 
theoretically you can say that the question was 
simple because you have simply got. to revise them 
and there is an end to it; hut it is not so easy U> do 
as to say, because the moment you want to revise 
wages downwards, as this would* make us do, there 
is a very severe conflict, us there was, as you are 
possibly aware, till only a lew days ago in Bombay 
— a big mill strike. Wages have been mainly uu the 
basis of the Is. Id. rupee; they had been* revised 
upwards to conn- into parity with 80 or 90 per cent, 
over pre-war levels, am] (lieu if you make (lie rupee 
Is. fld. it means that these wages have gol to ho 
readjusted, and industrial wages cannot. Is* ro- 
ad j listed without very severe social dislurhaiioo. 
I lien, sir, we might be told that these industrialist x 
uw? trying to get out of their responsibility and that 
the Government would not be concerned in it. I 
would point out, as regards that, that Government 
UieinselvcK have raised all the wages of their em- 
ployees, from the highesl downwards, and adjusted 
them to fit in with the so-called high price level. 
If Government think that these adjustment* are 
possible, let them begin by setting us an example 
and by cutting down the salaries of tlteir employees, 
covenanted or uncovcimnted, by 12J per cent, i 
think that this readjustment, is not so simple as 
People make it out to he, ami, if niter readjustment 
things are to be where they arc, then why go into 
it at all, and why create this social and industrial 
upheaval P 

3863. Why create this social and industrial up- 
heaval P — Keen use if I may be permitted to make it 

clearer-—- 

3864. Might I put a question on that point which 
will serve to lead you in your evidence ? Your last 
nentence suggests to me a point on which the Com- 
mission would like to have more illumination. You 


:i*k, why create u social and industrial upheaval by 
adopting l lie current rate «>t K Td.? - By ^impelling 
employer* U» make :i r«*dnci i,,u ut xxage-, which tin- 
current rate would iinpl.x ; ilial i> what I mean. 

3*65. The point upon which I think tlm Coin- 
luLsdou would proh.ihly welcome 30111* opinion is 
this: Have wage, and prices mil substantially 
adjusted llieiii'clv «*s imtv to the cuncnt. rate ol 
exchange, and would it not, ju^i to complete the 
question mi 1 lie oilier hand, rather he creating a 
■otu ill ami industrial upheaval to take meiiMues 
tor t lit! change 01 tin* rah* iioin the pre-cut rate to 
'Oinc nicer rale, lie it higher or lower." My reply 
would Is 1 till", that the present. wage-* 10 Industrie.* 
as well as in all I lit* services, i nr lading the Govern - 
nieiil services, have been at. figure's which have been 
lixed a good deal hr lore October, 1924, when this 
Is, -T.il. rupee was immiiially effective it was a .ster- 
ling late and very long before April. 1925, when it 
was a gold rate; ami 3011 will find if you call for 
evidence oil that point from employer* and 1‘roiu 
Goviu'iiuieiit Department* that these wages and 
ahil'ies have in it been adjusted and could not lie 
adjusted; it i> not lca*ihlc. The employee does not 
uiidcr*taud this manipulation of exchange rates and 
In 1 could not he induced to -.re the rcnsonahlcuc*-* 
ol' l he reduction because I lie exchange has changed 
Then, sir, there is tin* very nnicli larger question 
which comes in. that if tin so wages have to Ik* 
reduced in any cum* in order to adjust thing-*, they 
can only he reduced by employers being forced to do 
it; they would not voluntarily invite such a 
-t ruggle ; and employers being forced implies again 
that they will he working at serious losses, and some 
of them diiveu to the point, of insolvency and find 
no other ri .-iiiitec hut to 1 lit doxvu their costs iu order 
to exist ; so that it is not only a question of a few 
men getting a penny or 2d. or 3d. less per day; hut 
it i* a question of tin* industries as at pro-cut owned 
coin inning. I ndi.iihie.lK '■ume of t hem xx 1 10 are 
sufficiently strong to 'land the shock may eoiitiuue; 
lint the weaker ones are not able 10 do it and the 
proof of il is the liquidations that have been going 
on in the last two or three 3 ears. 

3S66. In your opinion would you expert iu India, 
under present- comlit ions, to find wages, supposing 
adequate indices as to wages were available, showing 
the effect , reacting, that is, xvith reasonable promp- 
titude to changes in the rale of exchange, or are 3*011 
of opinion that there may hr oilier intlucuees, quite 
apart from tin 4 effect, ol exchange rates and prices, 
affecting the general moxcuiriils of rales of wage* iu 
India which would mask I lie effect of prices upon 
wages?- *Wcll, Sir. as far as the wage earner is enu- 
re rued. and excii 1 lie capitalist w lm employs him, I am 
quite sure neither 1. 1 them imdiH-1 amis t hab exchange 
lias any thing to do with it. The hulk of them do 
not understand it. 

3867. My question rather is this; apart from what 
tin* employee*. think, are there other influences at 
work, aliening the rates of wages in India, which 
would tend to mask the effect of a change of prices 
brought about l»y changes in tin* rate of exchange, 
for instance, tin* general ediirntiou of the wage 
earners, teaehing I hem (o expert and to extract 
higher wages ami a better standard of living? — That 
would he correct ; hut 1 do not see how that lias a 
hearing on the exehauge unless you ean make it 
more clear to me. 

3868. If | may say so, the mental comment which 
I should register lor my own benefit- on that would ha 
not to expert to get very much illumination ns to 
the adjust incut of wages from any particular rnte of 
exchange. Have you any statistics iih to wages?— 
My poiutt would he different. Apart from any can sex 
which you have in mind and which may also influence 
wages and priees, this is om» of the particular causes 
which directly .influence prices and, through prices, 
wages; and what 1 say is if this unnecessary inter 
feivnce with prices and wages is avoided, it would 
certainly he highly desirable because other causes 
will continue to operate and influence wages and 
prices. Thai 1 do 110L dispute. 
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3860. Now, turning from wage* to prices more 
particularly, let mo refer you to such index numbers 
os there are available of general prices in India, 1 
imagine you would agree that too much reliance must 
not be placed upon them ns a guide? — Yes; if you 
put it that way I am entirely in agreement; L would 
not take them as a guide nt all. if you do so. 1 would 
take them with very great discrimination. 

3870. We must he fully alive to the necessity lor 
caution, but accepting them for what they are worth, 
would you say that the general Calcutta index number 
showed that, on the whole, prices had adjusted them- 
selves in Tndia to the present rate of exchange or 
would you say that, for what they are worth, they do 
not show that? — The answer would he that prices, 
at every moment in a country like India particularly, 
which has practically all its main lines of produce 
exported, are hound every moment to get adjusted 
to the rate of exchange. There is no question about 
that, hut lvhetlier those prices are fair to the pro- 
ducer is an entirely different question. 

3871. If they are adjusted at the present rate it 
would follow that, if the rate were to he changed 
by some such procedure ns is described in the conclud- 
ing portion of your memorandum there must be a 
fresh disturbance in prices? —It would not lie n fresh 
disturbance, Sir, because the disturbance lias been 
there for the last five years; practically every month, 
if 1 may say so. The disturbance has always boon 
there. And then, have you I ho figures before you — 
the Calcutta index- if you will permit mo f will puss 
them on to you. 

3872. The C'oiiimissioii lias them? — It is on them 
f am trying to base my reply, it is not enough to 
merely look at the general average. It is the most 
misleading thing here. You have got to look nt the 
particular items and thou von will find that the items 
of Indinu production on which the income of the 
agriculturist depends— and you no doubt know that 
the agriculturists are the largest part of the popu- 
lation-are all very much below the general price 
level. So, if there is any real readjustment of prices 
which gives the agriculturist a slightly higher levul 
than he gets now, it would not he an unfair readjust- 
ment hilt a fair readjustment, a necessary readjust- 
ment, if I may lie permitted to say so. 

3873. 1 should like to ask you a question which yon 
may find too hypothetical to care to answer, blit I 
should find your answer illuminating if you could 
give mo one? ■ I will try. 

3874. Supposing that time had gono on and that, 
by natural forces, the rupee had remained stable 
round about some level, say its present level?— How, 
by natural forces? Will you kindly explain? 

3875. Let me cut it out if it is going to cause any 
difficulty? Iteca use there is no such thing as a 
natural level it is the level on which the rupee is 
valued in gold. 

3876. I quite agree that it was an un necessary 
introduction? -That wold “natural” has also been 
very much abused in this country in controversy. 

3877. Supposing the rupee remained at. a level of 
18 pence and continued to remiiiii at that level, would 
your opinion be that, however long that period con- 
tinued, still in view* of the past history of the Indian 
currency it was right to go hack to Is. 4d., or would 
there come a time when you would accept the status 
quo ? — I hope no offence will be understood from my 
reply. The rale of 18 pence has been in India for 
not more than 8 months. The Hermans were in 
Belgium for five yours but because they wore there 
the British never admitted their right to roniuin 
there. If a thing is wrong, it is wrong. Tt is no 
Argument to say the thing is there, the robber is in 
possession, and you ought to allow him to eontinue 
in possession. The thing is that you come to the 
conclusion that the thing is unfair, unjust to the 
hulk of the population and particularly to the 
poorest as I hold, and the only thing that Govern- 
ment should consider is whether justice does not re- 
quire going back. The continuance of the present rate 
would mean this, Sir, which 1 am afraid is not 
properly appreciated. It will mean that the agri- 


culturist will be getting much less money than 
ordinarily ho should. His mortgages will some of 
them fail in and he will become, instead of the 
owner, a tenant-occupier us has happened oil a large 
and increasing scale in the last twro or three years 
on the Bengal side. Only this year the jute prices 
have saved them. Now, Sir, the retention of this 
ratio will mean that a great number of agriculturist 
owners will disappear and become tenants, industrial 
owners will become bankrupt and their plants lvill 
he sold lit lower prices to other capitalists. And of 
course, after all that adjustment is completed, say 
five or ten years homo, we should he no hotter off 
than we were in 1900. Bo you think that desirable? 
Should we do it? 

3S7S. No. I think you have answered my ques- 
tion very fairly. You would suggest that, if the state 
of affairs which you consider to lie very undesirable 
worked inequity, if it were to continue for n long 
period — you mentioned ten or twelve years? — That 
is not for the Is. 6d. rate. 

3879. I thought 1 understood from your last answer 
that there would come a time, if the inequity con- 
tinued, when things would lie adjusted, and you 
would not recommend a change? —After 10 or 12 
years? Well, Sir, most probably l would not. But 
the eirecL would he like that, of plague or inlliieiizn. 
A great many who now live would have died, a 
younger generation will have grown up and have 
forgotten whnt was done, mid they would say: 11 No, 
we don't want any change." But the generation 
to-day Hint is plagued with these things, they want 
to get hack to a rate which will dn them justice. 

3880. But, then, the determining circu instance ns 
to when time would have elapsed after which it would 
not he worth while to elinngo would he whether all 
the evil consequences of the original change had 
worked themselves out nml things had settled down 
on a new basis? — Do you wish me to imply. Sir, that 
mi that understanding 1 would agree to the rate re- 
maining as it is? 

.‘1881. Not at all. There was no such implication 
in my mind? -Of course, if a thing lias been there 
for many years, then, with the world ns it is, wo are 
always inclined to let bygones he bygones and allow 
things to go on ns they are. But fortunately, 1 don't 
think it is too late even to-day to do justice hociiuse 
we have not been very long on this standard. This 
IS pence gold rate was only effective ill March or 
April, 192.3. This Commission is listening to my 
evidence in December, only eight months after. Ho, 
if 8 months is considered such a long period that a 
rate established has got to lie borne with — or even 
18 months, because most probably your Commission 
would have to go over to England or America to get 
further evidence— 1 would not say that any further 
arguments should he allowed now to stand in the 
way of going hack to the correct ratio. And may 
I point out that that was the understanding on which 
Lord Farrar very emphiitieully said that lie had 
signed the report of the Herschell Committee. In 
the Fowler Committee he was put that question and 
this was his reply : 11 Undoubtedly Sir B. Barbour 

intended the gold standard as an essential part of 
the scheme of 1893 and / think you will find that 
Lord Welby and I expressed n strong opinion to that 
effect. I would never have signed the report of 1893 
unless 1 believed it w’ould lead to a gold standard. 1 ' 
Then he goes on : 11 To fix upon a certain ratio is 
important. But a still more important thing is, when 
once you huve got a ratio, not to change it.” New 
when we changed over from silver to gold there was 
no option. Whether that policy w r as right or wrong 
is a different thing. But if 1 had been asked in those 
days: “Wo have decided to go to gold instead of 
silver; now what are you going to do“P I would 
have said : “ The next thing is to fig a ratio, so that 
the rupee may have a definite gold value.” After 
you have done that, I think it is entirely unjustified to 
continually vary that ratio, and the proof of it is that 
England could have very conveniently varied its own 
gold contents of a sovereign when the New York rate 
was a good doul below four dollars. On tho contrary, 
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England decided that if justice wae to Ik? done all 
round, hIio must go back to the pre-war ratio and she 
has done no. And every other European country which 
is solvent has gone back to the pre-war ratio. The only 
eouii tries which have not done ho are those which are 
insolvent; they have not gone to the pre-war ratio. 
They have had to devalue. Which really means that 
when I am vory heavily* in debt and cannot pay to 
the last pie, I compromise! with iny creditors and say : 
Take 10 per cent, or whatever it is. But that is no 
proof that variation of ratio is justified. 

8882. As you say, several countries have estab- 
lished the pre-war ratio, hut nevertheless the change 
in gold values has effected an enormous alteration 
in the balance as between debtors a ml creditors 
throughout the world?— Yon mean by the gold value 
of debts? 

3883. Yes? — Well, Sir, that is nil the more reason 
why England and other countries should have 
changed their ratio and they have not. And I 
don’t think wo should do it, because it implies Hint 
the gold value of commodities is going to remain 
high. That was the fundamental mistake of the 
Bahiugtori-Sinith Committee. 

3884. Let me make it clour. Assuming we changed 
the gold value of commodities, will it not also effect 
n very substantial alteration in the position as 
between debtor and creditor in India? Well, it will 
be like this. It would affect the position in a year 
when, to take an instance, the price of wheat was 
very high and if a farmer's debt matured in that 
year, he would escape by selling a small quantity 
of wheat. On the other hand, if the price were wry 
low, lie would suffer. But that is no reason why a 
contract entered in terms of gold should be varied, 
because the alteration of the gold value of (lie 
commodity is not going to make the creditor accept 
less gold or more gold. Supposing I had borrowed a 
thousand rupees and to-day L go and tell that man : 
Take only 800 ni|>ees because it is going to geL you 
as many coin modi tics as a thousand rupees did a 
few years ago. He is not going to do that. 

3885. Would it not seem to throw some light upon 
the supposed sanctity of the measure of value when 
you find that the gold value to which that measure 
in referred is itself variable? — Well, Sir, to the 
gentlemen who come from England I need not 
detail nil the controversy that you have had to go 
through in the lust eight months but, although gold 
is a variable commodity, it bus lieen the drift of 
authoritative opinion that on the whole if you have 
to adopt one substance ns your medium of payment, 
then gold has been found much more suitable than 
anything else. So we have to go on that. To argue 
about the variation of gold and the necessity of 
changing prices would lend us into a fruitless 
controversy. Assuming you fix it at 18 pence, you 
aro not guarding against variation of prices in 1931) 
or 1935. 

3886. T think that is rather a point that might 
bo made in the argument against the sanctity of the 
Is. 4d. rate?*— Well, Sir, it might be im|Kirtaiit. It 
is for you and the other gentlemen on the Com- 
mission 1 to consider how far that argument is sound 
if England lias brushed aside that argument after 
very full consideration. 

3887. We are looking back, are we not, on a past 
which does not show a single change from the Is. 4d. 
rate to the present Is. 6d. rate but a past during 
which there has been a period of violent fluctuations? 
— That was the period you moan during the war. 

3888. Yes P— And just after the wur. 

8889. The point thut I wanted to ask your view 
upon is this. In view of those considerable fluctua- 
tions in price which have obtained since tho war, do 
they not render any disturbance in contractual 
relations necessitated by stabilisation at Is. 6d., a 
very minor one in comparison with the disturbances 
which have taken place in the immediate past?— 
Well, Sir, first of all iny reply would be that although 
the fluctuations were supposed to be very wide, they 
were fluctuations in sterling money, which was not 


gold at all; aud converted into gold, I have tried 
to point out that for the largest part of the war 
period also they were as near lOd. as possible. 
During tho post-war period also they were at 16d. 
ami that is an argument for going back to 10 and 
not for JSd. 

3890. There is one question J should like to ask 
as to the mechanism by which you propose to 
restore the ratio of 15 to 1 which you 
oil tli no in the concluding portion of your 
memorandum. You say that it should be the 
declared policy of tho currency authorities to return 
to the ratio of 15 by gradual stages. The suggestion 
which 1 want to ask your opinion on is this, that 
once the policy was declared by tho currency 
authorities of returning to the ratio of 15 to 1, it 
might lie impossible to maintain any graduation in 
tho process; it would lie immediately anticipated by 
speculators in exchange, and thut would result in a 
sharp slum in exchange to the ratio of Is. Id., 
which might result in a very great disturbance to 
trade and industry, reading upon the people of the 
country. What is your view upon that possibility? — 

I will give my views. In 1923 Mr. Aiyar will correct 
me- exchange about early in March was Is. 4d. or 
.something like that. It went up about the end of 
the mouth to 51 ami 5\, and suddenly, because 
(Government -accepted tenders of (\>uueils at ,' 6 or | 
less than they had before, bankers in Bombay and 
Calcutta came to the conclusion that (Government 
was trying to go back to Is. -Id. Suddenly there 
was a big slump. Speculators and hunkers began 
selling, and the rate wns in a couple of days Is. 4^(1. 
Such tilings have happened even during the last 
two or three years, so if in trying to go buck to 
the correct ratio such things happen again, that 
should not be nil argument for not doing it. 1 ;will 
now explain to you. Sir, why I think there is no 
very -great danger of that. The balance of trade has 
been in our favour even during the current year, 
in the last nine months months, and very heavily; 
and there is another consideration: the balances of 
the previous two or three years have also not been 
thoroughly liquidated oil account of tliiN peculiar 
exchange position. If you eompare the visible 
bnlanee of trade after ileducting everything, treasure 
and Council Bills and remittances and everything, 
you will find that many crorcs of rupees remain 
unaccounted for. It is very difficult to say where 
those rupees are ami where they are now hiding; 
but it is possible in the present currency position 
that holders of all that sterling or foreign inonoy 
would hold on until they come to the next year when 
some of this is liquidated and that way some of the 
balance Juts been carried forward year by year. 
Tho point of this remark is that this year we have a 
heavy visible balance of trade in India's favour. 
There is most probably a very considerable amount 
of the balance of trade of India which still remains 
to be liquidated, and we are now in front of a very 
busy season. If the (Government could make up its 
mind, something like this would be our position. 
There would he already an excess of a hundred ororw 
of exports to he looked after for the currant 12 
months. There would be perhaps 30 or -10 eroras of 
excess of money brought forward from previous 
seasons and not liquidated immediately. What 
would hatipen is that these holders of the proceeds 
of exports would continue to bring their money in; 
the new exporters, people who are shipping to-morrow 
or next month would have to go through somehow 
and get their goods converted into money; so the 
position would be very much in favour of a higher 
rate; so that even if (Government announced Is. 4d. 
to-morrow, that rate is not likely to come to-morrow. 
Thera would he fluctuations, I entirely agree, but 
at every fluctuation the exporter will conio in because 
lie is so heavily in excess of the importer that his 
balance has got to bo adjusted in some way, and in 
that way the Government will be able to get a 
control of tho position. To-day they are in control 
of the position simply on account of that; if India's 
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monsoon failed to-day, it is to my mind clear that 
Government could not havo kept exchange where it 
is except by trying to sell Reverse Rills in what is 
called the natural way. So to-day you have this 
excess which permits the Government to keep a 
control of nil the excess balance of trade which 
required to he converted into Indian currency, and 
by keeping control of that or only coming in to 
convert a small part of it at a time mid leaving the 
market to adjust itself just as it likes, T think the 
position might he found to he that the fluctuations 
would not he as sudden mid violent as you. Sir, 
seem to apprehend hilt comparatively minor ones; 
and those fluctuations we have been used to for 
the last five years. 

3891. The time has advanced and 1 will ask you 
only one further question on this point, possibly in 
a lighter vein. Under the heading 11 Relation of the 
Rupee to the Mohtir " in your memorandum 
(Appendices— page 158) you quote in support 
of your ense an old memorandum or the 
Treasury. You say: “If on the other hand 
it is the case that the value of the rupee 
has fallen in India and that it would he raised in 
India hv the operation of the proposed plan, that 
plan is open to the objection that it niters every 
contract and every fixed payment in Judin." Wlial 
would you say to a critic who turinsl your quotation 
against you thus: “ If on the other hand it is the 
rase that the value of the rupee has risen in India 
and that it would he reduced in India by the 
operation of Mr. Mndon's plan, that plan is open 
to the objection that it alters every contract and 
every fixed payment in India"?— ' I a in afraid you 
have overlooked one point, namely, the volume of 
coiflrnets that are affected and whether the change 
has been natural or artificial. Now India's rupee 
in those days was a silver rupee, it was merely a 
part of silver. It- did not matter what it was worth 
in terms of sterling. That rupee it was said was a 
tola of silver and Government wanted to raise it 


from its real market value of 20d. to 24d. and the 
Treasury objected because it varied the contracts. 
The argument emphatically applies to wlmt is being 
done to-day ami has been done in the lust two years 
because we were at lCd. only 12 months ago and we 
were at l(»d. for 2o years, and the contracts which 
would he violated would he those contracts, while 
the contracts that you speak of to-day at lSd.P 
Which are the parties that have made the contracts? 
1 have already pointed out that wages and salaries 
are still to-day where they were 12 months ago. 
The only contracts that would lie affected would be 
the contracts of importers, people who have bought 
goods abroad and have sterling or foreign 
liabilities to pay. As I have pointed out., exchange 
is available even for forward deliveries to-duy freely, 
ami anyone who wants to cover himself may eover 
himself; so this argument I think is very emphatic- 
ally in my favour. 

.'185)2. (Chairman.) That brings us hack to the 
answers which you have already given on the question 
of the extent of the adjustment to the present- rate. 
] should like to ask von one further question upon 
the previous topic of discussion, but before I do ho, 
if there are any subsidiary questions on the rate 
they should be asked now. 

.m ( Sir Alanetkji Ihnlahhoi/.) May I suggest 
that this is a very important subject and that there 
are many members who would like to ask questions 
at some length. I would probably ask a few 
questions on this point and if you have no objection 
and if Mr. Mndou will kindly agree, it would he 
better to have him again tn-inorrow. 

.‘1854. (Chairman.) I am afraid wo cannot, because 1 
we have already made arrangements with other 

witnesses? 1 should he glad if you can relieve me 

to-day because T feel rather tired. 

JIMKS. (Chairman.) I must then express on behalf 
of my colleagues our I banks to you, Mr. Madnu. 
for your, most kind and full assistance to-day. 
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Professor O. N. Vakil 

3896. (Chairman.) Yon are a Master of Economic 
Science and Professor in the School of Economics 
and Sociology of the University of Bombay? — Yes. 

3897. Have you been long in occupation of that 
position? — I was for three years on the staff of 
Wilson College, Bombay, from 1916-19, doing 
similar work. 1 am in the University since 1921. 
This is the fifth year of my service in the University. 

3898. You have been good enough to provide us 
with a very full memorandum* of your views which 

• Appendix No. IV. 


cd and examined. 

the Commission has studied with interest. L will 
ask you n few questions to dincover what emphasis 
you attach relatively to the various recommendations 
made and to elucidate any points which appeal to 
need elucidation. Let me ask you to refer 
to that portion of your memorandum headed 
1 Remedies 9 (Appendices —pages 179-180) where you 
arrive at the conclusion ‘ that no partial changes 1a 
the gold exchange standard system as it exists to- 
day will remove all these defects.’ The preliminary 
questions 'I want to ask yon will be directed towards 
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getting a little deeper into that conclusion by asking 
you to do this : to Lake your summary of defects 
just above and tell us whether or not in your 
opinion they could be remedied by a jicrfccted and 
improved exchange standard system. That is an 
essential preliminary before proceeding to your 
positive recommendations. Perhaps I may put ilic 
questions to you one b,v one so as to bring out the 
points which will be of most assistance to the t'um- 
tuisdon. In the first place, in the course of your 
historical comments you say that the internal 
stability was upset through a course of years by the 
over-issue of silver rupees. Might 1 ask you on that: 

It baa been suggested to us in evidence that the 
gruduul changes in prices were due not mi much to 
the over-issue of the rupees as to the approximation 
of Indian prices to the world prices which had 
previously not been approximate, owing to the 
general historic position of India as a member ol 
the world’s industrial system. What would you 
say to that? — In the paragraph headed 'stability of 
internal prices,' I have given a sentence 
to say that if we compare the level of prices in India 
during the pre-war years with the level of prices in 
other gold standard countries like Knglaud or tin 1 
United States of America, we find that our prices, 
the level of our Imliuu prices, is higher than the 
level of prices in gold standard countries and that 
leads us to the conclusion that in the increase of 
prices in India some share must have lieeii due to 
the increase of rupees coined hy the Government. 

3899. 1 want to supplement that hy putting to you 
the suggestion that there was in fact a lag in Indian 
prices behind the prices in those other countries to 
which you refer, and that what was h:ip|ieniiig was 
not an artificial rise in Indian prices owing to lh:‘ 
inflation of the currency hut that it was due to 
India gradually coming into closer touch with the 
outside world, adjusting its prices to those of the 
world in general? It is always difliculL to find out the 
exact causes of changes in price levels of different 
countries and there are usually more than one cause. 
1 am prepared to admit that, ami one of the causes 
may be said to he the adjust men I of India's trade 
conditions with other countries outside during the 
years say the first 14 or 16 years of this century; 
hut looking at the figures in detail, though L find 
that this may he said to be one of the causes, I 
should equally well say that the other cause was the 
large i*sue of currency. I mean of rupees. 

399(1. Taking such index nuiiilicns as are available. 

I find the following changes in prices. Taking l*i>6 
as the base level and 1913 as the year of comparison, 
comparing India, England and United States, in 
comparison with a base of 1(X), the figures for 1913 
are India 138, England 137, United States 141. 
Does that, for what it is worth, not seem to show 
that there was a rise in Indian prices which was not 
greater than that in utiy other country, but dint 
what was taking place was really only a similar and 
proportional rise in Indian prices ? — My contention 
is that we should see the thing over a .scries of years. 
It limy he that in a particular year the level ot 
prices in India will lie more or less similar. 

3901. The period of comparison which I have given 
is 1895 to 1913. That is, as 1 understand it, the 
period to which you are referring? Yes. pre-war 
.'ears; that is all right. 

3902. Continuing, let me pass on now to your 
summary of the defects. Taking the first, defect, you 
say: 11 The expansion and contraction of currency is 
not automatic, and the management of this function 
leaves room for grave mistakes on the part of 
Government.” That ia a criticism upon which the 
Commission has already received evidence in exlento. 
liet me ask .von whether an exchange standard system 
might not be devised which would provide for the 
automatic contraction of currency hy the combination 
of the gold standard reserve and the paper currency 
reserve into a single reserve, so that the amount of 
the reserve must rise or fall automatically with the 
taue of international currency against the receipt 


of internal currency. Would not that have the effect 
of making the currency automatical ly contractible 
and ol remedying this defect? — For that 1 would 
lake as the basis of discussion the two schemes* which 
the Com miss inn has been kind enough to send on to 
me and in scheme No. L some improvements are 
suggested. 

3993. The scheme which I have just referred to in 
order to obtain your opinion on the point is in this 
me m ora lid ii m # which you have been good enough to 
consider. The scheme referred to is the one in para- 
graph *1, where it. is rather singularly described as an 
14 attractive " proposal instead of nil “ alternative ” 
proposal. Would this alternative proposal in your 
opinion provide a remedy for the defect in question 
hy effecting an automatic- contraction ol' the currency 
under given circumstances? — if the practical step 
suggested in the scheme works smoothly without 
delect, without undue loss, there is a hope of getting 
contraction of currency on automatic lines. But in 
paragraph 2 (H), there is a reference to a separate 
reserve which the Government will have to maintain 
for the redemption of rupees. 

3901. That is the first alternative. 1 think it 
would make it more clear if I were to ask you to 
confine your attention to the alternative proposal 
in paragraph I. There, as I understand it, if 1 am 
not taking you too fast, your opinion ia that 

theoretically it is possible to do so? — Yes. 

3906. 1 come to tho second pnrt of the paragraph, 
the management of this function oil tho part of the 
Government. As 1 understand it, that underlies 
your criticism of the pre-wur system, that it was in 
the hands of the Government, and that it was 
possible for the Government to manipulate it?— Yea. 

.'fiX 10. Now let me ask you whether, in your 

opinion, that defect could he remedied by the 

maintenance of the exchange standard by the 

transfer of tbe management and control of the note 
issue and the reserves against the note issue from the 
Government of India to a Out nil Bank. Would 
that provide an effective remedy for that official 
interference which you deprecate?— That is the heat 
that you can do under the circumstances, I sup pose. 
Tho criticism against Government manipulation will 
certainly U* less if the management is in the IirimIa 
of the hank. 

31MI7. You think that is the best that can lie done 
in an imperfect world?- That is the only tliingl can 
say, I suppose. There is some criticism always if 
there i.s any trouble or if any party is affected; but 
llnl is tho best, that can he done under the circum- 
stances. 

.‘HKK I will ask you further questions about that 
when we come to the full gold standard, because L 
think it is possible that the weight of your evidence 
may he slightly shifted if you look at it from that 
|Mjint of view. Now taking the second defect, 11 the 
.■licence of a legal obligation oil the part of Govern- 
iiii*ii t to give gold for rupees does not secure the 
automatic stabilisation of the rupee/’ could that he 
remedied under an improved exchange standard 
system hy the acceptance on the part of the currency 
authority of the legal obligation to give either gold 
or foreign currencies for rupees? — Yes; it is possible 
to remove the defect under the scheme proposed. 

3000. Under defect (3) you say: 11 The pre-war 
■yslcm was directed to attain external stability of the 
rupee, hut in doing so the Internal stability of the 
rupee was sacrificed/’ I think there £ must 
anticipate ft little the course of the examination by 
asking you how r and why you would attain greater 
internal stability with a gold standard, such as that 
which you outline, than is attainable with an im- 
proved exchange standard which would stabilise the 
external value of tho rupee? — Under the proposed 
gold exchange standard, the issuing of rupees, the 
additional currency, will still rest with the Govern- 
ment. Under the gold standard scheme suggested, 
flic issue of additional currency will be adjusted from 

Appendix 2. 
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time to time with reference to the requirements of 
1 he people 1 and the general complaint that it in 
possible sometimes for Government to increase the 
issue of rupees in relation to the requirements of the 
people and thereby lead up to an inflation of the 
currency and consequent rise of prices, that criticism, 
nil! go. 

30 in. Iln t is that so, Professor, with n perfected 
exchange standard? — But even then the coining of 
rupees renin ins with the Government, and there 
won't be n free silver mint just as under the gold 
standard there would be n free gold mint. 

3!>ll. In wliat manner do you suggest that the 
Government could make any artificial issue of 
internal currency in excess of the actual require- 
ments as indicated by the cfTcr of the international 
currency? — 1 presume that if the gold exchange 
standard on the improved lines suggested continues, 
the present system of selling Council hills and the 
existing machinery will also continue. If that iB so, 
in other words, if the Commission will leave it at the 
discretion of the Government, there is the possi- 
bility for an additional issue of currency from time 
to lime. 

3912. I u in not sure 1 follow that. We are con- 
templating a system in which there will lie n com- 
bination of reserves, a single reserve, and there will 
be u legal obligation on the currency authorities to 
buy ami sell the internal currency eillicr — (1 do not 
think it is material for our present question lo say 
which) — against gold or against foreign exchange. 
I 7 nder these circumstances, in what manner could 
tbo currency authority tamper artificially with the 
amount of the iiiternul currency? — Well, so far as 
additions or contractions in the currency take place 
in the manner suggested hy you. Sir, it would be all 
right; whenever council bills arc sold by Government 
as hitherto there would he corresponding issues of 
additional currency in the country. 

3913. Let us clear that region by making a further 
assumption, ami that is that the remittance business 
of the Government of India is conducted hy the same 
authority as controls the note issue, say the Central 
Hank, and that, that business is confined to meeting 
mouth hy mouth the actual requirements of the 
Government of India for remittance, ami thus that 
the Government goes out of the exchange market 
altogether? — If that assumption is made then the 
objection goes. 

•1914. Now we come to an important heading, part 
4. 11 The system will break as soon as the price of 

silver rises to the rupee melting point." I want to 
put my question in this form. If you maintain the 
silver content of the rupee at its present nmounl, in 
so far as thn rupee is concerned, will not any system 
break as soon as the price of silver rises to the rupee 
melting point? — What 1 mean (this is an abbreviated 
sentence), whnt I mean is the mniiitenam e cf the 
cxehange value of the rupee and the general 1 natures 
of the system will break. Of course, the rupee will 
ho there for circulation, hut it will not ho possible 
for the Government to maintain permanently any 
point at which the rupee will have to lie fixed either 
in sterling or gold. 

3915. Let me again anticipate. We may assume, 
I imagine, that, under your full gold standard, there 
will still be a very large amouut of rupees required 
in circulation as small change?— Quite so. 

3916. What would be the effect upon that volume 
of riipoe currency under tho full gold standard as 
soon as the price of silver rose to the melting point? 
—If that is so, supposing for the sake of this argu- 
ment that the full gold standard is established, the 
position of the rupee will be somewhat similar to the 
position of the shilling in England. When the rupee 
is reduced to that subsidiary position when it is a 
limited legal tender, tho danger of tho rupee reach- 
ing the melting point is less. If the weight and fine- 
ness of the rupee is retained, of course, at a certain 
stage, there will he the danger of the rupees being 
melted; hut when the rupee is made limited legal 
louder, in order to prevent this happening, it will be 


perfectly open to the Government to reduce, if 
necessary, the fineness of tho rupee, as was done, if 
I may say so, in some countries during wur-time. 

3917. Perfectly ; as was done in Groat Britain soon 
after the War. We are assuming a very large circu- 
lation of rupees. The rupee, even under these future 
conditions, will still, 1 imagine, remain the only 
fn miliar coin to the less instructed and the poorer 
classes of tho community ? — Generally speaking that 
is true. 

3918. After measures have been taken lending up 
to the possibility of a debasement of the rupoo 
coinage, what in your opinion will he tlie effoet upon 
the minds of the mi instructed people of a ehange in 
the silver content of the rupee? WlinL will the social 
and political reactions be? — I do not think there is 
any npprohensiun of any serious danger of that 
nature. In the course of time — if you take, say, 1(1 
years ns the scheme here suggests to establish 
a full gold standard, and if in course of time the 
rupee docs hccom'e a subsidiary coin of limited legul 
tender, though tho poorer classes of people may not 
he rich enough to handle a gold coin for some years 
to come, they will certainly know that the real unit 
of currency is the* gold coin and the rupee a mere 
matter of convenience. The importance at present 
attached to the rupee will automatically disappear 
as soon as t.lmt is known, and when such a system is 
introduced the Government will no doubt see that 
there is wide publicity given to the question, and 
there is no danger oF the nature described hy you, Sir. 

3919. Now we come to No. fi — “ the system will 
also break as soon ns sterling reaches gold parity," 
that is, if the system be a sterling exchanges system. 
Might not that defect lie remedied by establishing 
the system formally as a gold exchange system? — 
Thai would lie nil right theoretically, as was 
attempted hy Government very recently; lmt most of 
our transactions are done in sterling, and though wu 
may stabilise tho rupee witli gold, our daily trade 
transactions in sterling will lie liable to tluctuationa. 

3920. As long as sterling and gold remain at par 
no trouble will arise from the practical point of 
view? — Quite so. 

3921. I suppose it may he contemplated that ster- 
ling is only likely to leave parity with gold in future 
in the case of a violent convulsion, or do you think 
it may occur owing to the failure to maintain 
parity? — Normally the parity of exchange will he 
maintained hy the British Government. 

3922. To guard against the possibility of a convul- 
sion resulting in a separation of sterling and gold, 
is it not adequate to make some provision, theoretic- 
ally if you like, hy whieh in addition to undertaking 
the liability to provide sterling for internal currency, 
the liability should also he taken in case of need to 
provide cither gold for export or the currencies of 
other gold standard countries P— That will have to be 
done if the gold exchange system lias to ho improved 
uud continued. 

3923. Would that not provide an adequate remedy, 
both theoretical and practical, for any defect in the 
linking of tho Indian currency with sterling? — 
Theoretically it would provide for the maintenance 
of the riipco at n fixed ratio; but as a practical 
remedy, if I may also anticipate, it will involve cer- 
tain troii hies and difficulties which I believe will not 
ho less than tho troubles and cost involved in the 
introduction of a gold standard. 

3924. Tho point I want to make my mind clear 
about is .this. . Can the troubles and difficulties which 
would result in the event of a further separation 
between gold and sterling be guarded against by the 
adoption of this or that currency system in India? 
As you quite rightly told us, tho vast bulk of Indian 
trade is settled in sterling. If sterling separates 
from gold, can tho difficulties and troubles thereby 
caused to Indian trade be avoided hy one system 
rather than another system of currency here? — If 
India were on a gold standard, if the unit of our 
currency were gold, and that standard were main- 
tained, then it would he possible for us to deal with 
foreign goods and countries on a footing of equality. 
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3926. Would not that also he the rase if India were 
on a gold exchange standard as distinguished from a 
sterling exchange standard? You say that, in the 
event of sterling separating from gold, if India worn 
on a full gold standard it ran continue to deal with- 
out dislocation of its exchange with other gold coun- 
tries. Would not that also he the case if Indin were 
not on a full gold standard hut a gold exchange 
standard in which the rupee wus linked to gold and 
not to sterling? — Thun there would he the objection 1 
mentioned just a little while ago, our ordinary trans- 
action being in sterling, if wo haw? the rupee on 
gold or sterling ciirroucy, there would be the possi- 
bility of fluctuations again. 

3920. As regards the question of confidence in 
paragraph 6, the point that 1 want to ascertain there 
is this. Your opinion is that, in order to restore 
general confidence in the value of the currency unit, 
it is necessary to have a gold currency, and to make 
the unit visible gold?- -Yes. 

3927. From your knowledgo of the habits and 
psychology of the people, might that ohject he ob- 
tained equally, or might it not, if, ns the result of a 
period of the exchange standard, the gold value of 
the rupee had been so stabilised that people wero 
growing accustomd to finding that the value of their 
currency, although not actually interchangeable in 
gold, was nevertheless stable in relation to gold? — 
That would certainly be some improvement, but I 
should not say it would be as good as the full gold 
standard. 

9928. Finally, in paragraph 7 you say the manage- 
ment of the money market is not what it might he 
because the resources of the country are not under 
one management as with a Central Bank. That is 
not a matter which is strictly relevant to which cur- 
rency is adopted, because, acting upon such a scheme 
as the one we huve referred to here, you might 
equally with an exchange standard as with a full gold 
standard combine the currency resources and tlio 
exchange resources as to their management with the 
hanking reserves? — 1 quite see that point, Sir. 

3929. May I pass on from that little examination 
of the defect h of the present system to a considera- 
tion of your own positive proposals. They are very 
clearly summarised in your paragraph at the end of 
your memorandum. 1a$L me ask you. in the first 
place, what is your ultimate ideal of a currency 
system for India? Do you look upon your full gold 
standard system as the ultimate ideal, or are you 
looking forward to a further change alien the cur- 
rency system of India will become a paper note in- 
convertible internally niul convertible only iuto 
foreign currency for purposes of international pay- 
ments?—! do look forward to that second stage of 
development later in the future when the only legal 
tender will he gold notes, and arrangements will lie 
made as in England to give gold, to buy and soil 
gold, for such purposes. 

3930. Now to tost that opinion, if I may, let me 
put to you an alternative point of view which has 
been put to the Commission, that by the natural 
education of the people in the use of the note the 
nation is now progressing towards that ultimate 
ideal which will ho attained in the not unduly remote 
future, and if you let things go on as they are at 
present, you will find owing to the process of educa- 
tion the people of India adopting the nolo currency, 
and that that would be promoted by the stabilisation 
of the rupee, hut that it is unnecessary in order to 
advance it to incur the expense of a full gold stan- 
dard?—-! am sorry 1 do not agree with that position. 
The rupee was stable from 1899 to 1914, and the 
people of the country wero certainly accustomed to 
believe that the rupee was equal to Is. 4d. Stability 
wan- understood. The note circulation had also in- 
creased during those years. It is certainly true that 
during those very years large imports of gold * 1*111110 
into the country and could not go into the currency 
because r no gold currency cxi^d; and these gold 
imports came Into the country* in spite of the fact 
that hkrge amounts of gold were diverted by the sale 
of council bills in England, and all that gold which 


went into hoards was not used productively lor the 
capital roqui cement* of the people. That is a greater 
and more extreme waste, L believe, than the expense 
which will be involved by introducing u gold 
standard. During those years, 1899-1914, when the 
rupee was stable and the gold exchange standard 
seemed to work all right, we were, 011 the one hand, 
importing gold iu large quantities into the country, 
and, on the other, wo were raising sterling loans 
in England. If that, gold was nvalahlo for cur- 
rency purposes and the people of the country were 
accustomed to use gold wo would have been to that 
extent less required to borrow outside or to increase 
our external dehl to a lesser extent than before. 

9931. As regards your suggestion in paragraph 4 
that foreign capital will be more readily available 
under a full gold standard system, what foreign 
capital requires, I suppose, to tempt it is a stable 
oxehauge, does it not? — Yes. 

3932. To avoid exchange risks? — YeB. 

3933. Making that supposition if you will, if that 
stability of exchange is attaint'd by un exchange 
standard system, is there any further advantage as 
regards the attraction of foreign capital which is 
Conferred by a full gold standard?— That is generally 
true if the exchange value of the rupee is main- 
tained by an improved gold exchange standard 
system. The attraction to foreign capital will be 
there to a great extent; but the first part will not 
be truo; the second part of paragraph 2 will be nil 
right. Tlie first part is that people will learn to 
use their hoarded gold in a better way; and if I 
may be permitted to point out, the necessity lor 
foreign capital may not be there if the hoarded gold 
or the future incoming gold can he used to a greater 
extent than now, and 1 believe that was the drift 
of the speech which the Honoiirahlu Sir Basil 
Blackett recently delivered in Delhi to the students 
of the Delhi University, where I think he tried to 
make out the point tlinL we have latent resources 
in India, resources so great that we can not only 
supply our own capital requirement*, but also make 
the country able enough to lend to others; and 1 
think at the back of Sir Basil Blackett « mind the 
idea wus that, if I may be permitted to say so, it is 
the hoard of gold which is not able to come out 
under the existing system, or the incoming gold 
which may lie hoarded otherwise, which may be thus 
utilised, and to tho extent to which Sir Huai I 
Blackett could not obviously refer to these ques- 
tions, as they are suh jmlivc. here, 1 think his speech 
was incomplete. 

3934. As regards the question of hoarding, your 
argument proceeds upon the assumption that there 
is at presen L a strong inclination to hoard gold? — 
Yes. 

9935. You arc of opinion that that habit may be 
remedied after a period by a growing confidence 
that the value parted with by the >holdcr can be 
recovered from the equivalent currency? — Yes. 

8939. In fact, it is important, is it not. that that 
process of the. restoration and growth of confidence! 
ran be only a gradual process? — Yes; it will take 
a few years. 

3937. Is it your opinion, or is it not, that the 
immediate result of making gold thus freely available 
us you suggest might at first provide means for 
further hoarding. To put it quite crudely, is there 
not, in your opinion, a danger that if people want 
to hoard gold the more you give them the more 
they will hoard? — 1 do appreciate the difficulty that 
in the very early stages when the introduction of 
tho gold standard is contemplated there may be 
some difficulty and there may be some rush on the 
Government to get gold; but as soon as things 
settle down and the people are convinced that they 
are having a gold currency and confidence is restored, 
J think the tendency will be in the other direction 
and a better one too. 

3998. We observe, then, that the position with 
which we have to deal is the possibility of an immedi- 
ate rush for gold, and a further possibility, which 
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is ii more remote 1 possibility, perhaps, that that rush 
will ceuse and that not only will thorn be no rusii 
lor cold, but Ihe cold will come bark ?— ' Yes. 

3P3!>. Now, lei me ask >«m a preliminnry ipiostion. 
Yon recommend llm l these .slops .-hniild lit 1 taken at 
once? — 1 have said .somewhere in the body «>1’ the 
evidence that these steps will have to ho worked out 
by certain si. ices. 

,‘MMO. I waul to see wlmt the mages are. Should 
these stages mine at oit" or after si period? Tin* 
coinage of rupees should he stopped and tin* demands 
lor additional currency ■■hould be met by the issue 
of gold coins and notes;- I think that should be done 
as soon as possible. 

•IH41 . What would lout possibility be dependent 
ii poll ^ — l* pmi i lie gold resources at the disposal ol 
the Government-. 

3fM2. Are you eoutemjilatiiig here a legal obliga- 
tion to meet demands for additional currency by the 
issue of gold coins and mites!* That legal obligation 
will have to be undertaken; it- may not he under- 
taken in the early stages. 

3<)43. 1 understand 1 lint what is in your contem- 
plation lieie is that gold -hould be imported by the 
normal methods, that it should be presented to 
Government , and that it should either go jluto 
ordinary circulation alter being minted as midiur.' 
or that gold note', should he issued against it? ■ 
Quite so. 

304-1. healing No. 3 of your summary for tin* 
present, you say in No. I ,l that the (Juverumoiil 
should undertake, through I lie Imperial Rank, to buy 
and sell gold at rates approximately equal to the 
par of exchange, as is done by the Rank of Eng- 
land. " That also, | understand, is the first step!* 
That is the lirsl step laid down in the .-ciicnic 

suggested. 

3!)4,i. Let me -ee exact Iv what you mean here. !>n 
you propose any limitation- upon Ihe acccptanee id 
the obligation to. shall we ay. -ell gold at or above 
the lower gold point, or do \mi mean that any 
amount of gold should be -old at that rate For any 
purpose!' 1 have said in the Imdy of the written 
evidence that the gold may be imuglVt in any quan- 
tities, large or -mall; bill I Imt the .sales of gold 
should be limited to certain large quantities, as in 
England, sav, UM) ouncch. 

30115. So that it is coul. inplatcd bore Hint in fact 
gold should be .-old only for export 5* ■ -Not neief - 
miriJv; 1 have simply copied the English system m 
suggesting this, and l do not think it is necossar. 
to restrict. 

31)47. You do not pmpuse an.\ limit sit ions to eiiMir 
that the gold sold is exporter I? No restriction ,s 
necessary. 

394S. What would la' the consequence of that '* 
You accept an obligation to -ell gold, with the only 
limitation that there is lo be a minimum quantity, 
shall we say, of 100 ounces; and at Hie same lime 
it is gciiernll.x known in the country that tin- is the 
fust step in a process of ciirronoi reform which is to 
lead to the ultimate dethronement of the rupee!* 
Ye-. 

31M0. Might it not lie natural in expect that ihe 
consequence of that would he that there would Ik* a 
very great demand for gold to replace silver hoard.' 
in the country? -There will certainly Ik* some rupees 
presented to Govr '-ninciil for conversion into gold in 
this manner. Now. the only general statement that 
can be laid down in this connection is this, that we 
have a very large country with a very large popula- 
tion, and the masses of the people, of course, will 
use rupees to a very large extent, and therefore the 
number of rupees which are in excess of the daily 
requirements of the people will be presented for such 
ciuiverxioii. 

3HM>. The number of rupees in excess of the daily 
requirements of the people; that is another way ol 
saying the rupee- which are in hoards, is it notP — 
It# is right to say so, I suppose. 


31)01. That is what one is thinking of, the rupees 
which are laid up aud are not actually needed for 
currency purposes. Have you been able to form any 
c-iimatc of the extent to which rupees might be 
returned under such conditions iin those, when the 
country sees that the rupee in the course of time w 
to cease to he legal tender?--! have said in the body 
of the evidence that it is ulways difficult to make 
.-mli estimates; Imt if you take the population in 
round figures as 30 c lores of people, und the largest, 
c.-tiumte l have seen of rupees in circulation and ill 
hoards as about 300 crorcs. that gives you Rs. 10 per 
bead of the population, 

3D.V2. 300 crorcs, you mean, in active circulation? 

In circulation and in hoards. I was looking the 
other day at the total number of rupees coined since 
1835 -it is n hou t (500 crorcs in round numbers, or a 
little over. And I do think some rupees have gone 
out of existence hy melting or exporting before the 
rupee became n token and by wear and tear and the 
estimate of 300 crorcs may lie taken to be approxi- 
mately correct for our purposes. If we have, there- 
fore. Its. 10 per head of population in this country, 
and consider the daily requirements of the people, 

I wonder if at the most optimistic calculation we 
cim bl say that even one-third of the rupees will 
come back. 

3053. That will he 100 crorcs?— That is the 
maximum. 

.'lOo I. Let us a-siime that figure, that the amount of 
rupees that come back for substitution by gold is 
Mi* eroie-. What do you think ahout the time at 
v hifli it would come hack? T know it is easy to say, 
a- it. were, that you can make provision for carrying 
• in the operation by stage-'. Rut w*ould you consider 
ibis - -that the offer of gold for rupees comes at the 
same time as the announcement that ultimately the 
\ able of silver in large quantities is to lie affected 
by the limitation of the legal tender. Under those 
conditions, do you or do you not think it probable 
that, the greater amount of lliis 100 crorcs would cornu 
in pretty quickly?— -I don’t think so. Sir. 1 mean 
ibr stages which are suggested here for the gold 
"lamia rd .scheme, the scheme given to tne, those 
-tagiw contemplate a legal obligation on the part of 
Govern incut to give gold almost ill the third stage 
which will In* about five .years after the scheme is 
launched. So flint till then difficulties will not be 
'■> groat and the. conversion of rupees into gold will 
certainly he spread over a series of years. 

385T>. fin ve wo not got to consider that Govern- 
ment may refuse to undertake more than a gradual 
increase hy stages of its legal liability to take in 
silver against the gold given out? Is not the open 
mnrkcL always open to the holders of silver boards 
iu case of a real nlarni on their part, and might it 
not l>e that the silver hoards would be thrown upon 
the open market for gold bullion?— In actual opera- 
tion I think the intermediaries for these transac- 
tions will be the bullion dealers. Even if the 
(•ovemnieiit announces its intention to-day to buy 
ami sell gold as is suggested hero, I do not think the 
man in Mm .street will lie iu a position to present 
jj-old in sufficient quantities to the Government and 
it will certainly be through the bullion dealers 
" ^ 10 take rupees and give out gold in smaller 
quantities and ultimately give rupees for conversion 
to the Government. That will he the normal pro- 
cedure certainly. I suppose. 

#‘1956. Then let me put another consideration to 
you. Even supposing you are confident that the 
demand for the substitution of hoards by gold will 
be a gradual one, nevertheless, in view of the con- 
siderations which we have just taken into account, 
is it not necessary to contemplate that, at worst, 
you might have the whole of this increased demand 
for gold and this increased supply of silver relying 
upon flic market* in those metals within a com- 
paratively short period; and when one is contem- 
plating possibilities fraught with so much conse- 
quence, is it not right for a responsible Government 
to make provision against the worst that may occur 
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and not to count U]ioii things going too favourably ? 
--1 quite understand tho difficulty, Sir. Hut no fur, 
if silver 1ms to lie demonetised, the rupee practically 
becomes a subsidiary win, and tho fall in tho price 
of silver will not affect us very greatly. 

3957. Wo will consider tho question of the silver 
prices in a moment. To lead up to that question, us 
soon as you decido upon introducing this system and 
limiting tho legal tender of tho rupee, reducing it to 
tho position of subsidiary cash, the Government 
holdings of silver in the reserve become depreciated ; 
in fact, they become no longer of use? — In a sense 
qtiitn true. Hut they can he used hy converting 
them into gold. 

3958. That is the oidy practical use that can he 
made of them. So that, in addition to the hundred 
crores of rupees that, come in from hoards, wo have 
to tako into account tho ninety crores of silver and 
rupees which the Government holds in its reserves ? 
— Yes, Sir. 

3959. That is tho measure of the amount which 
will have to he liquidated on the silver market ?- 
Yes, Sir. 

3900. Now, 1 want to consider first of all the effect 
upon the gold market of the additional demand 
for gold and the effect upon the silver market of the 
additional supply of silver. Have you been able to 
make any estimate of the amount of gold whieh will 
lie required from first to last by the working 
out of your scheme ? — 1 have not made any estimate, 
I think. 

3901. We know what the Government- has now; 
and then wo have to supplement that with the 
estimate of the extra amount it will require?- I 
have not tried to work out an estimate lion*. In 
the existing reserves there is about 33 eroros at Is. 
-kl. and I have tried to lay down general pro- 
portions to show that certain large quantities of 
gold will ho available to the Govern men t; firstly by 
molting the silver worth about 100 crores, which 
wo just estimated, and if neivasary hy the sale of 
British securities. 

<$962. These arc tho methods hy whieh the gold 
can he paid for? — In which it can be* acquired. 

3903. What w© are trying to get at here is now 
much gold it is prudent to provide for in order to 
put the scheme of gold eoinage ;us outlined in your 
proposals on to its legs? — Certainly another very 
difficult thing to estimate. But T would hazard a 
guess on these lines. Supposing as we just started, 
that 100 crores of rupees come back and for that, 
gold has to he given hy the Government — 100 crores 
worth of gold limy have to b© provided by the 
Govornment, phis any additional annual dtunands 
for currency. 

3964. Plus tho gold that goes into circulation?— 
And there may be some economy on the other hand 
if gold notes aro taken. 1 mean tho maximum 
demand for gold will lie 160 crores of rupees which 
will lie displaced by gold according to our estimate 
plus any normal additional requirements. That is 
tho actual gold required as we started. But tho 
actual amount of gold will be less if the Government 
succeeds in introducing notes into tho circulation at 
the same time. 

3905. With reference to the question of gold in 
circulation, there is a question which 1 should have 
asked you before; let me ask it now. Wlmt do you 
think tho effect upon tho note circulation would bo 
of tho introduction of u gold currency? Do you or 
tlu you nob think that the result of making gold 
available for currency would be to drive notes out of 
circulation? — Tho scheme, as I have suggested here, 
contemplates the issue of gold notes as well as. gold 
coins (paragraph 10, Summary of Recommendations), 
and 1 say in paragraph 8 that rupee notes of tho 
denomination of ten and five may circulate. So 
that the rupee notes of smaller denominations only 
inuy circulate as substitutes for rupees limited legal 
tender. Whereas full legal tender notes will be those 
of gold only which may mean that the existing 
larger denominations of rupee notes will have to 
be substituted by gold notes of equivalent value. 



3906. 1 follow that you would provide this 
additional form of currency, hut the point to which 
1 would like to direct your attention is, if and 
when you give people what, hy your hypothesis, is 
to them tho most desirable form of currency, that is 
gold, will that not lead to their preferring gold for 
their currency purposes and to their rejecting to 
some extent notes ami thus lead to a reduction of 
the proportion of the note issue? I should think 
on Lhese lilies -that even though the people have 
lost confidence in the existing nipe.i em ulation, still 
the existing circulation of rupee notes is about 180 
crores or more. The people of the country have 
been accustomed to handle currency notes to this 
extent ill spite of the fact that they know that 
what they get in exchange aro token rupees of 
nuctualing value. When, however, in future, if this 
scheme is successfully launched, the people come to 
realisn that the gold notes that they handle arc 
substitutes for real gold which they ean get. on 
demand, I do believe that there will be a greater 
tendency for gold notes to become more popular 
than the existing rupee notes that we have now. 

3997. But there again we are looking forward to 
tho result of a process of education ? -(^iiile so. Sir. 

3968. And we are recognising that there will bo an 
initial period during which the reverse effect will 
make itself felt? For that we started oil tho 
hypothesis that a large number of rupees out. of the 
30U eroros existing say 200 crores will still remain 
and tho rupees converted will ho those that are in 
excess. Or it may he that the rupees converted 
will he hy llioso people in the larger cities, tho 
commercial people and the more educated people 
who will understand the use of gold ami gold notes. 

3969. To return to our examination of the mainiei 
in which your proposal would work that effect. I 
want to see, first <»f all, tho effect of tho increased 
requirement of gold. We must take some figure as 
the basis of discussion, ami 1 think it would lie con- 
venient, with a view to the Commission's previous 
inquiries, if wo wore to assume that the amount ot 
tho additional gold required from first to last to 
introduce these proposals would he in tho nature of 
100 million sterling or 130 crores at the present rate. 
Assuming, if you will for the sake of our argument, 
that these new uses of gold would require an 
additional supply for India of 13ft crores of gold 
metal in some form or another, what, in your 
opinion, would lie the effect of that upon world 
gold pric -Even apart from such a demand for 
gold on (lie part of India, normally India has been 
importing barge quantities of gold. 

3970. Bet us Ik? quit© clear that it is in addition 
to tho normal absorption of gold which is going on 
at present?- I should say, Sir, that some of the 
normal inflow of gold into tho country or perhaps 
the greater portion of it will ho available or pre- 
sented to tli© Government for purposes of coinage. 
These tilings will ho overlapping. At present tho 
gold which comes into tho country is either turned 
into ornaments or hoarded l>ecaus© it is not possible 
to use them for currency. A a soon as it is known 
that tho currency nan of such gold is possible, tho 
ordinary normal imports of gold will certainly bo 
presented to the Government at trie mints for pur- 
poses of coinage. 

3971. Ts that quite consistent with what you tell 
us? You tell us that you do not expect the educa- 
tive effect of th© introduction >f ihe gold standard 
to bo immediate hut trial yo-t <ook to a period of 
transition during which it might well be that the 
result of the introduction of gold currency would bo 
actually to increase th© requirements of the people 
for ornaments and hoards. If that be so, if you are 
right in that expectation, will it not be prudent to 
expect that the present normal demand for gold, 
for whatever purposes it is used, not currency, would 
at first be diminished? I should put it this way, 
that tho demand for the conversion of rupees into 
gold, of rupees which are scattered all over th© 
country in small quantities, in the hoards or pockets 

O 
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of various mu all people, will be presented somehow 
in •"onrso of timo for conversion into gold to the 
extent of 10 U crores. Tlie gold which wines into tho 
market for those 100 (Tores, those poorer classes of 
people will get in return even if they want to hoard 
it. Rut tho gold which comos into the country from 
year to year is in the first place imported by 
exchange Banka or bullion dealers or hy tho Govern- 
ment in some muses, and it goes to commoruial men 
who will he more intelligent on tho spot in cities 
liko Bombay and will understand the uses of it. 
On tho one hand, the hoarding requirements if there 
ho any will be satisfied hy ono procedure and the 
imported gold will bo possible to be used in this 
manner, and I do not think there is any inconsistency 
in my position. 

3972. Your present contention is that the figure 
for tho gold would ho reduced in that manner. 
Never tholess, agreeing that it is sonic large figure 
as to tho further requ irenio tits of India for gold, 
would yon care to express any opinion as to what 
effect on tho gold prices of the world at largo a 
demand of the magnitude to which I have inferred 
would have?- In tho first place I would stare with 
tho remark that even if you say that a large demand 
for KM) crores of gold will be them, it will not bo 
in any ono particular’ year, 'i’ll© detailed stages 
which are suggested hero tell us that it will be about 
ij or 111 years; and if the demand of 100 crores worth 
of gold is spread over alwut 10 years, tlio eiroct on 
the gold .prices in the world cannot be appreciably 
great. 

«97fl. At tlio same time 'you are taking into 
consideration no doubt tho actual probabilities as 
regards tho future quantities of production of gold 
in l ho world?- Yes. 

11074. Are they in your opinion likely to increase 
or decrease? 'flics world demand for gold with 
reference to its production is less. In tlio footnote 
io the Section headed 11 Effect on Gold and Silver 
Market x ” (Appendices, page 183) 1 have quoted tho 
opinion of Professor Carina u. That is a very recent 
statement. I have forgotten to give the date but it 
is 11123. 

3975. To which words are you referring at the 

moment? The last paragraph: 11 Thus on tho 

whole there is reason to fear a fall in tho value of 
gold and a rise of general prices rather than the 
contrary.” 

3976. You, therefore, are of opinion that, if this 
demand can be distributed over 10 years, there may 
bo some effect on gold prices. Would you say tliai 
tbero is no importance to be attached to that at all? 
— There may bo some effect on tho gold prices 
but nothing of a serious character of which we need 
be afraid. 

3077. If, on tho other hand, those worse possibilities 
to which T have referred wero to occur and the 
demand were to bo concentrated in a very much 
shorter period, what would your opinion ho ns to the 
possibles effects uf that state of affairs? — if such an 
emergency did arise---l am assuming it theoretically , 

1 <lo not believo in tho possibility- -tbero would cer- 
tainly be a greater effect on prices than oLherwiso and 
tho gold prices would bo affected, certainly. 

31)78. And any other serious disturbances of this 
sort, I imagine, you would consider to bo a matter to 
be taken into grave consideration from the point of 
view of the interest of India herself?- 1 look at it 
from the other point of view. On the introduction of 
any sound system of currency for any country what- 
soever, there will always bo some troubles and some 
cost in introducing it because it will he somewhat of 
an experimental nature; it will bo difficult to pro- 
phesy what is going to hapjien, and some risk will 
have to ho taken if wo want a sound currency system, 
and ] for one am prepared to take the risk of the 
emergency which you point out, in view moreover of 
the fact that tho world demand for gold with refer- 
ence tho supply is not great. 

31)79. You outline the manner in which you propose 
to attract this additional gold that is required. It is 


based upon borrowing? ‘Borrowing is tlio ultimate 
stage. 

3980. If you work nut the intermediate stages, in 
fact you are borrowing credits against which you 
draw gold, though it does not appear like that on the 
surface. If you get the thing down to what is ac- 
tually happening under the method you propose, you 
are borrowing credits in a gold centre against which 
in one form or another 3*011 arc drawing gold to the 
country, ami if you (lid not get those credits, you 
could not force the extra import of gold? — Quite so. 

•1981. Now I want to clear up what you say hero 
us regards the effect on the gold and silver 
markets (Appendices, pago 183). You say: “India 
Inis every right to reform her currency, and 
the other countries aro strong enough to 
manage their own affairs if they are adversely 
nlfoctcd hy the action of this country and, 

further on, “ if now fndia asserts her right to have 
gold for tho precious exports which she sends abroad, 
it is nobody’s business to interfere.” One might en- 
tirely agree with those sentiments and 3 * 0 1 find there 
was another aspect to be considered. Will you as- 
sume with 1110 for tho moment that other countries 
might make up their minds that they did not want to 
part with gold to India. That is what 3 *ou are really 
contemplating here? -J am prepared to make that 
assumption. 

<1982. They might say, wo do not see why w*o should 
part with gold, which gives us various advantages in 
exercising power in the money markets, in order to 
let India liavo a gold currency. If that was so, sup- 
posing they took that attitude, granting that it 
might be quite unreasonable, nevertheless how could 
India enforce her demand against their reluctance, 
since, if I may point out the point of my question, 
wo have already agreed that her capacity to draw* gold 
to this country must depend upon iier obtaining 
credits at a foreign centre?- The first stop would he 
due to the excess of exports. We are getting gold of 
course for our excess of exports; and in the last al- 
ternative, if the excess of exports is not adequate, I 
think I said that borrowing or external credits would 
be the last alternative. 

3983. You will agreo with me that 3 *our method of 
drawing gold to this country is ultimately based upon 
your obtaining additional credits in excess of the 
total exports of the country; otherwise there is 110 
point in it?— If we come to the last stage when that 
becomes necessary, it will certainly have to be re- 
sorted to. 

.'198-1. Wliat. T want to ascertain from 3*011 is, 
making these assumptions, supposing that there is a 
reluctance on tho part of the possessors of the world's 
gold to lot India liavo it, how could India force it 
when her capacity to get it depends on her being able 
to raise additional credits?- -If that last stage has to 
1)0 resorted to, there is 110 question of force on the 
part of India: it will he a question of diplomatic 
negotiations. During the war period, for example, 
wo got largo amounts of silver from America hy nego- 
tiations; and it would certainly be possible hy 
arrangements with tho big holders of gold, tho Bank 
of England or tho Federal Reserve Board, to givo us 
tlio necessary 11 credits.” A system of negotiations 
or friendly arrangements by which the gold may come 
lo us may he divided and I do not think that in im- 
possible. 

3985. That is rejecting my assumption that the 
Federal Reservo Board is unwilling to let you have 
gold. You cannot conceal from the Board that these 
credits are required for the purpose of increasing 
India’s gold supply. If she made up her mind that 
sbo did not want to give you that gold, there is no 
method of compelling her to give credits? — There is 
no method hy which 3 rou could compel any foreign 
power. 

3986. Turning then to the topic raised by 3 ’ou, 
ono may be really dealing with practical diffi- 
culties and not merely with the assertion of a right. 
Y T ou may he prepared to assert your right, but never- 
theless one might be up against a practical impossi* 
bilityP — I think the subsequent paragraph if read 
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along with tho preceding paragraph will make the 
point clear. There I point out: “ Proposals for the 
establishment of a gold standard with a gold cur- 
rency in India were made on several occasions before 
this,” since 18G4, from various authoritative sources 
and on many an occasion. Somehow those proposals 
were turned out because there were certain vested 
interests. It is that historical complaint which I am 
making in tho socond paragraph that it was not right 
for those who wero in power then not to part with 
their gold as they did in tho past, and their attitude 
was as unreasonable as that of the Federal Reserve 
Board would bo under the supposition you are making 
just now. 

3967. That is a question on the merits; my lost two 
questions wero realty, assuming tho merits, what 
means there wero of enforcing them? — Wo have iio 
means of enforcing it; the only moans arc negotia- 
tion. That is perfectly clear. 

3988. Now to complete tho picturo, what in your 
opinion would ho the effect upon the silver market? 
Tho figures are these. There is Uw 100 mires cumin/ 
hack from the outstanding rupees and thcro is tho 
90 ernros in tho reserve, so that we aro defiling with 
something of tho order of about 200 erores of silver. 
That comes on to the silver marked. Might that also 
ho increased in your opinion nr not hy tho soiling of 
silver held as stores of value in the form not of nipws 
hut of ornament* or other forms of treasure?— ft will 
not ho very great; it may he a little; it may ho in- 
creased to a very slight extent. 

3989. W f o must reckon upon the possibility of some 
increase hut not. in your opinion, a great increase? - 
Yes. 

3990. Passing then to our ascertained figure of 
209 erores, what is your proposal? How would you 
propose to deal with the 200 erores of silver which will 
lie liquidated ? — It will have to ho melted ami sold 
over a series of years. In Lho paragraph headed 

11 Sale of Silver ” (Appendices, pngo 183). T suggest 
how the sale of silver will involve the Mover n- 
mrnt in a loss; first because the rupees are tokens 
and second because it may have a depressing effect on 
tho silver markets. The first loss is quite definite and 
obvious. 

3091. Have you been able to estimate at all how 
much on an average will he realised hy tho sale of 
this silver? — If the salt.* of tlieso largo stocks of 
silver is spread out over the transition period, say 
ton years with wliieh wo start, it would mean about 
20 erores a year. 

3992. For tho purpose* of your calculation, have 
you made any rough approximation as to what you 
think would lie realised hy this silver ?--■]. linvo not 
made a calculation; hut I am prepared to hazard a 
guess. Tho present price is about 33 pence per 
ounce. If tho 20 erores of rupees are melted into 
silver, it would be less because it is a token coin. 
Really we will bo putting on the market silver worth 

12 or 13 croros at tho most. Now if tho 20 erores 
worth of rupees are melted, the silver bullion would 
ho niiieli loss. I am giving tlio figures approximately. 
Now if you put that amount of silver on the market 
you will get only 12 or 13 erores. Tho depressing 
effect on the silver market- need not lie very great. 
It may bo to a certain extent, of course. Wo shall he 
realising instead of 33, 30 or 28d. 

3993. You say it will not lin very great? If my 
memory serves ine rightly, the actual amount of 
silver bullion which you will he selling is three times 
the total world sale in one year?— That would ho the 
total sale, not in onu year. 

3994. You will bo selling three times the total pro- 
duction for ono year. Realising that ono has to deal 
with an amount of that magnitude, do you think it 
is safe to assume that the effect upon the silver 
market would bo slight, when you are selling three 
years’ production P — The loss in selling the silver is 
there in any case. But tho question is how to mini- 
mise the loss. 

3995. You aro considering wlmt the effoct upon the 
ruling price of silver would be? — In selling the silver, 
Government may be given discretion and full dis- 


cretion with reforeiioo to tho condition of the silver 
market from time to time over these serios of yearn 
and I think tho loss can bo minimised. 

3996. Tho longer they hold and tho longer they 
spread tho sab*, lho more they aro losing by keeping 
idle a thing of value? That may lie considered to bo 
4»no of tho items in tho cost of in trouticing gold 
standard and gold currency. 

3997. Aro you prepared to expre.-s any opinion as 
to what effect this would liavo upon the silver markets 
of the world?- -I am prepared to say generally that 
lho effect will ho there; bill it will not bo of a very 
serious character. T uni not certainly well conversant 
with the silver markets to say what, it would bo 
exactly. 

3098. That, requires a very intimate knowlcdgo of 
a very specialised market, does it not.?-- Yes. 

■'£>99. Lei mo turn now to tho cost of this j-chomo. 
Havo you mado any investigation ns to wliat tlio 
eost. of introducing your scheme, first and last, would 
he? Tho first item, as I liavo just hinted, would 
bo (ho loss on the sale of silver. Tf you havo to rrmlt 
and sell mi in lie'll silver, which is nominally worth 
200 erores, and if we have so mo substantial loss, 
that will ho the first important loss. The second big 
item would fie the external credit, so much additional 
dobl and the consequent interest charges. The third 
ilom may ho what you just, now suggested, namely, 
(ho hiss of interest on tho holding of largo stocks of 
silver, locking thorn and not investing them or not 
being ablo to invest thorn. Tt is very difficult to givs 
exact, figures for one in my position. 

4000. I wonder if you could expand vour answer 
a littlo as to what tlio actual loss would bo. I am 
considering now (ho loss in tho accounts of lho 
Government of India on the introduction of thm 
scheme. Do you mean that, von would take tho 
difference between tho token value and the bullion 
value of the rupee as a dead loss to the Govern- 
ment? In the Government accounts they havo 200 
•Tores <>r rupees, roughly. Tf they are to ho melted 
and sold and they get some loss, that will liavo to he 
written off. As against this, of course, the Govern- 
ment has got the gold standard reservo which has 
been built out of the coinage of rupees. 

4001. And tho further elements? - They aro tho 
external credit and tin* consequent interest charges. 

4002. As a result of iliis method of calculating the 
cost, have you boon able to arrive at an estimate as 
to what the scheme would cost?— I am sorrj’ T was 
not ahle to make exact estimates. 

1003. Tho cost of any scheme is a very material 
consideration, is it not. as to whether it is desirable 
and to Ik* recoin mended? — T quite appreciate that 
eoiitciitiou. Sir. My position has been that l-lm 
general lines which I liavo suggested might. h«» 
adopted. 

4001. You would not go so far as tn say that such 
a change would he worth making at- any cost? — I tin 
not say that. T have tried to suggest, a balance of 
advantages, and I have laid down that there would 
he some cost; hut it will ho within manageable 
limits. 

.lOn. 1 *. Let me put it to von ill this way, what will 
In* the ui most you will be prepared lo pay for the 
introduction of a full gold standard ?- -Even if our 
public debt increases hy M) erores of rupees or ovoii 
a little more, I do not think it would bo a serious 
matter. 

4006. Tho public debt would bo :V".cr eased hy 50 
i-rores; that is, a capital increase?— Yes, there would 
he an annual recurring charge of n few erores of 
rupees on account of loss of interest. 

4007. A few erores? — I nm assuming it will be 
about 2 or 3 erores. 

4008. A capital increase of 60 erores would mean 
an annual charge of about erores, and then you 
are contemplating some other cliargo which you 
spoke of as 2 or 3 erores?— I included in ths 
annual charge the interest on tho capital debt. 

4009. So that you mean that your answer to the 
more general question is that you aro prepared to 
pay 2 to 3 erores ?— Yes. 

O 2 
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-ir 10. Ami von think tlio country would get value 
for tin* inoiiev?- More than tho value. 

1U1I. It will ho more than worth while to get this 
gold t*u rroiit'y at that cost?- -Yes. 

■KipJ. Tin- concluding questions I have to AKk nro 
:is to the ratio at which you think it is desirable to 
fix the ruiMv. Here 1 have some little difficulty in 
apprehending the proposal. You recommend, in the 
first place, the minting and the circulation as a gold 
coin of the uiohiir, a muhiir to be equal in weight 
and fineness to the sovereign. I should ask you on 
this point what you consider to be tho advantages of 
the mohur ns against the sovereign for the purposes 
of circulation ? — The only difficulty with reference to 
the sovereign which I have pointed out is that of 
minting it in India. There Iiiiyo been difficulties in 
tho past in connection with tho minting of 
sovereigns. 

-1(11-1. The minting of a sovereign in India requires 
the presence of a branch of the Royal Mint. Are 
you of opinion that that is an unworkable arrange- 
ment or one that is likely to cause difficulties p — I can 
only look hack to the history. When proposals were 
made in the past, in 1900 for instituting u gold mint 
and for minting the sovereign as recommended by 
the Fowler Committee, difficulties raised by the 
Royal Mint or the Treasury, whichever it is l don't 
remember, came in the way. 

•1014. A lira noli of the Royal Mint was actually in 
operation in Bombay P Yes, temporarily during tho 
war. 

4015. Supposing it to ho the ease that it was 
worked smoothly and without friction, what would 
bo your objection? — I would modify it in this way. 
When in 1918 the coinage of gold on account of war 
conditions was thought necessary, perhaps Govern- 
ment approached the authorities in England to con- 
stitute an Indian mint hs a branch of tho Royal 
Mint. But T believe negotiations were delayed or 
took more time than required. It was an emer- 
gency situation here, and Lho Government hud to 
coin the nioliur before tho necessary sanction was 
got and liioliurs in largo quantities were coined. 
Subsequently the sanction wiw received and the 
sovereigns were coined. 

401 (S. Those difficulties to which you refer relate to 
the difficulty of getting the mint started. Once a 
branch of the Royal Mint is started here, do you then 
look upon it as an arrangement which is likely to 
cause recurring difficulties?- -It will depend upon the 
nature of the arrangement between the two authori- 
ties. If the Indian mint is moru or less independent 
for its own purpose and if the mutual arrangement 
hut ween t he rndian and English authorities there is 
a possibility of smooth working, then there is no 
objection in principle to having a sovereign. 

4017. That is the negative) disadvantage of the 
sovereign. What uro the positive advantages in 
favour of the gold mohur? Will you direct, your 
mind in replying to that question to the possibility 
«»r the gold mohur not being so widely known or 
relied upon as the sovereign which is familiar, parti- 
cularly in the Punjab and elsewhere? — 1 should 
believe that both the coins, mohur ami the 
Mtvcreign, are familiar. Refore the sovereign was 
thought of ill 1899 and before it was declared legal 
lender in our country, inoliurs were coined and were 
in existence till 189.4, when the mints were dosed 
lo I he free coinage of silver and they were also by 
the same Art cl -sell to the free coinage of gold. But 
till then the Indian minis were coining gold and 
gold iiioh ill's freely, though gold coins were not Icgul 
tender in the country, so that tho people are accus- 
tomed to tho gold mohur even as thny are in recent 
years accustomed to tho sovereign. Tho only objec- 
tion is that of minting. It may bo that in some 
parts a particular coin is inoro familiar than the 
other ; hut if they are of tho snino weight and fine- 
ness, 1 do not think there will be any difficulty. 

1018. The mohur might bo familiar in historic 
times; hilt was it not changed ill recent times? — 
In 1918, when gold coins were coined, tho number of 
iiiohurs coined were larger than the number of 


sovereigns coined. In 1918, during that temporary 
war in ensure, the public did not have many oppor- 
tunities of acquainting themselves with any of those 
gojcl coins. From what J remember of tho history 
of tho period, I think their career was a very brief 
one. 

4019. Now coming to tho question of ratio, you 
recommend tho adoption of u ratio of 15, that is 
what is commonly called tho Is. Id. rupee, though 
you would not prefer that phrase with reference t.o 
your standard. Will you please explain what pre- 
cisely you contemplate. Under tho heading “ Rato 
of Internal Exchange ” (Appendices, page 184) 
you say, “ Besides it is not likely to do any 
iianu which tho opponents of ihiH ratio may 
point out, because the supposed harm is with 
reference to tho external value of the rupee, which 
is no longer required to ho considered. 11 By fixing 
formally the stable value of tho rupee as one-fifteenth 
of a mohur, which is equivalent to a sovereign, 
does one eliminate all the consequences of a change 
in the gold value of tho rupco from its present 
estimation of Is. (id.? When this would ho in opera 
lion, when the full gold standard lias been estab- 
lished, if you take the analogy of England, tho 
rupee, when it is declared a limited legal tender, 
will have a position similar to that of tho shilling 
in England. The shilling is rated for internal pur- 
poses with the sovereign or sterling ns one-twentieth 
and the people of England have been accustomed 
to it. It is a mere matter of convenience to rate 
the subsidiary token coin with the unit of currency 
at any convenient ratio. It is a matter of con- 
venience moro than of principle. 

1020. This is perhaps an immaterial point that I 
am going to refer to now. That is so, no doubt, 
hut it will he many a long day before prices and 
rates of exchange are quoted in inohurs? — I should 
think on the other hand as soon as it is announced 
that llie gold standard is decided upon and definite 
stages are being worked out, the coiiiiucreiuL public 
and the exchange hanks who deal in this business will 
of course turn their calculations in tho righL 
direction. 

4021. The relevant point hero is that the gold value 
of the rupee at present stands at the Is. (id. rate. 
You propose that the gold value of the rupee should 
bo changed to the Is. -Id. rate? — Yes, Sir. 

4022. That involves, docs it nut, certain readjust- 
ments?--- During the transition period? 

-1024. Yes? — The rupee so long as it is not declared 
limited legal lender, in other words, so long as it is 
unlimited, the market rale will have lo ho respected. 
It will he very difficult, it will involve unollicr process 
if the rate lias to he changed. Oil tho otio hand 
during the stages of the in 1 reduction of the gold 
standard, there will he one set of difficulties for Gov- 
ernment. On tho other hand, lho rupee will Jiavo 
to ho left as it is for some time. But as soon as 
it is declared limited legal tender, it loses that im- 
portance for exleruul purposes. 

•1021. What is your view regarding the immediate 
future? r understand that tho situation is to bo 
dealt with at once by the Government undertaking, 
through tho Imperial Bank, to buy mid sell gold 
Recording to the par of exchange. What in your 
recommendation is the par of uxclinngc which should 
ho adopted forthwith? Are you in favour of ro- 
Laiuiug tho present market rate of the 18 penny 
rupee or taking stops to readjust matters so that 
the rupee should stand at thn rate of Is. 4d.? — in 
the introduction of tiic gold standard during the 
early stage on tho one hand if efforts nro made to 
reduce tho rate to Is. 4d. it may defeat tho purposo 
of the gold standard. . If the rupee is to be reduced 
to Is. 4d. it will involve sonio additions to the cur- 
rency and the gold standard measures will be fighting 
against tlio volume of mpeo currency. Olio should 
not therefore expect to see rupee currency rising in 
volume at the time when we want to reduce it. From 
that point of view I would let alone the Is. ffd. ratio 
as it is, provided these measures are right away 
Rtarted. 

4025. But would you not take any immediate 
measures to alter the rate of the rupee? — No* fttr> 
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4026. Then I do not quite follow why you recom- 
mond that ultimately it should be fixed at 15 to 1. 
Supposing the rupee went on ns it is. successfully 
stabilised by the operation of the machinery to which 
you refer here, its value is kept stable at 1ft pence, 
liow would you eventually effect the transit ion from 
tlio 13 and one-third ratio to the 15 ratio?— The 
only argument in favour of the Is. 4d. ratio is that 
it is popular because the people are accustomed to 
it. There is no objection in principle to having 
any ratio either 2s. or Is. ftd. ns soon as the rupee 
becomes limited legal lender. 

•1027. Supposing when you finally tnko the step to 
which von refer of limiting the rupee as legal tender, 
you limit tho rupee as legal tender, and, after giving 
rupees ugainst gold, supposing then the happy stale 
of affairs still continues which you are contem- 
plating. that is, a stable rupee at Is. 4d. continues 
up to that point, you would then take stops to adjust 
tho ratio from Is. Oil. to Is. 4d., because wo must 
recognise that it will not get them of its own accord, 
if the stabilisation scheme is effected. Let mo put 
iny question to you in a shorter way. Hupposiug 
that tho rupee continues stable at 18 pence until 
tho time comes for the limitation of tho rupee as 
legal tender, would you then at that period fix the 
number of rupees in the sovereign or inohur at. 13? — 
In principle I start with the proposition, if I may 
repeat it again, that there is no objection to fixing 
the rupee when it is limited legal lender at any 
rate, and therefore if tho Is. Od. rale is familiar, if 
the people have got themselves accustomed to the 
Is. (id. rate after tin* successful introduction of the 
gold standard and tho stage has arrived when tho 
rupee is made limited legal lender, I do not object 
to the ratio being Is. (id. or any other. 

4028. I think the immediate consideration for the 
inform;! I ion of the (Viiiuiiissiou is that you do not 
immediately propose taking any steps to effect, by 
additions to the currency or otherwise, an alteration 
in tho present current rate? On the supposition that 
tho gold standard is being introduced. 

4025). On the supposition that an exchange 
standard is continued, to explore your opinions in 
all their alternatives what would you say then ns to 
tho rate? In that ease under an exchange standard 
tho external value of the rupee will have an im- 
portant place in our consideration ami the imports 
and exports of the enunlry will he affected and prices 
will he affected by either rate. 

4030. What conclusion would you draw from that? 
— My conclusion is that wo should revert to the 
Is. 4d. rate. 

4031. Let us examine that position and ascertain 
what your contentions are there. On what principal 
grounds do you base the desire for a Ik. 4d. rate ill 
contrast with the Is. 6d. rale under those conditions? 
■"The main ground is that we are more an exporting 
country Ilian an importing country. The volume of 
cxporls being larger Ilian the volume of imports, 
with the Is. 4d. ratio the people of tho country are 
likely to bo at an advantage. 

4032. Is iL your opinion that the export trade is 
per ma neatly benefited hv a lower absolute rate of 
exchange than by n higher rale? I was going to 
support tliiil pitfdlion by u second position. If tho 
gold oxelmugo standard is to he maintained at par- 
ticular rates, the rupee stabilised at a particular 
rate, then in addition to the advantage to the export- 
trade the question of the Cover union l being able to 
maintain the rupee at a particular point is also to 
lio considered, in a counLry like ours- 

4033. Just before wo go on to that, I rather 
gathered from your previous answer it was your 
opinion that a stable Is. 4d. rate would permanently 
benefit the export trade more than a stable la. (hi. 
ratoP — Yes, generally speaking. 

4034. That is your opinion. Now let us pass to the 
answer I am afraid 1 interrupted you in giving just 
now? — In a country like ours where there is a 
possibility of families, when we have scarcity mid 
famine, our normal exports will bo affected, nml it 
is during these times of nn adverse balance of trade 
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that the Government has to use its resources to main- 
tain tho exchange value of tho rupee. If the late 
is fixed up at a high rate, Is. (hi., higher than the 
pre-wnr normal rate, then the difficulties of main- 
taining the rupee are greater than the difficulties in 
the other case. In times of adverse, balances you will 
agree, Sir, that tho tendency will lie for tho rate 
further to ho depressed, to go down, and if the rale 
of exchange' is fixed at a higher level, the resources 
which tho Government of India will have to employ 
to maintain tho exchnngo will ho greater than with 
tho rate at Is. Id. So from the practical poiuL m 
view of the Government’s own resources tho Govern- 
ment themselves being able to maintain a rate under 
the gold exchange standard system, 1 should prefer 
tho Is. -Id. rate. 

4035. To Kiimmnri.se that reply, T understand it is 
further your opinion that, a£ between two stable 
rates, tho Government of Tndia will find it easier to 
maintain a lower stable rate rather than a higher 
one? —Yes. 

•1036. By what measures would you secure the re- 
duction of the rate from Is. fld. to Is. Id.? --Under 
the gold exchange standard? 

4037. Yes, all our questions are now proceeding on 
that assumption? — I have necessarily to differentiate 
between tin* two because T believe in the other system. 
The only method to-day is to increase fhe voluific of 
currency in a suitable manner. 

4038. What reactions would the increase in tin* 
volume of the currency, which will no doubt make its 
effect felt- upon prices, have upon the trade and 
industry and upon the people of the country ftt 
large, Inking Lliem in tlieir relcvnnt aspect, in this 
connection as debtor and as creditor? The first effect 
will be that the prices will rise to that extent, to 
tho extent that the Government succeeds in reverting 
to the 1«. 4d. rate; hut as I stated in the hegi tilling 
a somewhat higher level of prices is beneficial to the 
country, wo being interested more in large volumes 
of exports than imports. Imports will lie dearer to 
that extent, hut we shall he benefiting the exports 
of tho country, and our exports are mostly raw 
materials and food-stuff's, agricultural product*; and 
our population which is also mainly agricultural will 
therefore he benefited. On the whole, therefore, the 
greater proportion of the population will stand to 
gain by the Is. 4d. ratio in spite of the fact that 
there will l>e some amount of increase in prices. 

4039. Very crudely put, tho increase in prices may 
benefit sellers hut it must ho to the detriment of 
buyers? Quite so. 

4010. What makes you prefer the benefit to th» 
seller rather than the detriment to the buyer? - 
There is one feature of our economic life which I 
may point out. Let us take the largo masses of tin* 
people in the interior, in tho villages ami districts. 
Even if an agriculturist is growing, say a thing like 
col ton which ho necessarily is interested in selling, 
as a rule we find the same agriculturist in some other 
fields or in some part of his holding growing some 
fond stuffs just enough at least for his own main- 
tenance nml his family; and we find therefore in the 
large majority of cases food-stuffs and other materials 
of immediate necessity and the daily requirements 
arc grown by the agriculturists on their own fields 
for tlieir own consumption and not for buying and 
selling. If there is a surplus of course they won hi 
well it, hilt nob otherwise; so that the higher level 
of prices which would come into existence will not 
affect these parties; in other words I mean the largo 
mass of tho people aro more interested in selling 
tlieir goods than in buying; and ns sellers of course 
they will benefit. 

4041. Let ns recognise of course that there is a 
primitive community, if you can imagine a perfectly 
primitive household that produces the whole of what 
it needs on its own farm P— I did not say that this 
was so in a particular case; it is there in very ninny 
cases. 

4042. T just want to analyse that ft little. In the 
fimt place you can consider a perfectly primitive 
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household that produces tho whole of its own rcquire- 
monts from its own farm. That, in its happy state 
of nature, is not affected by prices at all? — Yes. 

4043. Then you have the other community in which 
part of tin? pr<xluce is sold and money is received for 
wlint is sold. That money represents tho value, which 
is used again in the purchase of someth iug else. 
What permanent difference does it make to such a 
household when prices rise or fall, since adjustments 
have taken place, if wo consider that, although it 
gets more or less for whnt it sells, in proportion it 
can buy more or less? — If we had Mich a tdato of 
affairs when all the millions of households in this 
eouutry, agriculturists, chiefly, were in tin I ito;/«>ry 
which «M'onomi8t8 would call money economy in its 
ordinary sense*, then this difference would not exist. 
But the country is in a state of society where a large 
number of people arc in tho earlier stage -you may 
call it primitive to a degree; and they are not likely 
to change materially very soon in the near future. 
In that state of society they are certainly more 
interested as sellers than as buyers. 

•1044. Tho most primitive stage to which you have 
referred, where people neither liny nor sell, we can 
understand; but I still fail to apprehend why, in 
the further stage to which you have referred, they 
aro more interested in one capacity than in the other. 
Tho money they get they want to use again? In 
the first place taking t-lie agricultural family, its 
immediate requirements aro as a rule fund-sl uffc, 
and their needs are satisfied by the efforts of the 
household itself, if wo take that as a sample. So to 
that extent tho agriculturist does not buy in tie* 
market. Of course ho lias other requirements, 
luxuries or some other necessaries which he is not 
able to so supply and to that extent he will Ik* buying 
in the open market; hut his total buying transactions 
will l>o less than in tho caso of any other household 
which will bo dependent only on purchasing its goods 
and not supplying its necessaries by iU own efforts; 
whereas the surplus goods which a household pro- 
duces and which it does not consume itself, it will 
bo interested in selling; so on a balance, I believe 
that tho buying transactions will ho less than the 
selling transactions; and of course tho surplus which 
the family receives is stored up or turned into orna- 
ments mid so on. 

4045. Tho purchase of ornaments is a purchase like 
any other? — Quite. 

4046. If it is valuo stored up, it is value Tor a 
future purchase? -Yes. 

4047. And the interest as regards that store of 
value is precisely the saino as if it was used up for 
immediate purposes? — I quite see it; there is an 
offset to that extent; T do not deny it. 

4048. 1 think 1 may summarise your cvidenco by 
saying that, recognising that there are disturbances 
resulting from ail increase of currency necessary to 
achieve Hit- new ratio, you aro nevertheless of opinion 
that there are |iernianent benefits to be gained from 
the establishment of a lower ratio which, in your 
opinion, aro more than offset by the disturbances 
which would result from getting there?— Yes. 

404!). (Chairman.) That completes the questions 
which I wanted to ask you. I have no doubt some 
of my colleagues have supplementary questions to put. 

4050. (Sir 7 tujendranath Mookerjee.) Food is as 
much a necessity as clothing? — Yes. 

41151 . The poor man would rather have his clothing 
first; lie could beg his food, but lie must havo cloth- 
ing in order to ^o from door to door, i. e., lieforo ho 
can leave his house; therefore if your exchange 
benefits the agricultural producer in tho country he 
will have to pay more for his clothes. Which do you 
consider to bo more advantageous to him? — In tho 
first place 1 would say that though there may be a 
certain class of people who may prefer the acquisi- 
tion of dr ess to the acquisition of food, on the whole 
I do not accept your premise that people would prefer 
dress to food. 

4052. I will not say prefer; say that they are both 
equally important; thoy cannot do without dress P — 
My answer to the chairman wus this ; tho requiro- 
nienfte of an agricultural family may be divided into 


several classes; the primary requirement of coune 
is food, and tho other is clothes. One of the funda- 
mental requirements is met by the efforts of the 
family itself, for which it has not to enter the market. 
Of course to the extent to which the family does 
enter the market to purchase the other requirement* 
it will be affected by the level of prices. 

4053. And you admit that by lowering the exchange 
the other prices will go up, that is, clothing or the 
other necessaries of lifo? — Yes; exeept what is its 
own produce. The prico of food-grains in the bazaar 
w ill go up certainly; but the agricultural family 
depends on its own produce in the field ; it does not 
go into tho market because it does not buy there. 

4054. He will have to buy other necessaries of life? 
— To that extent of course ho has. t 

4055. (Sir .Uvuanihr Murray.) In your statement, 
under the heading “ Remedies ” (Appendices, 
page 180), you quote from Dr. Gregory regard- 
ing the effect of tho gold standard system. 
1 expect you will also accept Dr. Gregory's 
statement at page 12 of his hook that in “ gold 
exchange standard countries the snme effort was 
achieved, directly, by immediate sale or pur- 
chase of tho local currency against gold.” You give 
the effect of the gold standard quoting from Dr. 
Gregory. Dr. Gregory also in tho same book says 
that the same effect is arrived at in gold exchange 
standard countries as in gold standard countries?- - 
May 1 have tho book for a while? 

4056. You quoted from pages 46 and 47; that is 
exactly on tho same subject; ho is writing in tho 
same connection?- -On page 43 I have quoted a 
paragraph. 

4057. 1'iiges 46 and 47 you quote from? — T am 
pointing out another place; that is with reference to 
tho whole answer if you do not mind. On page 43 Dr. 
Gregory doscrilies the existing system in England of 
tho Bank of England buying and selling gold; that 
is tho gold exchange standard system. Tho system 
of currency in England at present by which wo have 
full legal tender notes only and gold is bought and 
sold by tho Hank of England is described by Dr. 
Gregory as the ideal gold exchange standard .system. 
Now, the gold exchange standard with which wo are 
familiar in this mini try is certainly different. So 
tho meaning that Dr. Gregory had in mind is 
different from tho meaning attaching to tho phrase 
with which wo are familiar. 

4058. On page 12 lie is talking not of England as 
it exists to-day, but of the gold exchange standard 
countries :is they existed in pre-war days, and ho 
suggests that tho samo effect was arrived at under tho 
ono system as tho other? In the first place, I do 
believe that the phrase is used by Dr. Gregory with 
a meaning different from that which we have in 
mind. Tn the second place, ibis statement made by 
him is subject to tho qualification so long ns the gold 
exchange standard system works systematically; if it 
breaks on account of any defect in the system itself, 
of course this remark docs not hold good. 

405$). Similarly, just os the gold exchan go standard 
broke down in some of the countries owing to tho 
war, the gold standard also broke down in other 
countries? — Of course; that is true of all human 
institutions. 

4060. Ono of your objections to tho gold ©xcliango 
standard and ono of tho defects which you refer to in 
your tl Sum in ary of Defect* ” is tho management- 
of tho system. To quote again from Dr. Gregory; 
lie says that 11 tho currencies of all commercial 
countries before tho war, even those which 
were full gold standard countries, wore 1 managed 
currencies * ”P— I don’t object to the fact of 
a currency being managed. To a certain extent 
the management will bo there under any system of 
currency; oven under the proposed gold standard 
there will he some amount of management, if not by 
tho Government, by the Imperial Bank on behalf of 
the Government. But if the management is such, in 
tho first place, that it is understood by the people, in 
the second place that it has no adverse effects on the 
condition of the people, and in the third plaoe, that 
there will be no possibility of misgivings, that in if 
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the management ie in the hand* of ezperte and eo 
on, then there ia no objection. In other words, an 
littlo management as possible ia desired. 

4061. Quite true, but you will admit that there ie 
management nowadays under both systomsP — Quite 
so. Management there is, but the less the hotter. 

4009. And, quoting again from l)r. Gregory, 11 it 
may be argued that tho necessity of faring tlio pos- 
sibility of heavy American exports of gold proves 
that the gold standard in the post-war period is itself 
a 'managed currency ' "P- 'Again, the answer is the 
same, Sir, that management does exist in hath 
currencies; it is a question of degree. 

4003. That is all I want. One other point. You 
refer to the fact that immediately after the introduc- 
tion of a gold standard there will in all likelihood 
he a rush for gold — tailing off later on ns it becomes 
better u nderstood ? —Yes. 

4064. Now, in that connection, have you considered 
what effect the introduction of the gold standard, 
With or without a gold currency, will ha\e on the 
question of hoarding P I mean, will tho im*\v part to 
ho played in India by gold ns a basis for money not 
givo it an increased prestige and increase tho 
demand for its use as ornaments and in the arts, 
apart from its natural suitability for hoarding? -T 
think otherwise, Sir. That them will he a great 
possibility to unhoard the existing hoarded gold in 
tho country if we had the gold standard with gold 
currency. 

4065. The point I want to get at is- does the 
ruising of the prestige of gold as a basis for money 
in India not add to tho attraction that it will have 
for the people of Tndia for ornaments and crafts P 
Now, 1 speak from iny own oxporienoo in that con- 
nection, because I have soon poor people in my time 
wearing, first of all, shell ornaments, then later on 
metal ornaments, first brass, then silver, and then 
gold, and T mean, as you raise the prestige of the 
metal in tho country, will them not bo an increased 
demand for gold in tho country for ornaments 
instead for tho silver ornaments which people 
hitherto have preferred largely because this metal 
was in tho rupees si mu olden da.vsP — r don't think 
so, -Sir. Those who are at present in a position to 
acquire gold of course gold is available! in tbs 
market though it is not useful as currency — those 
who are rich enough do use gold ornaments now, it 
is only these people who will bn using gold ornaments 
in the future and the increased demand for gold for 
ornamental purposes — I do not sco how it could 
arise. 

4066. You do not appreciate the fact that the 
raising of the prestige of the metal will make any 
difference in the typo of ornaments or tho use it is 
put to?— I should put it tho other way. The 
prestige of gold to-day is raised in a vnry queer 
fashion, and if wo were to have a gold standard and 
gold currency though it seems a contradiction in 
terms we should ho lowering the prestige of gold in 
India. At present people are honrding gold because 
they put it on sucli a high level as the host store of 
value better than tlio existing currency ; so that you 
will he lowering the prestigo by allowing people to 
unhoard their gold and ur© it as currency. Am 1 
clear, Sir? 

4067. Yes, that is one point of view, certainly. 
One other question. I gather you are of opinion 
that, if gold is made readily available for exchange 
into notes, it would give greater confidence to the 
people P — Yes, Sir. 

4068. Now, why should that boP Is it not the case 
now that noteB are accepted not because they arc 
convertible into silver rupees, bat because the holders 
know that all other people will accept them P I mean 
it has nothing to do in the minds of tho common 
people now, it is of no consequence, whether the 
reserves are of gold or silver, but the fact that in- 
fluences the Indian or any other people in accepting 
notes is tho fact that they will be convertible ?— 
Convertible into rupees P 


4009. Yes, convertible into currency. Therefore, 
it is immaterial what tho nature of the reserves sire 
against the notes. The people accept the notes simply 
beaus© they know that they can pass them on to 
somebody else and use tliem for the purchase of com- 
modities?-- And because of the conviction in addition 
lliat, if they do not want to purchase* tho commodi- 
ties, tho note is equivalent to tho silver rupees. 
They could always demand rupees in return for tho 
notes. Tt is that fact that induces people to accept 
notes as currency. 

4*»70. And they hoard notes also? Notes are kept 
up also by the people?-- I don't, think so, to any large 
extent. They may do so casually in tho serif© in 
which we hoard some notes in our pockets. 

4071. (Mr. Preslnn.) Professor, might 1 direct your 
attention to your Siiiiimjiry of DcIccU, section 1 ? 
As a defect you sav: 11 The sy.-tem will break 
as soon as the price of silver rises to the rupee 
melting point." Then in section fi you say : “ A huge 
token currency of rupees of fluctuating value lias 
come into existence in a Inch the people have lost 
confidence." Now, is it not a fact that section 4 
would be a strengthening factor rather than a 
defect? I fail to understand how you mean, Kir. 

4072. liCt. mo read it again to you. You quote 
certain sunniiariw of defects and you say: "The 
system will break (that is, tho gold standard system) 
will break as soon as tlio prieo of silver rises to the 
rupee melting point." 1 put this question to you - 
is that not a strengthening factor rather than u 
detect ? — I have tried to argue in tho body of the 
evidence that it is a defect. 

407.1. liot me put, it this way- that from my point 
of view, instead of being a defect it is a strengthen- 
ing factor in tho system. I should like to know bow. 
Wh.il we are suffering from in tho land of India to- 
day is a redundancy of silver rupees. W« do nob 
know what to do with them. And you suggest lioru 
that a huge token currency of rupees of fluctuating 
valuo has eonio into existence in which the people 
have lost confidence. You admit it? — Yes, Kir. 

4074. Now, let mo assume that silver went to 50 
pence, that would he nlxmt tho po'nt at- which we 
could melt, our rupees, and if wo could get that con- 
summation which we all desire, what would lie easier 
than to melt down a lot of our rupees at 50 pence 
and get gold, to tlio extent of the silver which ymi 
could melt down? My answer to that question is 
that when T sav in section I that, when the price of 
silver rises to the rupee melting point it is a dcfii't, 
what I mean is that it is a defect in maintaining 
the gold exchange standard system of which tho main 
function is tho maintenance of tho external valuo of 
tlio rupee with reference to sterling or gold. During 
the war, of course, tho experience which you suggest. 
Kir, did arise, and in 1917, as soon as the price of 
the rupee touched 4.1 pence and higher, it was per- 
fectly possible for the people in India to melt down 
riifiees and make a profit. But tho Govornmont 
would never allow such a profit to the people. In 
order to maintain tho currency system going. 
Government has to raise, as it did, the exchange 
value of the rupee and onco again restore the token 
character of the rupee. So that windfall of profit to 
the people is not likely to arise, Sir. 

4075. But then does not that com© within the cate- 
gory of those points which the Chairman brought 
forward as remedial measures? — Hilt mistake was 
made with reference to the date which was 1920, 
February, March and April, if my memory is right. 
The* average price of silver was then shout ttfl; if the 
Government at that time had simply said: Wo will 
not pay 86 pence: wo givo you absolute freedom. 
We cancel our bond; sell it for H6 pence. Lot me 
say that is a state of affairs which T don't think any 
Government in its wisdom would support. 

4076. You would not now call it under a now 
remedial scheme a strengthening factor? -No, Kir. 

4077. You still maintain it ia a defect? — Yos, Sir. 

4078. (Sir Mnneckji Vadabhoy.) Professor Vakil, I 
draw your attention to Ihe section of your memoran- 
dum headed " Gold Standard in Tndia." You say 
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thorn n, that “ In India, under present circuin- 
stiim-fs, tin* sucklon introduction of gold notes ns the 
only lull legal tender without gold coins is likely to 
Ik* ini'iHidcrslood, and may not succeed. It is 
obvious, therefore, that for Borne yearB to come at 
least the gold standard in India will require both 
gold coins and gold notes in circulation. 1 ’ Is it prac- 
ticable that during tho oarly stages of the intro- 
duction of the gold standard we Rhall he in a position 
to issue large quantities of gold? — Yes, Sir. 

4079. It will be. There would be no difficulty ?— 
Difficulties there will be to some extent in acquiring 
the necessary quantities of gold, but in the next 
section headed “ Practical difficulties” I have tried 
to point out what will he tho nature of the difficulties 
and the possible resources. 

•1080. i have seen that. But it will take Bomo 
time for the introduction of gold currency? — Yes, 
Sir. It will have to be spread over a certain number 
of years and in ccrtuin stages, more or less on the 
lines suggested in the scheme supplied to me. 

1081. And it will not lie a serious impediment to 
the introduction of gold? — I do not think bo. 

4082. Will not the people in the country at the 
initial stages bo dissatisfied with gold notes P — I do 
not think so. 

4083. 1 mean gold notes without gold coins. If ho 
presents gold notes ho will not get the gold against 
them. That is what wo arc intending. People will 
not understand. As yon know a gold standard 
cloos not necessarily denote gold currency? — Hence I 
specifically mention that we should havo a gold 
currency. 

4081. We should havo. Ami people at the early 
stages would not ho satisfied with puroly gold notes 
in exchange P — They will not be satisfied without gold 
currency. 

4086. Then you stated that we should roquiro — 
your estimate was about 100 crores in answer to tho 
Chairman — you said we should require 100 crores for 
conversion purposes? — This amount would tako somo 
limn to come out. 

1080. What period would this 100 crores for con- 
version be spread over? — About 10 years, as I said 
ill answer to the Chairman. 

4087. And it would also be necessary to retain a 
large number of rupees on hand for the purpose of 
the convertibility of our note issue? — We already 
have in the paper currency reserve about 90 crores 
of rupees, and wo shall lie getting according to the 
estimate about 100 crores for conversion; that is 
about 200 crores probably in the course of those ten 
3 'onrs, and the idea under discussion was to sell 
gradually these stocks of silver to turn into gold so 
that during tho period when this process was going 
on, there would be sufficient stocks of silver on 
hand. 

4088. Will you please tell us what economic effect 
this huge dislodgment of silver, this huge release of 
silver, would have on the internal prices P— It will 
have no appreciable effect on the internal prices of 
the country because we start on tho supposition that 
the unit of price will bo tho gold coin. As soon as 
we have tho gold standard and gold currency, our 
unit, as l suggested, would be the gold mohur. The 
rupee is to be a limited legal tender, a subsidiary 
coin, a mere matter nf convenience as the shilling in 
England is, for internal purposes. Though people 
deni in shillings for small transactions, tho internal 
levol of prices i not affected by tho volumo of the 
shilling currency. It is tho storling which is the 
unit for the settlement of transactions, and it is tho 
volumo of the starring currency which affects prices 
in either direction; in a similar fashion if we have 
a gold standard with a gold currency, the unit of our 
currency being the gold mohur, say, both internal 
and external prices and our export and import 
transactions will be settled through tho mod in m of 
the gold coin, the mohur; the rupee will be limited 
legal tender, reduced to a subsidiary token position, 
niul it- will have no effect on the level of prices. 
During the transition period it may have somo effect, 
but thnt is worth risking. 
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4099. It is not likely to have any effect on wagesP 
— Yes, not likely. 

4090. In your opinion the price of 60 crores of 
rupees, tho premium which we have to pay for tho 
introduction of this standard, is not high P— Yes, not 
high. 

4091. We have to remember that this increase to 
the national debt to the extont of 60 crores will, 1 
understand, be spread over a fixed number of years? 
— During tho time that wo havo to raise external 
credits, it will not be all 60 crores in a year. 

109*2. llow many yearB?— During the first 10 
years. 

1093. The necessity for raising credits will arise 
whon our existing resources for gold are exhausted? 
— Yes. 

4094. And this extra charge on the revenues of 
India, I understand, will have to be met by 
temporary taxation?— If there is a retrenchment in 
the national finance, if the Government of India 
finances are in a position to meet this extra oharge, 
well and good; if not, I am preparod to have 
additional taxation for the purpose. 

4095. You would even go to the extent of addi- 
tional taxation for the purpose of introducing this 
scheme P — Yob. * 

4096. Your conclusions in answer to our learned 
Chairman regarding the ratio to my mind are very 
important, and 1 want to know exactly if I have 
understood them correctly. You in tho first instance 
argue that if a gold standard is to bo introduced, you 
would continue to keep the ratio to Is. 6d. provided 
the rupee is to be a limited legal tender. That is 
the firBt conclusion. The Becond conclusion you havo 
drawn is that if the gold exchange standard is to bo 
kept, wo must necessarily revert back to Is. 4d.P— - 
Yes. 

4097. And between two stable ratios the Govern- 
ment will find it more convenient to maintain tho 
lower rateP — Yes. 

4098. There is one moro question. In the sum- 
mary of your recommendations, clauso (3) you 
have said that a “ separate gold coin, called tho 
mohur, of the same weight and fineness as the 
sovereign bo issued by the Indian mints.” Then you 
want something equivalent in value to a sovereign? 
-* Practically the same, excepting the name. 

4099. (Sir Atanrckji Dadabhoy.) I may tell you 
that we had two opinions lieforo us; one was that w r o 
should havo an actual gold coin of Rii. 10, another 
was that wo should have a gold coin of Rs. 20. Aro 
there any special reasons for preferring an Indian 
gold coin equivalent to the value of tho sovereign? 

4100. (Chairman.) The principal reason given by 
tho witness before was that having a sovereign entails 
having a branch of tho Royal Mint. The Professor 
thought that it was undesirable, so that does away 
with the sovereign quostion. 

4101. ( Sir Maneckji Dadabhoy.) My question is 
slightly differont. Why do you think it necessary 
to keep up a coin equivalent in value P— The 
sovereign was declared legal tender in 1899, and we 
have been seeing it. People are familiar with the use 
of tho sovereign. We have been accustomed to the 
16 rupee gold coin for so many years as against any 
other denomination, say, a IIb. 10 or Rs. 20 coin ; 
because wo are accustomed to tho 15-rapeo coin, 1 
should prefer it to any other denomination. 

4102. In other words, people have got accustomed 
to tho Rs. 15 coin, and it would be much better to 
keep up tho tradition P — Quite, and we had the 
mohur also of the same weight and fineness. This 
would be more in qpnsonance with the wishes and 
habits and conditions of life of the people, and it 
would be better to continue it. 

4/103. (Sir Henry Strakosch.) With reference to 
the statement you mado regarding the rate of stabili- 
sation, you stated that it would be necessary to 
stabilise at Is. 4d. in case a gold exchange standard 
is introduced, and that it would not matter very 
much at what point you would stabilise in the caw 
of a gold standard. I do not quite appreciate why it 
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should be necessary in the one case to come to Is. 4<1. 
and in the other case to choose P-- The reasons which 
1 gave to the Chairman I may repeat. When we 
have the gold standard, the rupee becomes n limited 
legal tender, a subsidiary coin, it loses all its im- 
portance which it certainly has under an exchange 
standard. Under the gold exchange standard system 
the rupee remains and retains all its present- posi- 
tion as the main unit of our currency and the unit 
of our transactions, and chiefly of our export and 
import trade. All our transactions are measured in 
rupees under tho existing gold exchange standard 
system, and will bo so measured if tho system is con- 
tinued, so that tho eircct of u higher or a lower 
exchange and any change in the level of prices 
measured in rupees will have to he taken into con- 
sideration if wo have tho gold exchange standard 
system continued. Oil that ground 1 suggest that 
it is better for us to linvo the Is. Id. ratio, firstly, 
because of the interest of the people of India; 
secondly, because it is more possible for the Govern- 
nient of India to maiutuiu that rate. When I spoke 
of tho gold standard with the rupee ns limited legal 
tender, reducing the rupee to the very subsidiary 
position of a mere token, not airccting tho level of 
prices, not affecting all transactions hut a mere 
matter of convenience, it does not maltin', I believe, 
in principle at what rate we keep tho rupee with 
reference to gold. Tho question of rate, which is 
certainly very important, the most important when 
wo have tho exchange standard rostered, almost dis- 
appears when we have tho gold standard. 

-110-1. Hut is there any reason why you should not 
stop the further eoinago of rupees under a gold 
exchange standard or in fact even make thorn limited 
legal tender? — 1 understand under the gold exchange 
standard system oven under the proposed scheme, 
flic rupee remains unlimited legal tender. 

41U5. Hut if fur argument's sake wo were lo stop 
tho further eoinago of rupees, would you still say 
that it is necessary to go down to Is. 4d.? — So long 
ns the rupee remains unlimited legal tender and tho 
chief unit of currency, 1 would prefer Is. 4d. 

4 10(1. Now let us go further. If you retain it as 
unlimited legal tender, and if you regard it in other 
words ns a note printed on silver, then, ns long as 
you have provided adequate reserves of foreign cur- 
rency or gold for export, you will be in no different 
position to a system where you have an extend vo 
issue of notes printed on paper? — That does mean 
that wo shall require more rupees, uml i-s an addi- 
tional ground that we shall he required to com more 
rupees. 

4107. If the rupee takes up the position of a silver 
note with tho necessary provision for conversion as 
you suggest— I believe I understand you aright - 
then just as wo require additional note currency, 
paper curreiiey, similarly, additions to that silver 
currency will also be necessary, and if you muke 
the necessary provision for reserves, 1 see no reason 
why it should not function in exactly the same way 
ns the full gold standard?— T liuve discussed in delail 
some of the defects which can be remedied by un 
improved gold exchange standard, hut nob all. 

4108. But that particular defect can ho remedied 
provided you koep adequate reserves both against 
your notes and your notes printed on silver? — 1 agree 
to that. 

4109. And therefore in those circumstances you 
would see no insuperable difficulty in fixing upon a 
rate which need not necessarily be Is. Id. ? — -What 1 
pointod out in answer to the Chairman was this, that 
in order to maintain the excharlgu rate at any parti- 
cular figure to provide for emergencies, the Govern- 
lnent would ho required to havo certain reserves. 
Those reserves may bo less with tho Is. 4d. rate than 
with the Is. 6d. rate. The strain on tho reserves 
would be larger with a Is. 6d. rate. I started oil 
the assumption that we were liable to famines in this 
country. . They arc a frequent occurrence and they 
bring about an adverse balance of trade, less exports, 


that is an adverse balance of trade. In such emer- 
gencies, when Lite people in the country are in diffi- 
culties against which the Government has to provide 
by means of famine insurance Hellenics, the reserves 
of tho Government are already strained lo relievo 
famine-stricken districts. At thnii time if the Gov- 
ernment is required to have very large resources to 
maintain the rupee at. Is. (jd. it would he more diffi- 
cult for them lo do so. [f it is at Is. 4d., then 
tho strain would he less. 

4110. 1 cannot quite appreciate the point. Jl' L 
may put it to you this way, if you were to choose 
tho Is. 4d. rate, then obviously prices would rise; 
if tho internal prices havo adjusted themselves 
to-day Lo the Is. (id. rupee, internal prices would 
have to rise to adjust themselves to the Is. -Id. 
rupee and a larger amount of additional eiirreiicy 
will he in circulation. Well, why in these circum- 
stances should it he more difficult for the Govern- 
ment to maintain a Is. (kl. rupee than a Is. -Id. 
rupee? If you look at it from the point of view 
of the adverse balance of trade or look at it from 
the point of view of! the cent ractihi lily of the cur- 
rency, you get to the same result. If in the one case 
you arc able without undue inconvenience lo con- 
tract your circulation by 95 per edit, and that is tho 
measure of your requirements for external pay- 
ments, tho 25 per cent in the one case will he tho 
snmo amount as the 25 per cent, in tin* oilier ca.se? 

I should give you an illustration. The difficulty 
will be somewhat of this nature. The Government 
of India did experience it when they adopted the 
2s. rate. They could not inn in tain the 2s. rale iu 
spite of their sales of 55 crorcs worth of reverse 
councils and they had to abandon the effort. If 
the rale had been fixed during those dates at. a lower 
level, say at Is. 4d., it would have been possible for 
tho Government to maintain it and not allow the 
exchange rale to drift as it. was the case. Some 
such similar difficulty l apprehend if our rate i.s 
higher than the pre-war normal. 

4111. llut was that difficulty of tho 2s. rupee rate 
not duo to the fact that world gold prices had 
been particularly unstable and unduly high? And 
if world prices had reached mi equilibrium, that 
danger would not, I take it-, have occurred? - I. 
certainly admit the proposition that there are always 
several factors affecting these questions. But 1 
do believe that to the extent to which the rate 
is higher there is greater amount, of difficulty on 
tho part of Government to maintain ii. It. is not 
difficult to maintain it. In fact, the Government 
lias maintained il for so many mouths. But 1 am 
trying to balance the advantages in all direct ions, 
and ,i do feel that on the grounds 1 have mentioned, 
is. 4d. rate is practicable and maintainable. 

4112. Now we must anticipate that the prospective 
sale of a large quantity of silver will to a greater 
or lesser extent affect lint silver price. Now wh.il 
effect or repercussion would u fall in the price of 
silver havo upon India? Having regard to the fact 
that, especially in the East, a great many countries 
are silver-currency countries, do you anticipate any 
repercussion from that course?- Not very great. 
Our trade is more with gold-using count ries than 
with silver-using countries. The trade with Chinn, 
for example, is much Jess as compared with tho 
trade that, wo have with gold-using countries, 
especially England, America mid Japan; so that if 
thero is any trouble arising on that seoro, it will ho 
somewhat insignificant compared to the advantages 
of having a gold standard. 

4113. Coming to another subject. In measuring tho 
advantages of tho one or the oilier, we have really 
got to consider what benefits wo are to get from the 
adoption of one or the other. You told us that the 
ideal to ho aimed at was the establishment of a true 
gold exchango standard, inconvertible notes in- 
ternally and convertible only for export purposes 
on the principle that gold is international money 
which ought to bo used for international purposes. 
That is your end aim? — Yes. 
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4114. But you propose, before you reach that end 
aim, to adopt a full gold standard with gold currency 
in the country for the one supremo purpose, namely, 
to educate tho people to Having in things other than 
precious motals. Is that boP — > 1 beg your pardon. 
J could not catch tho last sentence. 

4115. Your proposal to introduce the gold standard 
ia made with the object of hastening the process of 
education in tho country to invest savings in things 
other than precious metals? — Yes. I do not mind if 
tho process takes a long time, that is, if that parti- 
cular process takes a long time. 

4110. But that is tho objoct? — Yes. 

4117. That is tho primary object of introducing a 
gold standard P — Yes. 

4118. Now we have had evidence before us which in- 
dicated that you could proceed on this educational 
campaign by other methods, and the evidence of those 
people was supported by the fact that in recent years 
not only has tho mite issue very largely increased, 
but the issue of cash certificates also, indicating, in 
other words, that the people aro beginning Lo learn 
to put their savings into things other than precious 
metals. Now if you are to weigh which road you are 
going to take, is it not logical, or would you condemn 
it, to first choose the road that is least likely to cause 
disturbance and is least costly, and would you not 
therefore say that it is a reasonable proposition to 
first try the gold exchange standard for that educa- 
tional purpose, uiul, when you have failed in 
educating tho people under the gold exchange 
standard, to then adopt the gold standard?-- If I 
may he permitted to say, wo have already tried Hie 
gold exchange standurd for a sufficiently long number 
of years mid failed. That is my first proposition. 

4119. When liavo you had the gold exchange 
standard in this country? — Tho gold exchange 
standard as it is popularly described; never mind 
the correct name. 

4120. But it was not a gold oxchange standard. 
Under the system which prevailed in this country 
before the war, von could not get gold oil tendering 
rupees. That is nob gold exchange standard at all P 
— I am sorry if 1 am misled by tho Chamberlain 
Commission in calling it so. 

4121. What is commonly called tho gold exchange 
standard is, ns I have said before, an internally 
inconvertible currency but freely convertible for 
export purposes P The system as it oxists in England. 

4122. (Chairman.) Tho Chamberlain Commission 
recognised that it was different from tho gold ex- 
change standard in lacking that legal liability P — 
Unfortunately our system has been popularly des- 
cribed as being a gold oxchange standard uiio and 
the ideal gold exchange standard system the system 
working in England at present being callod gold 
exchange standurd is substantially different from our 
system. There wo are in agreement. 

4123. (Sir Henry Strakosch.) But then India has 
not hitherto tried tho real full-fledged gold exchange 
standard ? — My point, Sir, is that we should better 
try an experiment which has been tried successfully 
elsewhere. The people of England have arrived at 
this present position of what you call tho ideal gold 
exchange standurd after having gold standard and 
gold currency, tho full gold standard for more than 
a hundred years. We had better go on safer lines, 
lines of which we know sufficiently, rather than with 
an untried gold exchange standard about which we 
have already some misgivings. 

4124. Even though the introduction of that system 
is full of iiuccrt tin ties, because wo have to deal with 
factors that are practically unknown in introducing 
the gold standard, and even though thero uro 
(lungers in that, tho expenses would be far greater, 
and it is conceivable that it may cause disturbance 
in world gold prices and therefore hit India os much 
as the rest of the world. Would you nevertheless 
recommend that the first attempt to educate public 
opinion in India should bo in that perhaps more 
hazardous way? — In spite of the frightening picture 
that you give of tjhe gold standard, I still favour it. 

H25. You seem to have some misgivings os to the 


virtues of the gold exchange standard. May I ask 
you whether you have followed tho proceedings at 
the Genoa Conference, and whether you know the 
resolutions which were passed there P — I know in a 
general way. I don’t think I remember everything. 
But I Lliink I quito follow you. 

4126. But you do agree that what the Genoa Con- 
ference proposed unanimously was the universal 
adoption of the gold exchange standard P — In the 
sense in which England has itP 

4127. YesP — Yes; that, of course, is our ideal in 
the suggestions I mako. 

4128. So there are no misgivings as to that 
standard?— I moan tho gold exchango standard, in 
order to avoid ambiguity, let us say the English 
system, that is our ideal. But before approaching 
that ideal, in viow of Indian conditions, wo neces- 
sarily have to go through the procedure whioh 
England has gone through for the last hundred years, 
namely, gold standard and gold currency, and learn 
the use of gold whioh wo do not understand at 
present. 

4129. Now there is one other point. Tn estimating 
the amount of gold and expenses involved in the 
introduction of the gold standard, you have told us 
that you think it would cost about 60 crores. I am 
not quito sure whether, in arriving at that figure, 
you have taken into account that, apart from giving 
the country a gold currency, it would he necessary to 
provide reserves against your noto circulation, which, 
I take it, will have to ho at least ns large ns the 
reserves which you have under your present Bystem 
or tho gold exchange standard system P — I think I 
have reform! to it in tho body of my statement, that 
whatever practicable reserve systom, paper currency 
system, we decide upon as a permanent thing for the 
future, during tho transition period when wc have 
to mobilise our gold resources with a view to have an 
effective gold standard, it will lie necessary for the 
Government to allow the metallic portion of the re- 
serve lo go down to a minimum level. 

4130. What is that minimum level? — That is a 
level which will have to lie worked out with reference 
to the possibility of notes being presented to tho 
Government for immediate conversion during the 
transition period. Ordinarily, of course, tho Govern- 
ment keeps a larger metallic reserve than it im- 
mediately requires, and just as during tho war 
measures these reserves were allowed to go down, 
similarly similar measures may bo taken with a view 
to see that the required gold in tho paper currency 
reserve is less than the permanent requirements, so 
that tho in trod net ion of the gold standard may he 
helped by that method. 

4131. Now what would bo your proposition under 
the full gold standard, with gold in circulation? 
What would have to lie tho reserve requirements 
against your notes then? 1 generally agree with the? 
suggestion mado here in the scheme presented to me. 

4132. I only wauled to ktunv whether you thought 
these reserves would have to lie at least as substantial 
as under any other system?— I think so. Of course, 
paper currency will havo to be supported by quite a 
good substantial reserve. 

4133. Because you do not roly upon the gold in 
circulation as readily available if it is necessary to 
corroct some tendency of the currency to depreciate? 

Excuse me, Sir; I do not quite agree to that pro- 
position. Gold, if it is in circulation with a gold 
standard ami gold currency and if the Imperial Bank 
is selling and buying gold ns the Bank of England 
does, we shall have an automatic contraction or ex- 
pansion of the gold currency, if trade conditions 
required it; so that there would not bo any danger 
of tho nature you describe. 

4134. (Sir lieginnid Mant.) You said in reply to 
the Chairman that in your opinion a Is. 4d. rate of 
exchango would be of more permanent benefit to the 
producer in the country than a la. 6d. rateP— Yes. 

4136. 1 went to elucidate the grounds on which you 
base that opinion. You said, I think, that the pro- 
ducer sells more than ho buys and therefore, you 
thought ho would make a larger profit at a la. 4d, 
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rate than at a la. 6d. rate. Now let us suppose that 
the producer makes a profit of Ha. 40. At the rate 
of la. 6d. he ooukl purchase three sovereigns with 
those Ha. 40 or three pounds’ worth of commodities ; 
at the rate of la. 4d. he would make a profit of 
lta. 46 with which he could purchase three sovereigns 
or three pounds’ worth of commodities. Will you 
explain how he is better off in the latter caso than 
in the former? -So far us the agriculturist household 
is not buying in the open market the food und other 
requirements which they supply for themselves, to 
that extent the market rate does not affect them, 
the higher level of prices at the Is. 4d. rate which 
is suggested aa an objection does not affoct them 
either adversely or favourably — I mean the agricul- 
turist chiefly becauso and to the extent that he does 
notenter the open market for purchasing the ordinary 
requirements of his food which he grows for himself, 
so that the other things which he grows like cotton 
and jute and so on he sells in the open market and 
he gets a higher price at Is. 4d. than at Is. Gd. 
This he would invest not in all his requirements, 
because some of his requirements are already fulfilled 
by his own personul exertions; some of his other 
requirements, less important than his immediate 
necessaries he fulfils by purchasing with the means 
which he has thus acquired. If his selling transac- 
tions and his buying transactions were equal, if the 
agriculturist’s economy were of the modern type, a 
money economy entirely, then I suppose your con- 
tention would bo correct. 

4166. I have made no contention. I have asked 
a question, and l am waiting for an answer to it? 

. — I am trying to explain tho point of view which 
1 emphasised in answer to the Chairman that I be- 
lieve on account of the state of society wo have in 
the districts their sidling transactions arc more than 
their buying transactions collectively and therefore 
they stand to gain ill that particular respect. 

4137. You still have not answered my question. 
You have said that they stand to gain and I have 
shown you that the gain as far as 1 can see it would 
be precisely the same in either case, and what I asked 
you is how they will gain more by getting Hs. 46 
which have only the same purchasing power as tho 
Its. 40 under the Is. 6d. rate whether ho invests it or 
spends it, how is it of any greater value to him? 

I am sorry I cannot catch your point still. 

4138. 1 will repeat it. We are nssuming that the 
agriculturist or the producer makes a profit of lbs. 
40 under a rate of exchange of Is. Gd. ; if exchange 
is Is. *ld. he would mako a profit of Hs. 46 which 
he may either invest or spend. f have pointed out 
to you that the purchasing power of those two sums 
would be precisely the same in each caso and 1 asked 
you how the producer has benefited from the altera- 
tion in the rate of exchange? — In Lhe one case when 
lie is getting 11a. 46, T mean I start with tho propo- 
sition that all these rupcos ho acquires he does not 
spend in the open market to tho full extent. 

4139. Let us assume that for either investment 
or for expenditure? — So that he will be left with a 
larger number of rupocs to himself if prices have 
completely adjusted themselves. 

4140. Wo are assuming that; we are contemplating 
a permanent adjustment?— -If that desirable state of 
affairs arrives then your position would certainly be 
correct. 

4141. Then you do not maintain your position that 
a lower rato of exchange is a permanent advantage 
to the -producer ? — I do maintain it, Sir. I am sorry 
if I have not correctly understood your question. 

4143. (i Sir Reginald Mant.) I understood you to 
withdraw from your position when you said that 
when prices have boon completely adjusted tho 
results would lie precisely tho same, tho profits would 
ho precisely the same. 

4143. (Chairman.) I cannot help thinking the 
difference between you is the assumption whether 
prices have been completely adjusted or not. The 
Professor, I rather think, is making a reservation 
that prices are not completely adjusted. 


4144. (Sir Reginald Mant.) Ts that correct? I>o 
you assume that prices will not bo completely ad- 
justed? — I mean if wo have complete monoy economy 
then the idea of prico adjustment in the ordinary 
economic sense is correct. But wo in India not hav- 
ing that sort of complete money economy over tho 
length and breadth of tho land, such a com pic to 
adjustment will not take place. 

4146. Of course if that is your contention then 
your position is intelligible; hut on the supposition 
that there was complete adjustment I could not under- 
stand your position P—I am glad to bo corrected by 
tho Chairman. I hope you understand my position. 

4146. (iSir Pwnhotaniikit Thakurdat i.)With reference 
to the last question, do you think tho adjustment 
of prices has been achieved by now or prices stilt re- 
main to be adjusted ut Is. Gd.?- I think they have 
still to be adjusted. 

4^47. So that any change from Is. 6d. would not 
meun that you arc disturbing a settled surface?— 
Not in the least. 

4148. Regarding Sir Henry Strakosch’s question 
in connection with the primary object of introducing 
gold standard, Professor Vakil, you said that edu- 
cation of tho masses in the habit of investment was 
one of the main objects of giving them gold currency. 
Have you any other object in view in introducing 
a gold standard besides education of £he masses to 
invest? — I mean wo shall have greater stability of 
prices internally, wo shall have greater stability of 
external exchange by tho machinery suggested and we 
shall have the possibility of unhoarding the gold 
which is being wasted at present. 

4149. That is included in educating the mosses to 
invest in future. Now if I may turn to that portion 
of your memorandum headed 11 fluid Standard in 
India ” (Appendices, page 180), you suy there 
“ In India under present circumstances the 
sudden introduction of gold notes as tho only 
full legal tender without gold coins is likely 
to bo misunderstood.” Will you explain what 
was in your mind when you said it is 
likely to be misunderstood P--I mean tho ordinary 
inan in tho street at present is accustomed, he knows 
that a ten-rupee note can bo converted into ten 
rupees, and that conviction makes him handle the 
note. If that conviction were not there it would 
ho very difficult for the note to circulate. Similarly 
with gold notes, in circulation, if that conviction did 
not exist the man in the street would hesitate to 
handlo gold notes. 

4150. Therefore if people saw it printed on paper 
that one gold inohur will lie given for it but if they 
never saw handed back to them in exchange for it 
at the currency office window the gold moliur they 
would not have any confidence even to tho extent of 
the confidence in silver notes to-day P— Yes, Sir, that 
is so. 

4151. Do you think that aspect should he borne 
in mind in considering any scheme?— I think so. We 
had experience of that kind in the War. 

4152. W T ould you put it as high as this, that of 
all considerations for the purpose of greater confi- 
dence in people with regard to currency notes, this 
consideration should be put at the top? — I think ao. 

4153. Is it therefore that you said that this gold 
standard may not succeed if people did not sc« gold 
in exchange for paper, if they were only told that 
gold was in the bank, you can get it when you want 
it for export out of the country — that would shake 
their confidence?— Yes, Sir. 

4164. And no risk should be taken in this connec- 
tion at all P— Yes. 

4165. Now regarding the ratio, I think you said 
in your reply to the Chairman that when the rupee 
is made limited legal tender you do not mind if its 
conversion into gold is fixed at two shillings or 
Is. 2d. to tho rupee. I would like to understand 
clearly whether you think that, when the rupee is 
made limited legal tender, tho ratio for the conver- 
sion of the rupee even for internal prices does not 
matter. I would like to ask if, when the Govern- 
ment of India Loan duo in say 1945-65 is paid iu 
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gold currency in 1915, in your opinion it does not 
mutter at whnt ratio the sai«l loan floated in rupees 
last year is converted P Do I understand that you 
think there is no difference whether the Government 
of India in 1945 pay 1,000 sovereigns at the equiva- 
lent of In. Id. for Rs. 15, 0(X) m whether they pay 
] ,'00 sovereigns at the equivalent of 2 shillings? 

1 certainly <lo not go to that extent. 

4150. Hut you did? - I shall try to modify my state- 
ment. 

4157. Yes, if you wish to, because it is very im- 
portant for u* to understand wliat you meant when 
you said that?- 1 stated as a general principle that 
a subsidiary coin when related to the main coin of 
the country may lie rated according to convenience. 
Hut 1 did say when answering the Chairman that 
the factor of convenience should be given considera- 
tion, and if we find when we have a full gold standard 
in operation the rupee has to lie finally fixed in 
relation to the chief gold coin, the convenience of 
the country from the point of view of the people 
ami from the point, of view of Government in the 
inn n nor you describe should certainly bo considered 
before fixing the rate. 

4158 . Excuse me, hut is it a question of convenience 
or of hard rupees? I quite understand your point; 

• t would bo absurd to introduce or to think of such 
a measure being taken. 

4159. Very well, therefore, even when you make 
your rupee 'restricted legal tender, the question of 
the rate at which the conversion of the rupee into 
gold value, we will drop the shillings and pence, will 
take place will have to bo considered in oonnoction 
with the ratio? — Yes, so long as full conversion has 
no* taken place, rupee transactions will continuo to 
he of ini porta nee. 

•I I (JO. And rupee debts?- Yes, of course tho posi- 
tion of the rupoo will have to lie taken into account. 
When I made I bat very sweeping statement that it 
loses its importance. . . . 

41(51. It loses its importance when all tho token 
coins have been converted ?- Tlinnk you, Sir, T ain 
glad to ho corrected. I would like to modify tho 
statement, that I made in this manner: it Iosob its 
importance, when all these tilings are taken into 
consideration. 

4H>2. When all the token coins have been prac- 
tically converted then it becomes a purely subsidiary 
coin ? — Yes. 

41(55. Now, will you agree with mo when T say that 
even under your scheme of gold standard as you 
contemplate it, there are stages when the scheme is 
a mere gold exchange standard until you come to 
the final sLagu where tho rupee* is limitod tender 
and the Government undertake tho linhility to pay 
out. gold in exchange for rupees? — During tho transi- 
tion period of course. 

•I 1(5-1. Ami tho transition period is by no means 
less than five years? it may bo about 10 . 

41(55. You have said that- witli tho gold ext dm n go 
standard you would liko the ratio to bo Is. 4d.? — 
Yes. 

41fi(i. Wlmt would you then say, that it should ho 
Is. ( 5 d. until your gold standard scheme comes into 
force or would 3 *ou say that for the present Is. (kl. 
should be kept on or Is. 4d.? — My answer to the 
riiairinan was about this practical difficulty. If 
during the transition period wo immediately make 
■.‘(forts to revise the rate to Is. 4d., it ma 3 * mean 
additional rupee currency; to have additional rupee 
.urrency means greater difficulties for introducing 
the gold standard. 

11(57. I do not want to interrupt, hut 1 remember 
that in that reply of yours you also said that if there 
i:> a gold exchange standard put in fon^e permanently 
;.o.i would like a reversion to is. 4 c1.?---Yph. 

41(58. Sir Vur.shotntnthm Thntnirdas.) As >*our 
.-caemo also involves a gold exchange standard in 
one form or another for 5 or 10 3 *ears, would 3*011 bu.v 
1«. Id. is necessary to-day, or would you say that it 
should lie kept at Is. (kl.? 

41(59. (Chairman.) Let us remind ourselves of the 
wit ness’s answer. What he then said was that, if 
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his other measures were adopted, that is, leading up 
to the institution of the full gold standard, he would 
retain Is. 6 d. ?— 1 would not miml it for tho present; 
that is whnt I said. 

4170. (1 Sir Purshotamdas Thakurdas.) Then you 
said that Is. 4d. should be for tho gold 
exchange standard as before the war? — I think 
I have discussed that with the Chair inn 11 ; 
there ure two distinct schemes; if we had 
permanently a gold exchange standard scheme 
my general proposition was that Is. 4d. was hotter. 
Tf wo hnve an immediate introduction of the gold 
standard with tho necessary stages, it would lie better 
for the introduction of that standard to have less 
rupees than more; and with that point in inind I 
believe 1 said that we need not enter into tlin 
difficulty of reducing the rate to Is. 4d. 

4171. I think you agreed with the Chnirman for 
the purposes of the discussion that gold worth 130 
crorcs of rupees would bo required to convert tlie 100 
crores of rupees which would come in, and on other 
men 11 11 U before you could adopt a gold standard? — 
About that. 

4172. In connection with the question as how tlio 
import of such a largo quantity of gold into India 
may disturb world prices or the world equilibrium 
as at present, do 3*011 know of any disturbance in llie 
world owing to the import into India last year of 73 
crorcs of rupees worth of gold ? Have* you heard of 
that?- No. 

4173. Ami is there any reason WI 13 * there should be 
any special disturbance in the world gold markets if 
the necessities of India are arranged according to 
wlmt you have said (I took down tho actual words) 
with the powers ljy diplomatic measures? — I do not 
think so. 

4174. When you say in 3 *our written statement 
tliafc India’s rights to get gold should bo ascertained, 
I suppose 3*011 did not mean anything more than tlmt 
you have faith in the sense of fairness of international 
powers in tlie matter of recognising whnt is India’s 
right in the ordinary course, and you count upon 
that to enable India to get gnbl? That was the 
spirit of my answer to the (Imirniun. 

4175. With reference to whnt 3*011 have said in 
Ncction 4 of the advantages, where you mention 
that foreign capital if required will he available 
with greater case than before, owing to .stability 
of exchange, and that people will learn to 
use their hoarded gold in a better way: tlmt is 
because the exchange would be stable ill gold, is it 
not? * Yes. 

417(5. Do 3*011 think that if instead of the suggestion 
that the ratio should lie changed from Is. 4 d. to 
Is. Cd. there was a suggestion nr there was a con- 
census of opinion which compelled the ratio to be 
lowered from Is. 4d. to Is. 2d. wo will sa.v, foreign 
capital would be absolutely disturbed and would fight 
very shy of any investment in India? — l am sorry 
I do not quite follow. 

4177. The ratio till now has been Is. 4d. 
Supposing there was a suggestion or a necessity to 
reduce Is. 4d. to Is. 2d., would not that hit foreign 
capital here? It would. 

4178. And it would be so bad tlmt foreign capital 
perhaps may completely fight sliy of India? — Ho long 
us such fluctuations exist. 

4170. T menu, if it was neeessnr 3 T to change the 
ratio to Is. 2 d., it would bo absolutely detrimental? 
— Yes. 

4180. Therefore in order to ensure that foreign 
capital may not have any such shock in the future 
under any scheme 3*011 want to ensure stability in 
gold? — Yes. 

4181. (Chairman.) On behalf of my colleagues I 
would like to say we are vor.v much obliged to 3*011 
for tho vor>* full assistance 3*011 linvo given us this 
morning?- May I 'have your consent, Sir, to the 
publication of my memorandum? 

4182. The proceedings of tlie Oommission, as 3*011 
know, are private, but the Oommission has no 
objection to the publication of your memorandum? 
— Thank you, Sir. 

withdrew.) 
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4185. ( Choirmon .) Professor Wndin, you «ro n 
Master of Arts and Professor ut tlio Wilson College 
ill Bombay? — Yes, Sir. 

*1184. Amd Professor Joshi, you lire also a Master 
of Arts and also a Professor in the Wilson College, 
Bombay? Yes, Sir. 

4185. Wo have had the advantage of a very full 
memorandum* from you gentlemen, which you have 
prepared, 1 understand, jointly? -Yen, Sir. 

4186. Which will cnahlo us to direct tlio discussion 
towards your opiniona. To whom shall l direct my 
questions in tlio first plow? {Mr. Wadia.) 1 shall 
begin. 

4187. To Professor Wadia in the first instance, and 
if Mr. Joshi cares to supplement the answer in any 
way I will provide hinrwith an opportunity. We ara 
obliged to you, gentlemen, for your memorandum, on 
which T will ask you a few questions just to ascertain 
where tlio emphasis is laid in your views and to 
clucidatn any points which inay seem to require 
elucidation. The first part of your memorandum, 
Mr. Wadia, relates to historical matters?— Yon. 

4188. L ha vo only one or two elucidatory questions 
to ask upon this portion. About tlio middle of the 
first paragraph, you say: “The effective and ever- 
increasing use of those substitutes ■ hank notes, 
cheques and bills — depended on tlio confidence! in the 
public, mind that whenever gold was wanted for 
internal purposes or for export, it was readily avail- 
able.' 1 Was gold, as u matter of fact, readily avail- 
abb; for internal purposes during that period? — 
Well, what are the couulrios to which you would 
refer? 

■USD. The same countries ns those to which you are 
referring?- -Well, that statement should ho taken as 
generally true, though possibly in one country or 
another there may ho difficulty in procuring gold for 
internal purposes. 

1190. Would you consider that the uso of the 
substitutes was duo to this availability of gold, or 
what would you say to the opposite school of thought 
which, as we know, would contend that the con fide* nee 
in the substitutes was due not to the ultimate inter- 
changeability with gold but to the circumstance that 
in fact these substitutes represented stable values in 
commodities? 'Well, an effective banking organisa- 
tion facilitates the use of these credit substitutes and 
an effective banking organisation also guarantees in 
a sense that whenever gold is wanted for its sub- 
stitutes it will be readily available. 

4101. 1 understand from your reply that in a 
country in which there is no effectivo bunking system 
the only means of establishing confidence in the 
substitutes for gold is that they should be readily 
interchangeable into gold? Well, public opinion 
could bo educated to the use of substitutes, (ilfr. 
Joshi.) May I supplement that answer, Sir ? The 
stable v ul iio of substitutes for gold coins in terms of 
commodities were guaranteed simply because there 
was a confidence that in the last resort they were 
exchangeable for gold. And it was tlio inner con- 
fidence on tlio part of these holders of substitutes for 
gold coin that they could get gold in return whenever 
they wanted that was responsible for the stable value. 

4102. That is the opinion which I am st?ekiiig to 
examine, and T was asking what your opinion would 
be upon the alternative contention that, as a mutter 
nt fact, what established confidence in tlio substitutes 
was not ultimately their ready interchangeability 
into gold but the circumstance that, os a matter of 
inct, the rtdntivo value of these substitutes in terms 
«i commodities was stabilised?— <il/>. Joshi.) But the 
relative value of the substitutes in terms of com- 
modities was circumstanced by the fact that they 
wore interchangeable for gold. 

■1195. Now as regards tlio conditions in India, 
where you point out, Professor Wadia, that there is 
at present no general use of the banking system, is 

in your opinion the case or is it not that, under 
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present conditions as evidenced by tlio increase in 
the note circulation, the public is as a matter of lact 
being educated in confidence in the use of notes as a 
means of currency? Yes, undoubtedly. 

4194. Wliut would your opinion be as to the effect 
of increasing that confidence in tlio rupee note, as a 
medium of circulation in a period during which tlio 
gold value of the rupee would have been .stabilised? — 
May 1 ask you to repeat tlio question? 

4195. Proceeding from your last answer, that tlio 
public is being educated in the use of notes, wliat m 
your opinion will bo tlio effect in the acceleration of 
that educative process of a period during which tho 
gold value of the rupee has been stabilised, recognis- 
ing that during tho difficulties and disturbances of 
tho last ten years the gold value of the rupee lias been 
far from stable? 1 don’t see tlio connection. I. don't 
see any close connection between the Lwo. The cir- 
culation of the note depends upon its ciicnsbability in 
terms of rupees because at present the note is in 
terms of rupees. And l don’t see wliat. close connec- 
tion there can be between them. 

41!M>. Might mm take it in this way- -that the ac- 
ceptability of the note depends, as you say, upon its 
cucnshnhility into rupees?- Yes. 

4197. The stability of the purchasing value of the 
note depends on the stability of the purchasing valuo 
of tlio rupee. We have passed through a period 
during which the purchasing value of the rupee lias 
been violently fluctuating. Would it in your opinion 
or would it not tend to increase the popularity of the 
note if tlio country were to pass through a period 
during which tho gold value of the rupee had been 
effectively stabilised? 1 don’t really think that tin- 
popularity of the note will Ijo very seriously affected 
in any way by the fact that by artificial methods the 
rupee is going to lie stabilised. 

4198. You would not attach any great weight to 
that? -(Mr. Joshi.) As a matter of faet it was during 
the period of violent fluctuations in the purchasing 
power of the rupee in terms of commoditiw that the 
popularity of tho note in India was the greatest, Ikv 
cause it was during the war period after 1910 that 
the total circulation of notes in India increased enor- 
mously. He tween 1801 and J 01 1 the gross circulation 
amounted to only 120 mires. Between 1914 and 1910 
it increased to 190 eroros. As a matter of fact the 
fear which you apprehended regarding tho popularity 
of notes varying and fluctuating very rapidly in terms 
of commodities is not just the right sort of fear. 

4199. Yen, I understand. As a matter of fact, no 
doubt, Professor Joshi, you would contend that it 
would Ik* improper to lay any great emphasis upon 
tlio increased circulation of notes during tho wai 
period because, in view of tlio enormous requirement/ 
for currency at that time and in view of tho impose 
hility of increasing the rupee currency, an increase 
of the note currency was, as it were, forced. So that 
tho fear which you apprehend regarding the popu. 
larit.v of the noto wero its value to fluctuate very 
rapidly in terms of commodities is not just the right 
sort of fear? — May L ask you what is the fear which 
you are entertaining when you say that during the 
transitional period of stabilizing the rupee, tho point, 
which you are making is whether the popularity of 
the note will lie affected during this period by the 
violent fluctuations in tho purchasing power of the 
rupee? Is that the point which you are making? 

42<M). My point was intended to he your point, that 
no great emphasis should he laid upon the increase 
in tlio noto circulation during tho war period as 
showing an increase in tho popularity of tlio note 
because as a matter of fact it was tlio only way in 
which circulation could he increased and therefore it 
was as it wero a compulsory measure and nob duo to 
any increase in demand?— To some extent £ subscribe 
to your view, hut ut the same time I lay emphasis 
upon flie fact that people are more educated now 
and more familiar with the notes than they wore m 
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4201. It ie your opinion then thftt we may expect 
to aeo an increase in tho noto circulation bused upon 
the growth of the popularity of the notoP — Yes. 

4202. Now before we come to the substance of your 
memorandum, there is a question in a lighter vein, 
Mr. Wadia, 1 would like to ask you. If* it quite right 
to say that you have only to offer in theoretical 
defonco of the gold exchange standard before the war 
Mr. Keynes ? — I am open to correction. 

4203. (Chairman.) Lot me suggest to you the names 
of Plato. Ricardo nml Mill. 

4204. (Vrufcssor Coyajee.) And Professor Kem- 
merer. 

4205. (Chairman .) Would you accept these names 
m tho names of economists of reputation nr notP — 
Yes, Plato and Ricardo without any demur. 

4200. And, a a 1 am reminded, there was the Genoa 
Conference.— (Mr. HWia.) The Genoa Conference was 
thinking of a somewhat different kind of trouble. 

4207. Would you amplify that?- -The problem 
before the Genoa Conference was tho problem of what 
to do in the case of countries which have not enough 
gold rcsntirras to go hack immediately to a gold cur- 
rency apart from other difficulties, and therefore they 
thought that if we could economise the use of gold 
by sparing it so far ns internal purposes are con- 
corntMi and use it only for external purposes, we 
would b© in some way helping those countries to 
restore tho monetary stability. In tho case of India 
the issue is altogether different; we are not starving 
for gold; so that under those special conditions, tho 
Genoa Conference ma 3 ' have been justified in recom- 
mending a gold exchange standard for countries situ- 
ated as some of these European countries were. We 
are entirely differently situated. 

4208. What is the essential difference?' -India can 
command tho gold on account of its favourable bal- 
ance of trade from year to year. We shall not ho 
lacking for want of gold. Thosn countries have that 
difficulty, so that I cannot accept the Genoa Confer- 
ence as having any bearing on the Indian problem. 

4209. The favourable balance of trade nt tho 
present lime is covered partly by the settlement of 
tho so-called Home charges? — Over and above tho 
Homo charges there is an enormous balance. 

4210. That is one element, and, secondly, by the 
importation of gold in various forms? — Yew. 

4211. Which is made use of at the present, time by 
the people of tho country in various ways for orna- 
ments?— Not necessarily all of it at the present time. 

If there was a free gold mint with all the facilities 
of a gold standard, much of the gold that now comes 
to India lvould flow back to the mints; it is not nil 
intended for non-monetnry uses, and a considerable 
part, of it may be attracted to monetary uses. 

4212. That- would ho to provido for tho normal 
increase in tho currency which was required from 
year to yearP — Yes. 

4213. To provido for a substitution of the existing 
currency by gold you would require an additional 
supply of gold?— I am raining to this point. (Mr. 
Josh i.) As a matter of fact the Genoa Resolution 
only suggested an expedient or palliative during the 
transitional period when countries which over-issued 
their notes during the war could not find out - - 

4214. Your impression of the recommendations of 
that Conference, Professor Joslii, is that tho gold 
exchange) standard was recommended as a temporary 
expedient pending a general return to a full gold * 
standard? — 'Mr. Jos hi.) Yes, because Professor 
(Wei, who also participated in that Con fore tire, 
has expressed himself in favour of the gold standard 
in his latest hook, 11 Fundamental Thoughts on 
Economics ” ; has not wavered in tho conviction 
regarding the desirability of a gold standard in tho . 
present circumstances of our knowledge and 
experience. 

4215. Of course, Professor Cassell views might be 
one thing and the opinions of the Conference might 
hQ another P — (Mr. Joshi.) But as a matter of fact 
me Genoa Conference dealt with a problem which 
was entirely a European problem. 


4216. You are of the opinion that the recom- 
mendations of tli at Conference had no application 
nt all in India P— (Mr. Joshi.) Yes; moreover, I will 
further enlarge and say that the Resolution was 
meant to economise tho uso of gold, and the gold 
exchange stnndard ns it operated in India has 
resulted in the most unproductive uso of the gold 
which she commanded. 

4217. That is a point raised in your memorandum 
to which we shall come later? I am just making 
tho remark Hint it is possible that tho immediate 
difficulties obsessed the mindB of the people at 
Genoa nml that may ho partly responsible for the 
emphatic manner in which they recommended tho 
advantages of n gold exchange standard. 

4218. The essential difference we understand in 
your opinion being that India can command a supply 
of gold up to the need of its requirements? — Yes, 
and wo want to economise gold just as much as those 
countries. 

4219. PromKling to your memorandum, in the first 
pnragrnpli, under the head “ Examination of the 
Theory 99 (Appendices, page 189), Mr. Wadia you 
say : 11 Tf the gold exchange standard aims primarily 
at fixity of exchanges, it is aiming at what is merely 
a facility or convenience to those engaged in foreign 
trade, and not nt what iB of profound importance 
to the country at large. Assuming that the gold 
exchange standard secures stability of foreign 
exchanges, does it secure relative stability in the 
internal level of prices? ,f Is it possible by the 
adoption of one currency standard rather than 
another to secure any greater relative stability in 
the internal level of prices? Do you get it more 
by a full gold standard than by a gold exchange 
standard? The index numbers between 1000 and 
1914 throw a light on the history of prices in India. 

4220. That is, the old pre-war course of prices?— 
Yes. 

4.221. I understand from that reply that it is your 
opinion that t.ho gold exchange standard as it existed 
then was responsible for some instability of internal 
prices? -Yes. 

4222. Will you amplify that, Professor, and show 
us by means of figures how that occurred? -I am 
sorry I have not got the index numbers here, but 
there is no doubt of the fact; wo havo shown it 
in a volume that is in Messrs. Macmillan’s hands; 
the index numbers in India show a higher level 
throughout this period, 1900 to 1914, than the general 
level of prices in gold standard countries; and that 
is a fact to which Mr. Keynes himself hears witness 
in one of the articles that ho wrote in tho 11 Economic? 
Journal ” as early as 1909. He there distinctly finds 
out that the prices in India were considerably higher 
than prices in Great Britain and elsewhere. 

4223. No doubt you havo in your mind figures in 
support of that point of view. What is the source 
of those figures? — Wo are referring to such index 
numbers as wore calculated for those periods. 

4224. I lmvo before me a very brief summary of 
the Calcutta index numbers for that period. May I 
put it to you and seo whether in your opinion it 
supports that contention. Taking 1896 as tho base 
of 100 and comparing tho indices for India, England 
and the United 8tateB of America, during the pre-war 
year 1913 and comparing these with the baso year 
of 1900 I find that these indices give for India in 
1913, 138; for Englnnd, 137; and for tho United 
States, 141. Taking those figures for what they are 
worth, do they show any relative instability or 
maladjustment of prices in Irldin in comparison with 
those of the world at large? — I am not prepared to 
tako thoRe index numbers without further study. 

4225. I must not ask you to tako them without 
further study, but those ore tho only index numbers 
available P— We havo made out a very clear case. 
I am sorry I have not got a copy of the manuscript. 
As I said, Mr. Keynes admitted as early as 1999 
that the index numbers show a remarkable rise as 
compared with the index numbers of England. 

4226. You will no doubt recognise that this Com- 
mission must seek to go behind personal au thor ity. 
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oven although it is the very highest? — I am quite 
prepared to show the index number that wo have 
prepared.* 

4227. I think it would be of very great interest 
if you could indicate for our enlightenment the 
figures which you have in mind?— (Mr. Joshi.) There 
are regular index numbors, and I can authorita- 
tively state without fear of contradiction that the 
index number of Indian prices was higher than tlio 
index number of prices in Groat Hrituiii or else- 
where. 

4228. To what index number are you referring? — 
The index number of the Govern mrnt of India is 
rathor an illusive phenomenon, and taking the index 
number on which wo cun lay our hands so far us 
India is concerned, we cun suy clearly that the rise 
of prices in India is higher than the general rise 
in the world. 

4229. We understand that we shall have the benefit 
of considering any calculations that you have been 
able to make on this subject. If I understand your 
contentions, it is that the instability was duo to 
the circumstance that there was no provision for the 
automatic contraction of the currency under the 
pre-war Bystem? — Yes. 

4230. The next question which I am going to ask 
you is in order to elucidate whether or not such 
a defect as that is remediable on a perfected gold 
exchange standard, or whether, on the oilier hand, 
it is ir reined iablo. We have placed before you some 
outlined proposals, t Let me draw your attention in 
those outlined proposals to the proposal outlined in 
pnrngruph 4, which is there described as an 11 attrac- 
tive M proposal, the word really being 11 alternative." 
If you have been able to give consideration to that 
alternative proposal, it is a proposal, as you see, 
for tlio combination of the reserves and for the uso 
of the combined reserve, with definite limitations, 
as a menus of covering the external value of the 
internal currency of tho country. Were the reserves 
to bo combined in that manner, with definite limita- 
tions as to the proportions of the reserves, would 
that or would it not, in your opinion, provide a 
mechanism which would effect tho automatic contrac- 
tion of tin? currency and thus remedy tho defect in 
the pre-war system to which you havo referred? — 
Any provision of statutory obligation on the part of 
the Government to give gold coins nr sterling in 
exchange of rupeos may not remedy the defect or 
will not make the system automatic, and even if it 
makes it automatic, well, it does not secure a sound 
monetary system for India. 

4231. Leaving aside tho general question, suppos- 
ing the system provides for tho Automatic contrac- 
tion of tlm reserves against the sale of external 
curreucy or internal currency, would that or would 
it not, in your opinion, remedy this defect in tho 
pre-war system to which you have referred? It will 
not, been u no normally Tndia lias a favourable balance, 
ami so long ns there is a favourable balance, there 
is no room for contracting currency. You could 
contract currency only by the sale of reverse bills; 
that means when there is an adverse balance. 

4232. If I may seek to follow you step by step, 
iH there in gonerul any necessity for contracting the 
currency when there is a favourable balance?— But 
favourable balance may be adjusted either by way 
of currency or by a shipment of bullion. 

4233. In fact and in practice, does not tho necessity 
or the desirability for a contraction of tho currency 
arise when there is a temporary turn of the balance 
either to inuko it adverse or less favourable?- I do 
not follow you. 

4231. As a matter of fact, in practice does not the 
need for the contraction of the currency in order 
to support the gold value of the internal currency 
in general only arise when tho balance of tradu 
either becomes positively adverse to the country or, 
on the other hand, less favourable than the normal? 

When it is less favourable than normal, there 
is no necessity for contracting the currency, because, 

* Printed u Appendix 21. f Appendix 2. 


as a matter of fact, it is only in case there is an- 
effective adverse balance that there is room for 
contracting the currency and any statutory obliga- 
tion on the part of the Government to givo inter- 
national currency or gold in exchange of rupees 
would only arise when thero is uii adverse balance, 
ar.d for a country liko India, even this provision 
will not make tho currency automatic, and that 
will be a dead letter. Statutory obligation on the 
part- of the Government when there is a favourable 
balance would bo a dead letter, so far as contraction 
of tlm currency is concerned. 

4235. Would you agree, Professor Joshi, that the 
defect in the pre-war currency might bo thus ex- 
pressed : that in a bad year reverse council bills 
would bo sold, but that tlioro might bo no resultant 
contraction of the currency which would serve as 
a gradual automatic correction to tho influences 
which were making for tho weakness of exchange? — 
(Mr. Joshi.) That is true for had years. For bad 
years thero is a provision. If tho statutory obliga- 
tion is undertaken, then for had years wo do gel 
an automatic provision for contraction. But tho 
point I am making is that normally there are very 
few bad years, and during those j’ears there is no 
room for automatic contraction of currency in this 
country, even under this improved gold exchange 
standard system. 

4236. Under a full gold standard, how would the 
currency bo contracted ?- -The mint value and tho 
market vnluo being identical, there is an alternative 
uso for tho currency. Hero in India under tho gold 
exchange standard there is no alternative uso for 
the rupee. It is only a note printed on silver, an 
inconvertible note at tho same time. 

4237. Turning to your memorandum, in para- 
graph 18, you say : 11 Finally tho stability of price 
level .... may not lie equally desirable for 
a country like India with potentialities of 
industrial development in tlio future and for whom 
therefore slowly rising prices, not duo to over- 
issue of tokens, but resulting from tlio adoption of a 
gold standard, may bo a necessary stimulus to indus- 
trial expansion. 11 Tlio question I want to ask you 
upon that is this : Is it in your opinion, in the first 
place, quite elc?ar that a state of a slow rise in prices 
is in tho interests of tlio wholo national community in 
such ii country as India where industrial interests are 
only a comparatively small portion of the total inter- 
ests of the community P- (A/r. W'adiu.) But we bclievo 
the need for industrialisation to he so urgent in this 
country that even if slightly rising prices may mean 
a loss to agriculture we will be prepared to face it. 

4238. I will put it very crudely. I am sure you will 
not accept my suggestion. Your answer does suggest 
that you uro prepared to sacrifice agricultural 
interests to tho interests of tho country?— Assn tiling 
that there is a conflict. 

4239. J/et ns tnko jt on that basia: Is thero or is 
thero not a conflict botw'ocn the interests of agricul- 
ture ami industry in this matter of the desirability 
of a slow rise in prices? — {Prof. Joshi.) What we mean 
is this: An upward trend in the general level of 
prices which is genuine and imturul by the adoption 
of a gold standard does not create any difficulty for 
the agriculturist and whero there is a gradual upward 
trend in prices, there is no conflict of interest 
between tho various sections of tlio community as 
such. That is all that wo mean. What wo are 
against is an artificial rise in the general level of 
prices which is the result of an enormous issue of 
token coinage. 

4240. May T ask a question on that? 1 suppose it 
might be said, might it not, l’rof. Joshi, that any 
change in price levels which is the result of the intro- 
duction of one currency system rather than another' 

"is’ an artificial. change? Would not, therefore, 'your 
objection to artificial changes in price levels apply as 
much to those which would result from the intro- 
duction of a gold standard as those which would result 
from direct inflation P— By tho introduction of a gold 
standard, there will he an artificial increase in priceo. 
On the contrary, we are making it move natural. 
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1211. Will you amplify a little your answer, in 
which you express the opinion that the gradual rise 
in prices would not bo contrary to tho iu to rests of tho 
agricultural population? India being overwhelmingly 
an agricultural country uml as she is an exporter, 
agriculturists as consumers may l>o afTectod adversely, 
hut as producers of raw nuiLerials and food grains and 
as exporters they will bo benefited by a rise in prices. 

4242. Will nob the prices which will he must directly 
affeited ho the prices of articles imported into 
India?- rnder the gold exchange standard there is 
no safeguard. The difficulty or the result is worso 
under gold exchange standard than under the gold 
standard. That is the point wo make. Wo are 
choosing between two evils, if at all they cun Ins 
called evils. 

12-h'J. To make this mailer as dear as it may he 
made, why, in your opinion, would the adoption of a 
full gold standard result in a rise in prices ?-- (Mr. 
Wadia.) Well, we are judging from tho experience of 
gold prices roughly over 70 or SO years. Tho pro- 
duction of gold has fairly kept a little in advanco of 
tho increasing demands for gold for monetary 
purposes. 

42-1-1 . That refers to the world's total supply? 
Yes; and there has been during the last 70 or SO 
.wars a slow upward movement in prices, 1 mean 
taking tho tiling ns a whole and not judging by 
individual decades. 

4245. I understand the effect of your answer is 
that (he result of pegging the rujioo to gold would 
bo that, in consequence of tho relative supply and 
demand of gold in tho world at largo, there wool ! 
bo ill India a s|ow rise in prices?— Tf wo have a gold 
standard, Indian gold prices will follow world move- 
ments. 

424ft. That involves tho opinion, as I understand 
it. that tho general movement of world gold prices 
will bo a rise in tho world gold prices?- Judging 
from tho past it has been so. It is very difficult to 
predict what tho fill ure may bring. 

4217. Have you been able to make auv study iis to 
tho relative supply and demand of gold ami its effect 
upon world gold prices in future? So far as 
estimates are concerned, we are told that tho average 
gold production during tho next five years may con- 
tinue to !ki on the tame footing as during tho last 
five years. 

42IM. What estimate are you basing that statement 
on? (Mr. Wadia.) Wo are referring to tho Cold and 
Silver CVnuiiiissioirs Report of tho United States of 
America which has been issued only in tho beginning 
of this year. (J/r. Joshi.) Tho Report on Foreign 
Currencies. 

42-lft. f understand that, forming as good an esti- 
mate as the knowledge at your disposal enables you 
to make, you are of opinion thal tlicro is going to bo 
a general rise in world gold prices in the future; is 
that a general opinion? — (Mr. Joshi.) Wo cannot give 
any definite opinion on that. Of course it is simply 
a question of forecast-; it. entirely depends on the 
|H>licics of various countries and tho attitude of the 
United States of America towards the European 
countries also. 

■1250. In paragraph lft, you say : ” If wo turn 
to the question, has the gold cxchungo standard 
during the period that it worked, namely 1 000 
to 1014. secured stability of exchanges, the 
answer is simple. Stability of exchange under the 
gold exchange standard is practicable ami can he 
maintained at any ratio at or above Is. 4d. so long 
as India has a favourable balance of trade and so long 
as the price of silver is below 43d. an ounce. These 
two conditions woro present during the period. 
When in 1907 ono of these conditions was absent the 
system was on tho point of breaking down, and 
during tho War when the second condition was absent 
it broke down completely. Stability of cxchango 
under tho gold exchange standard depends upon 
conditions which the gold exchango standard itself 
does not necessarily secure.” Are these conditions to 
which you refer secured under any conceivable 
currency standard, including that of a full gold 


standard?— (Air. Wadia.) Of course not. No stan- 
dard by itself will secure these conditions. 

4251. Any system which might bo devised, including 
that of a full gold standard, would be liable to strain, 
supposing that conditions had become adverse? — (Mr. 

I radio.) If your question implies that the gold 
standard will not secure sbablo exchange I differ from 
that implication because if you primarily secure 
stability of internal prices stability of - cxchango 
follows as a matter of course. (Mr. Joshi.) When tho 
world has got ono international standard of valuo 
stability in foreign exchange is automatically 
guaranteed whon that standard is adopted by all 
countries, and though a gold standard docs not secure 
completely an absolute fixity of exchange or stability 
in prices, still it is the only method that human 
ingenuity can devise under present circumstances 
which can socuro both those objects. 

427)2. Taking it under two headings, first of all the 
heading of balance of trade, let me put my difficulty 
in apprehending your point of view. Whether it be 
under a gold exchango standard or under a gold 
standard, tho value of India's internal unit is 
stabilised in relation to gold. What* is tlioro then ill 
this circumstance to which you refer, ail alteratiofi in 
the balanco of trade, which inflicts a heavier strain 
upon the stability of tho system whether the system 
bo a gold standard or a gold exchange standard? — 
(Mr. Wadia.) I cannot quite catch your point. 

4253. Under either system, a gold standard or a 
gold exchange standard, what you are maintaining is 
tho stability of the rupee, the gold value of the rupee ? 
— (Mr. Wadia.) No, under the gold standard ques- 
tions us to the stability of the rupee do not arise at 
all because thon tho rupeo becomes a token coin and 
our prices will bo in gold. 

4254. Then wo will consider that if wo may, in con- 
nexion with your proposals for tho establishment ol* 
a full gold standard. Let us take the wxxmd inference, 
and that is the price of silver. It is necessary to 
anticipate a little, in order to elucidate this matter 
by asking you this. 1 imagine you contemplate that, 
oven aftor the establishment of a full gold standard, 
Micro will 1 k> a substantial amount of silver rupees in 
circulation ? — ( liolh witnesses.) Yes. 

4255. Rccausu they are necessary for the small 
transactions of the country ? Yes. 

4250. The disadvantage to which a system is liable 
upon tlie occurrence of this cirau instance is that tho 
rise in the price of silver takes the value of the rupee 
abnvo melting point. .Is that not a disadvantage 
which will have its reactions under a full gold 
standard P- h (Mr. Wadia.) No, limitation of supply is 
quite enough b.v itself to secure the face value of the 
token coin. All that we need is limitation of supply. 

4257. I understand that, under that system, the 
valuo of the rupee will bo fixed as a portion of that 
of tho gold unit? — Yes. 

4258. if that bo so, would it not be that a rise in 
tho valuo of silver would carry the intrinsic valuo of 
tho rupee aln>vo its token value as a part of tlie gold 
unit?— (Mr. Joslii.) We are concerned with the 
immediate problem and at present silver is 32 pence 
an ounce. There is no possibility for a year or two 
of its going above 43d. After the introduction of a 
lull and complete gold standard, if it is desired to 
reduce the weight of the rupoo in terms of silver 
that may be considered in the future but not today. 

4259. I quite recognise tho force of your contention, 
but if that be so, if tho problem does not present 
itself, it does not serve to discriminate between the 
relative advantages of tho two BtandardB? — (Mr. 
Joshi.) It does. 

4260. How can that be if the problem doos not arise 
owing to the improbability of a rise in the price of 
silver P—<Afr. Joshi.) You seo the point we are making 
is that it is not owing to Uia intrinsic soundness of 
tho gold exchange standard that it secures a stable 
exchange, hut it is simply because the price of silver 
is much below the face value of the rupee. 

4261. My question- is a very simple and practical 
ono. Even under the gold exchange standard the 
price of silver might rise so far aa to make it 
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necessary for you to take measures as regards your 
token currency. Every other country, even England, 
did so after the War? — (Jlfr. Joshi.) We also in this 
country -had to <1» so when the price of silver was 
above 43 pence an ounce. Measures are to he taken. 

4202. How <lo you propose to deal with a situation 

under which the prieo of silver has risen so far as to 
make it worth while to melt your token coin? — (Mr. 
llWia.) if ailver is the token coin, it is open to 
tho Government to reduce the fineness of the coin or 
the weigh t of the coin. (Mr. Junhi.) Hut those are 
only remote contingencies. That problem does not 
arise in present r iron instances. • 

4203. In so far as the problem is worth taking into 
consideration, you are not relievod, by the adoption 
of a full gold standard, from having under such con- 
ditions to substitute some other token currency for 
your overvalued silver rupees? — There is all the 
difference between a token coin limited in supply and 
whoso face value can he kept up and a token coin 
whose supply is not limited. 

4204. Now T should like your opinion on (his point 

from your wide experience of the psychology and 
habits of tho people. Supposing the rupee has been 
reduced as you propose to the position of more small 
change; sup|M>sitig that it is necessary, owing to a 
rise in the price of silver, either to sulwtitutc a silver 
rupee of less content or some other token currency; 
supposing also, if I may continue the list of supposi- 
tions because it is necessary to mako my questions 
clear, we are in agreement that there must still he a 
large volume of rupees outstanding; what will he the 
political and social reactions on the un instructed 
public even under those conditions of a reduction in 
tho actual intrinsic value of the rupee. Would it Ik> 
serious or not? — <il fr. Juxlti.) I will answer under two 
heads,— first, that all the sup|iosi (ions are too remote, 
suppositions which cannot he supposed under tho 
circumstances in which we are placed, r.i/., that the 
prico of silver will go above the price fixed by flovern- 
ment. . . . 

4205. T must point out that if that is too remote the 
whole question is too remote, and there is no need to 
discriminate between the two systems? That is the 
first part of my answer. The second part of the 
answer is that undoubtedly there will he great re- 
action in tho mind of tile people because they are 
accustomed to tho silver rupees, and before any 
question of reducing the weight or fineness of tho 
rupee is thought of seriously, it ought to he con- 
sidered from all points of view. As theorists we do not 
mind reducing its weight; provided it is liuulo a 
token coin there is no objection in theory, hut look- 
ing to tho Imhits and sentiments of tho people for the 

• time being till they are familiarised with a full gold 
standard and a gold currency, till that time and 
during tho transitional period the rupee need not he 
tri flixl with; there is no necessity to trifle with tho 
rupee. (Mr. Wadia.) Hut T take it the Chairman is 
not thinking of this transitional period. 

4200. In my own mind 1 was making a contrast, 
between a full gold standard ami an exchange stand- 
ard ?--(Mr. Wad in.) fly the time a full gold stand- 
ard comes into operation they will have become so 
used to the new currency that we may expect to see 
a difference in their attitude with regard to the token 
money. 

42G7. I fully apprehend your point of view, that 
after a sufficient period of getting used to tho new 
conditions you might with safety make such a change, 
the only question boing the adequacy of the inter- 
vening period for uccustoming the jieoplo to the new 
state of affairs. Wo come now to your analysis of 
the imperfections of the gold exclutngo standard 
(paragraph 20), one of which wc have already 
dealt with, and we will now deal with the con- 
tract ihility of tho currency under a gold exchange 
standard. Tn paragraph 2 of your analysis 
you refer to the 'evils tof nil finelnstie currency 
which are accentuated by a system which leaves tho 
management of currency in the hands of a body 
which is not in touch with the day to day require- 
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meats of the commercial community. Heferring again 
to those hypothetical proposals which T believe you 
have had ail opportunity of considering, would, ill 
your opinion, this obvious disadvantage of the pre- 
war system be adequately remedied by tho transfer 
of the management and the control of the i urrency of 
the country to the same body as that which controls 
tho hanking reserves of the country, that is, through 
a Central Hank ? ■ {Mr. WmVut.) Provided two con- 
ditions are fulfilled on which wo very emphatically 
lay stress, and these are, that we have an effective 
gold standard and that the Imperial Hank ho con- 
sidered a national asset with no private interests 
conflicting with tho interests of tho country as a 
whole. 

•1*268. Will you explain a littln tho hearing of your 
Inst answer? When what we nro seeking to remedy 
is the divorcement between the control of the cur- 
rency reserves of the country and tho hanking re- 
serves of the country, what difference does it make as 
regards the alleviation of that evil whether the 
system actually in operation lie an exchange stand- 
ard or a full gold standard? — (Mr. Jushi.) Undoubt- 
edly it would he nil improvement upon tho existing 
system. Hut tliut would not secure to India what 
she wants. 

•1269. I am only dealing at tho present time with 
each evil under its separate heading?— It will be an 
improvement. 

4276. Then at the conclusion of your paragraph 
No. 2 you say; “There must he something intrin- 
sically wrong with a currency system that permits the 
hank rate to rise from 4 to 9 per cent, at a time 
when the country lias an outstanding balance of 
several crores of rupees in her favour from month to 
month.” T should like to direct your attention in 
that, connection to the recent alterations that have 
been made in India’s hanking mid currency system 
ns regards the issue of emergency currency ngninst 
hills anil ask you to what extent, in your opinion, the 
inelasticity to which you refer has been remedied l»v 
that innovation? This defect has been removed par- 
tially by this innovation. Hut to remedy this defect 
completely, unless the country adopts an effective 
gold standard the provisions for emergency currency 
will not he sufficient to make the system so elastic 
and so stable as not to lend to violent, duct nations in 
future. 

1271. As regards this particular provision for the 
issue of emergency currency agninst hills of exchange, 
will you point out what difference it makes to the 
fundamental system whether it is an exchange stand- 
ard or a full gold standard? — fn a full gold standard 
people I'lin go to the mint and get ns much currency 
minted as they like. When tho country has got a 
favourable balance it can he liquidated in specie and 
coin, people can go -to the mint and get as much 
currency as they like. 

•1272. What would they tender? — They could tender 
gold. 

•1273. dust to make that clear, under an exchange 
standard can they not equally tender foreign ex- 
change ami receive internal currency? (Mr. IfWia.) 
You mean they will receive token money. 

4274. They would receive whatever unit of cur- 
rency tlie country has? Under tho gold exchange 
standard they will get silver, notes printed on ailver. 

4275. Under your system what would they get? — 
Cold coins or gold notes. 

4276. Hut whether the system was baaed ujkiu a 
gold currency or upon an inconvertible internal unit 
the measure of elasticity would ho the same, would it ■ 

'not?- — There is ultimately all the difference in the 
world between an inconvertible silver rupee and Ike 
convertible gold note or coin. 

4277. In this connection, referring only tc the 
question of elasticity, I feel that my mind needs to lie 
cleared as tn what the essential difference is between 
the two? — (.1 fr. Jn.ihi.) This statement is made from 
our exjierionce of tho Inst two or three veara ^ Indja 
had an enormous balance in her favour and it wae~- 

jrfflply the exchange policy of tlie Government which 
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kept up the statutory ratio of tho rupee at 2b. which 
was responsible for the import of heavy stocks of gold 
into this country and at same time for the pheno- 
menal tightness of the money market. Under the 
operation of a gold standard system open to the free 
coin ago of gold, this gold would have found its place 
in the vaults of the hank or in the mint uml people 
would have got ns much money ns they desired. 

4278. I think wo must distinguish, must we not, in 
this connection between tho regular annual and 
gradual expansion of the currency which is required 
by the growth of the trade of tho country and 
tiie seasonal expansion which is required 
annually to lie followed by a subsequent contraction. 

1 think 1 could ascertain your views best by asking 
you whether the arrangements for the seasonal ex- 
pansion of tho currency against bills of exchange at 
present in force are not equally adaptable, whether 
the fundamental system of currency bo an exchange 
standard or a full gold system P— Under the gold 
exchange standard, provision for omcrgoncy currency 
is an improvement; it is an important innovation; 
under a gold standard it is better. 

•1279. Continuing your memorandum in paragraph 
No. 3 you say : 11 This mechanism for stabilising ex- 
changes can only be effective if there is legal obliga- 
tion on the Government of India to convert rupees 
into gold ”?— This statement is made to point out 
that the Indian system was not a complete gold ex- 
change standard. 

4280. That will save me troubling you with further 
questions on that point. That is really only pointing 
out that the pre-war system was not a gold exchange 
standard. Now, in paragraph 4, you say that India 
needs all the gold which she can possibly command for 
the development of her agriculture and her industries. 

I am not quitn sure that I perfectly appreciate what 
you have in mind thero. Is gold in use as currency 
available for the development of agriculture and 
industries? {Mr. Wadia.) What we meant to say 
was this : under a gold standard all the gold reserves 
will be economised and centralised, and on tho basis 
of that a credit superstructure may bo raised for. the 
benefit of agriculture as well ns industries. 

4281. Let us agree that in the past all the gold 
resources of Iiuliu have not been mobilised centrally 
and thus made most readily available. What I need 
to supplement that, in order to compare in my own 
mind the comparative advantages of an exchange 
standard and a gold standard, is to see why, nndor 
the full gold standard, it is your opinion that j'ou 
would attain a greater measure of centralisation of 
gold resources and their mobilisation for purposes of 
industry in winsi deration of the fact which would 
scorn to require consideration that, under that stand- 
ard, you have a proportion of your gold out in circu- 
lation, and thus it would seem not available?- The 
great defect of the gold exchange standard os we 
have indicated, is the dissipation of India's gold re- 
sources from year to year. All the gold that comes 
here is either hoarded or disappears. Under a full 
gold standard much of this gold will lie centralised 
for tho raising of credit. 

4282. Were the possible evil effects to which you 
refer due or not due rather to a misapprehension of 
the proper working of a gold exchange standard or 
wore they the results of an intrinsic defect in tho 
standard itself? — {Mr. Wad ia . ) ^People have no con- 
fidence that the gold, once they part with it, witl como 
hack to them and this is one of the main psycho- 
logical springs of tho present habit of hoarding. 

4283. That I understand to he one of the bases of 
.vonr recommendations?— {Mr. Joshi.) May I supple- 
ment that answer? It was partially due to tho in- 
trinsic defect of the gold exchange standard system 
itself, because so far as India is concerned it neces- 
sitated the location of 40 million pounds in London. 
Under a full-fledged gold standard thero is no nncee- 
sity for locking up all India’s gold reserves in London. 
TJat ia one defect ; thoro is another; that so far as 
the people aro concerned, they are not the only 
hoarders; tho Government has become one kind of 


hoarder, and the people another kind of hoarder. 

So India’s gold reserves as well as resources are not 
utilised to the fullest extent to which they ought to 
he utilised. 

4284. That is the point which really comes in your 
next sentence, where you say “ This dissipation of 
tint gold resources is brought about in a two-fold 
manner: firstly, nearly £60,000,000 worth of her gold 
including £40, 000, OIK) in the gold standard reserve 
is locked up iu London for the stabilisation of her » 
exchanges.” When we are considering the avail-, 
ability of gold for tho purpose of development of * 
agriculture and industries, if it is to be locked up J 
dot's it make any fundamental difference whether it. 1 
is locked up in one place or another?— (Mr. Wadia.), 
if it is used or locked up in a central bank which 
acts hotli for the purpose of the paper currency and 
for hanking purposes, it meanB that all this gold will 
he tho basis on which tho bunk will oxtond its credit 
whereas at present nothing of the kind can happen. 
That is ono great advantage, that by the centralisa- 
tion of our gold resources and by placing them in a 
national hank, wo shall be able to make more use of 
these gold resources for our national purposes. 

4285. If you havo assets in the paper currency 
reservo to protect the internal convertibility of notes 
and to maintain tho exchange value of internal cur- 
rency, then they are counterbalanced by liabilities 
upon the other side of tho balance shoot, arc they 
not? If that is so, how could they be available for 
furLlicr purposes of credit? — (Mr. Jushi.) May I 
answer that question? There aro really two 
answers : first so far as tlio £60 millions are con- 
cerned, these reserves arc lockod up to-day ill London 
simply because of tho existence of the gold exchange 
standard. Now, we make the point that had it not 
been for the operation of the gold exchange standard 
this £60 millions would have been in the central 
hank in India, that is to say, the State Bank. That 
is ono thing; in another way Lho large stocks of gold 
which are imported into this country now aro 
hoarded by the people, and they will lie available to 
the hanks; and upon theso gold reserves and re- 
sources a credit sinierstrueture can ho raised up to 
help industries and agriculture. 

4286. Under a full gold standard, as I understand 
it, we recognise that a paper currency reserve must 
still ho maintained? — We endorse your view on that 
point. 

4287. And this reserve will have to bear tho weight 
of maintaining tho external value of the currency?-- ■ 
It will he kept in certain proportion. 

4288. J)o you think it will he possible to make any 
great reduction in that proportion in view of the 
gold in circulation? — That is not a question of the 
paper currency reserve. Wo do not trifle with the 
paper currency reserve; we aro equally omphatic as 
you are in maintaining a paper currency reserve. 

4289. May 1 direct your attention, in order that 
we may proceed step by step, to the end of my ques- 
tion : that is, agreeing on that (there can he no two 
opinions about that of course), are you or are you not 
of opinion that you can make a substantial economy 
of the reserves which you would have to keep in con- 
sideration of the gold which you have in circulation ? 
—Exactly; that is the point we are making, that 
under the gold exchange standard it is not possible 
for us to make economy in the use of gold, and we 
Mieve that under a gold standard there is a greater 
opportunity to make greater economy of tho use of 
gold. 

4290. As I understand it, your opinion is that that 
oconomy is effected by reckoning that gold in circula- 
tion 1 is available as part of your reserves?— That 
point does not arise. All that we mean to say is that 

* to-day the large stocks of gold which are imported 
into the country are put out of use. Under a full 
gold standard the people will not hoard gold, and 
these will he deposited with the bank, and on tho 
strength of those deposits the bank can lend out 
credit either to agriculture or industries. At the 
same time there will be no necessity fn locating £60 
millions in London. 
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4991. That is proceeding upon the assumption that 
the adoption of gold currency and a full gold stan- 
dard will remody the hoarding practice of the 
people P— Decidedly; and there. is just one more 
point; the adoption of ait.jsf&isitim.. field. si andard 
Jo|H not noceatiarilv moan the circulation of a large 
qf go ld .coins. 

_ Let me examine just what your anticipations 

are about that. -Do you, for instance, consider thul 
the introduction of your proposals would produce an 
immediate cessation of the hoarding habits of the 
people, and that in conseq uenre no gold will be re- 
quired at all cither in currency or in substitution for 
hoards P — (Mr. W'adia.) No, not necessarily. 

4293. So I imagined. You look upon it as a cir- 
cumstance which will produce a grudual change P — 
Yes. 

! 4994. Do you or do you not consider it is probable 

; that the result of making gold freely available would, 

! at first at any rate and during the transition period, 
result in a further substantial increase in the demand 
for gold both for currency and for hoards?— I don’t 
think .I. am prepared to givo any definite reply. 

\ ” 4295. I beg your pardon, I misunderstood your 
gesture. It is not that you differ from the sugges- 
tion, but that 3 *ou cannot make any prophecy. 
Nevertheless, it is a very relevant matter for con- 
sideration, os regards the advisability of any prac- 
tical course, as to whether this is going to result in 
an immediate demand P- (Mr. Joshi.) There may bo 
some demand immediately^ for more use of gold, but 
at the same time if simultaneous steps are tuken to 
niter tlio system, there is also the possibility of find- 
ing more gold offered to the mint. To-day persons 
have got gold not because they are genuine hoarders 
but because of the uncertainty regarding the cur- 
rency policy of the Government of India. And I 
may go to the length of anticipating further tender 
of gold by the people to the Government. 

4*291). That is the ultimate state of affairs at which 
1 understand you expect to arrive, but iny present 
question is directed to trying to ascertain what is 
going to linppen immediately?— Even immediately; 
this phenomenon may arise. 

4297. Then you are not unwilling to contemplate 
the probability that there might he, on balance, an 
actual return of gold as the result of the introduc- 
tion of your proposal There is a possibility in both 
directions. 

429ft. *Ath 1 as between the two possibilities you 
agree, no doubt, there is u very serious practical 
matter for consideration in contemplating what 
course should be taken. J)o not you think it would 
be possible to decide whether it is likely to result in 
an increase or a decrease in the demand for gold? 
- -But wo do not contemplate the conversion of the 
rupees Tfito gold immediately. We are suggesting 
permissive measures which are. to he adopted in 
future. 

4299. Let us postpone that question for the 
moment, until we come to the actual measures. 
Continuing to ask my elucidatory questions upon 
your analysis of the question, and passing to 
paragraph 22 you suy : — “ In normal years she 
bus to receive and not pay gold. Even if there 
is an adverse balance, it can lie adjusted by 
the operation of the bank rate or hy the ilotation 
of a temporary loan abroad.” Now, the occurrence 
of an adverse balance would mean, in foct, a bad 
year, during which conditions w*ere adverse from 
the Indian point of view, and, if those adverse con- 
ditions were sufficiently adverse, it might amount 
even to a crisis in India’s financial affairs. Is a 
period of crisis of this sort, or at any rate an 
adverse period, a season at which it is prudent to 
leave oneself with the task of the flotation of loans 
abroad as a method for dealing with and rectifying 
the situation? Ought one to adopt a system where 
one has to borrow at times of crisis, or is there not 
something imprudent about that?~^il/r. Jothi.) As 
• matter of fact, during a crisis it is only one of 
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tlio ways for bringing out equilbrium, and if the 
crisis is of a local nature, Micro is no difficulty in 
raising a foreign loan. 

43fKI. Oiticnl times, one lias to recognise, affect 
the national credit, ami n prudent Government does 
not put itself, does it, in the position of having to 
borrow at a time when, rr. hy inti hr si, its credit is 
hud?- (Mr. Jos hi.) Hut so far its my knowledge 
goes, there is no Government in the world which 
takes tlio obligation to provide for adverse circum- 
stances. Tt is the business of the business com- 
munity and the hanks to cover up all transactions, 
and I do not see any Government in tlm world 
which undertakes such an obligation to providn lor 
ad verse ci reu instances. 

4301. That is rather a wider answer than an 
answer to my particular question. I had no doubt 
in my own mind that I stated the question in a 
manner in which you would probably agree with it? 
— We agree with it. /There are. cases in which it is 
imprudent to resort to foreign loans. 

4802. You refer to the circumstance that the 
operation of an effective discount rale under tho 
gold standard with a centralised reserve is to he 
taken into aceouut ns a method ol‘ remedying any 
possible upset in the balance of trade. It would he 
nf great interest, l think, if I might ask you here a 
question on which the Commission needs enlighten- 
ment, and that is as to what extent the discount 
rate in India, with its admittedly undeveloped 
hanking system, is mi effective method for remedy- 
fiift temporary maladjustment in the balance of 

'trade. T think you will agree that, in a country like 
Great Britain, with its highly perfected hanking 
system, sulijwt to such abnormal periods as that of 
the war, it is an effective means of restoring the 
balance. How far can wo contemplate it as an 
effective instrument for that purpose in the Indian 
economy? (Mr. Jnshi.) For the time being it will 
not he as effective as it is in Great Britain. But 
we contemplate that in time under the gold stan- 
dard system it will he gradually made as effective 
as it is in other countries. 

4803. That must he, as I understand it, only in 
proportion to the development of the hanking 
system in India? (Mr. Wo Jin.) Yes. 

430-1. What is your opinion. Professor, as to tho 
rate of progress which you think might ho antici- 
pated in India as regards the habits of the people 
and the use of hanks? Is it a thing in which wo can 
look for a swift and speedy growth? 'Well, there is 
every possibility of blinking becoming more popular 
if effective methods are taken for bringing banking 
within the reach of the .smaller towna. 

1305. But it is not going to bo the growth of a 
day?— No. But. even tho use of cheques in the ver- 
nacular may give such a powerful impetus to hank- 
ing habits that, you can say nothing as regards the 
possibilities of hanking in the future. 

4306. It is a matter, of course, in which one is 
peculiarly in need of enlightenment as to the extent 
to which it is possible In look rorwnid to improve- 
ment. It is a in niter in which, 1 take it, we arc pis-u- 
liarl.v in need of enlightenment as to the extent to 
which it is possible to foresee in the near future the 
education of Hie cultivator in the habit of keeping 
his savings in the hank and using a cheque to draw 
upon them?— (Mr. Wwlin.) Tho Indian cultivator 
is an exceedingly intelligent mail. He can ho easily 
mnde to learn the use of cheques if only facilities are 
brought within his reach. We have full confidence 
in the general intelligence of tho average Indian 
cultivator. 

4307. This really raises the question (which is per- 
haps a little foreign to the proceedings of the 
moment) of the methods for increasing banking faci- 
lities and encouraging confidence in the stability of 
banka P— (Mr. Jothi.) Yes, Sir. As a matter of fact, 
wo contemplate nil these measures together, ns part 
and parcel of one complete scheme. We go further 
and say banking includes monetary progress and 
savings 

P 3 
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4308. In paragraph 27 of your memorandum con- 
tinuing our present lino of inquiry, you caused 
some temporary doubt in my mind by your 
reference to the circumstance that Hie best 
in to rente of India require a currency system that tho 
rest of the world has already accepted, a gold stan- 
dard pure and simple. In what sense can it he suid 
that the rest of the world has accepted a gold stan- 
dard pure and simple ? A characteristic feature of 
the gold standard which we are considering is a gold 
currency. Is that the case with regard to the rest 
of the world ? — By a gold standard pure and simple 
we mean not the actual extensive -use of gold in cur- k 
rency but^ system under which the media of ex- 
change can be ultimately converted into gold. 

4309. For international payments ?- - For inter- 
national payments and also for internal payments. 

4310. If it is converted into gold for international 
payments that is the gold exchange standard; but 
if it is to be converted into gold for internal pay- 
ments, in what sense can the rest of the world Ik* 
said to have accepted that cnrrcncy system P Is it 
not rather a feature of modern times that the re- 
verse is the case with the nations of Europe?— You 
are talking of post-wnr conditions? 

4311. If you please. I am talking of tho present P 
— That is because there are a large number of coun- 
tries in Europe which cannot afford tho gold for in- 
ternal circulation — quite apart from the issue of 
economising tho use of gold. 

4312. That really brings us hack to your original 
unswer, which wo fully comprehend, that the re<t 
of the world would adopt a gold currency if they 
could have it? Well, wo have learned to economise 
the use of gold even under a gold standard and the 
war experience and post-war experience has been 
increasingly in that direction. 

4313. Perhaps you will recognise also that that is 
a point of view which might not meet with accep- 
tance amongst many authorities in the countries of 
western Europe, who w*ouhl perhaps lie rather in- 
clined to contend that they look upon the exchange 
standard which they have adopted as the more scien- 
tific standard, and one which involved no implica- 
tion that there was any intention whatever of re- 
turning to a gold currency? You cannot get behind 
the simple fact that the more confidence people have 
in getting their media of exchange ultimately con- 
verted into gold the greater will be the ease and 
readiness with which they will use those substitutes. 

4314. We arc coming to rather closer quarters now 
with your proposals for the actual attainment of the 
lull gold standard. You open tlio matter by your 
reference in purngrnph 28 to the circumstance 
that India, like tho United Slates of America, 
can demand the import of enormous quantities 
of the precious metals. We have referred 
before to the circumstance that the apparent favoiir- 
ablo balance of trade is made up partly of invisible 
imports, of home charges, and partly of the present 
actual imports of gold. Will you explain to me by 
what methods India can enforce her demand for any 
further amounts of gold required in excess of tho 
present imports?— (Mr, Joahi .) Our past experience 
during the last 20 years, if you study the statistics 
of the imports, show that much more gold will not 


would you utilise those? — In paragraph 34 we come 
to concrete proposals. That proposal has got a 
reference to the proposal which is submitted to us 
for a gold standard and wo are discussing it in con- 
nection with that. 

4317. I think T cun put the point in this way. If 
the gold which is now imported is being used for 
some purposes for which it is required, is there any 
reason to suppose that it will not conLiuue to lie re- 
quired for those purposes and would become avail- 
able for some other purposes?- -We do not subscribe 
to tho view that the whole quantity of gold imported 
is used for non- monetary purposes. At xiresent ji 
is used that way, good deal of it ia hoarded. 

4318. It cannot be used for monetary purposes at 
present because of the 2a. ratio. I should like just 
to understand why it is you think that it would not 
continue to bo used for the purposes for which it is 
•now being used, and, if so, if you could assist us by 
telling us in wlmt manner it would become available 
as currency? — Tlie habit of hoarding has grown dur- 
ing recent years simply because of the defective cur- 
rency system. A not her thing is that we anticipate 
a good deal of education among the people because 
we are expecting another instalment of political re- 
forms. That will facilitate the education of tho 
people in banking facilities and they will bo prepared 
to part with Llieir gold which may then be put to 
productive uses instead of being hoarded. 

4319. If they need the gold at present to hoard 
and if they cease to hoard gold, will they not need 
something else to hoard? They do not want to hoard, 
Indians do not want to hoard it; if they do so, it is 
because there is no other way. (Mr. Wadia.) I think 
that is too large an assumption that all the gold im- 
ported into the country is required for non-mono 
tary purples. 

4320. At present it is impossible to make any other 
assumption? — Much of it may lie lying idle. With a 
gold mint and a gold standard, a considerable portion 
cf it mu./ come back. 

4321. Now let me come to the actual practical 
steps which you desire to recommend. Your first 
proposal is that “ no fresh addi Lions to the currency 
to he made in rupees or rupee notes; all sueli addi- 
tions to lie in the form of gold notes or gold certi- 
ficates. 3 bus no immediate additions to the currency 
in the shape of gold coins will be necessary nor will 
it be necessary to convert the existing stock of rupees 
into gold.” Is that qualified by any provisions ns 
to subsequent action, or is that only an intermediate 
stage? — That is only an in termed i ate stage. 

4322. Then your second proposal is that “ so long 
as this country lias not built up adequate gold re- 
serves .... it is not necessary to make tho 
existing token currency convertible into gold for in- 
ternal purposes." That implies, as 1 understand. 
Hi at as soon ns you have built up adequate gold re- 
serves, you would make tho existing token currency 
convertible into gold for internal purposes?— Yes. 

4323. -So that you are contemplating some future 
period at which rupees will become convertible into 
gold. T)o you contemplate as a concomitant of that 
step that the rujicc should cease to lie legal tender 
except in small amounts?— Well ultimately if the 
rupee is to be made a token coin, then n kigal tender 
limit must be fixed. 
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standard, and we anticipate that under the gold plate boars a resemblance in material matters to that 

standard this gold will not bo put to any unproduc- scheme which has Ik-cii outlined in this memorandum* 

tivo uses and will bo available for purposes of cur- which lias been placed before you?— In studying this 

rency and in that sense we make tho statement tli.il memorandum wo find that there are two or three 

India can command gold. omissions to which wo may draw attention. There 

4316. I understand then that, for the purpose of is no reference in this memorandum under the gold 

introducing a gold currency, you think all that would standard to the establishment of a mint. Then there? 

be required would be that India should continue to is no reference also to tho fact that the Government 

import the gold which she has been importing lately should undertake not to coin any more rupees, and 

and that these quantities would then become available there is also no reference to the fact that if the Im- 

for currency?— In future, by the utilization of the perinl Bank of Tndia is to be made the central re- 
present reserves, supplemented by future imports serve, is to bo entrusted with the central reserve 

and also supplemented by the existing stocks which nnd also entrusted with tho management of the paper 

may be available. currency, it should be done />nly after making it a 

431tJ. 1 di not quite follow what you mean by the national instituti ' ’ 

utilization of the present reserves. In what manner f* 


Sea Appendix 2. 
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4325. There should be some alteration in the con- 
stitution P— Yes. 

4326. With these omissions then, as I have been 
able to follow your proposals, as regards the general 
principle your proposals are really substantially the 
same os those in this scheme outlined in this memo- 
randum P— Yes. 

4327. I haw only one or two general questions to 
ask you upon some important aspects of that sub- 
ject. Ha vo you been able to make any estimate 
of the additional amount of gold, additional that is 
to the amounts which come here, which it would be 
necessary to draw to India in order to carry out this 
scheme, including the acceptance of the obligation 
to give gold against outstanding rupees?- -We have 
got here some details of the way in which complete 
conversion can ultimately he worked out, ami if you 
will permit us to enter into those details, wo want 
to show that even to-day it is possible to have com- 
plete conversion of silver currency into a full gold 
currency; even today it is possible to do that; but 
we do not wish to advocate that for obvious reasons. 
What we mean to say is that wo have got reserves 
enough to-day to convert our present currency into 
a full gold currency. 

4326. As this is the question to which I was direct- 
ing your attention, wo might liavo the benefit of your 
calculations?— Well we have figures of the total cir- 
culation of rupees and notes for 1919, approximate, 
362 crores, going hack to 1919, rupees and notes, 
silver and notes. . 

4329. (Sir Alts'inder Murray.) Active circulation r 

-Yes. 

4330. (Chuirmnn.) How much of that is rupee coin 

and how milch is rupee notes? -That wo cannot say; 
we have got the total figure here. Then SO crows 
have been added between 1919 and 1924 that we 
have gathered from the tables that you have sup- 
plied. t . 

4331. That is rupees and notes? Acs. So in all 
our total circulation to-day is -112 crores; roughly, wu 
say 450 crores. Out of these, 190 crores are m notes 
and 260 crores in rupees. Well, as against that we 
have 22 million pounds ol gold at 10 to 1, and 23 
million of securities in the paper currency reserve; 
in all 45 million in the paper currency reserve ; that 
is equivalent to 67 erores sit 13 to I. lhen we ha\o in 
I lie paper currency reserve 56 crores of Government 
of India securities to-day. Now we take it that it m 
only a question of renaming these securities, jt 
von aro converting them into gold seem i ties, oiue 
you have a gold standard. You hav© 58 crores of 
Government of India securities and if we have a gold 
standard and all our reckonings are to be in gold 
then wo can republish those securities and call them 
so many crores of gold liiohurs. 

4332. You rail cull them anything which you choose 
to call them: that will not alter their nature?— If 
our standard of money i« to be changed, the denomi- 
nation of our securities will have to b© changed. It 
they aro rupee securities so far, when you have a gold 
standard they will become gold mohur securities; we 
will revaluo them in gold. 

4333. The nature of your securities cannot alter? - 
We are simply renaming them. 

4334. So we have in that way 07 crores of gold and 
sterling -and 58 crores of debt from the Government 
of India P — Yes. 

4335. That makes 125 crores converted into gold. 
The total note circulation is 190 crores. II you 
deduct from that the 125 which wo can convert im- 
mediately into gold, you have left over 65 crores. 
Assuming the conversion of part of tho note issue into 
gold, assuming that tho notes aro presented for gold, 
you are Calculating that you could convert, if you aro 
required to do so, 125 crores of your 100 crores inte 
gold. It is not still quite clear where the gold comes 
from which enters in as part of tho 58 crores of 
Government securities?— These are Government of 
India securities and they are at present defined as 
rupee securities because our standard is tho rupee. 
If our standard is hencoforward to bo the gold 


mohur, then those securities have to bo revalued in 
gold, renamed in gold. 

1330. My difficulty is this. Here you have your 22 
millions of actual gold coin, which you can use. 
Here you have your millions of sterling securities, 
and von can sell them, and L hope you will realise 
g4M>d prices. But what about tho 56 crores of debt 
from the Government of India? Where is the actual 
gold to come from there? (Mr. .Inshi.) It is not to 
bo paid; it is the public debt. The holders of tho 
rupee securities will henceforth lie holders of mohur 
securities; that is all. Instead of one man holding 
Its. 15, as a bolder of this debt from the Government, 
lie will he the holder of one mohur security. 

41 137. Tho basis of our enquiry at present is to try 
and find out where you would get the gold metal 
from? (Mr. VI Vn/io.) We aro trying to point out to 
you that the whole conversion can take place. Then, 
we have 260 crores of rupees in circulation. We say 
roughly that 2<X) crores out of this will ho actually 
required as Lokcn money. It is a rough estimate. 
Wo need not convert 200 crores. That loaves us 60 
erores of rupee's to lie converted, plus tho 65 crores of 
ruiK?e notes. 

1336. What is Die 65? 190-125. So in all, 125 
crores of rupees and notes will have to he (‘(inverted. 

4330. That is, you are allowing fur the continuance 
of no notes in circulation at all? — That is what wo 
have provided fur, when wo say that these 58 crores 
of rupees securities can he converted into mohur 
.securities on the basis of which a certain amount of 
not© circulation may be fiduciary. That is what w r o 
have in mind. 

•13 M). Now i follow* you; u fiduciary issue of 58 
crores? Then we require to convert 125 crores of 
rupees and notes. 

4341. That leaves only 58 crores of note circula- 
tion outstanding? As against that there will ho tho 
hanking securities, tho mohur securities. Well then, 
we require to convert 125 crores. As against that, 
we have 46 million pounds of the gold standard 
reserve and 90 crores of rupees in the paper currency 
r » ‘servo and, in addition, 60 crores of rupees in actual 
circulation; so that- we have in all 10 million pounds, 
that is, 00 crores, plus 90 crores in the paper currency 
reserve, plus 60 crores in actual circulation. Thus 
to convert 125 crores into gold, we have 00 plus 90 
plus 00, that is 210 crores. 

4312. Such a calculation, of course, is not very 
simple to follow by will’d of mouth. Perhaps we 
may have the benefit, of a note from you which will 
give us ail opportunity of considering it in detail?*-- 
We can write out a note.* We only point out that 
wo have reserves enough for a complete and immediate 
conversion of the gold exchange standard into gold 
standard. 

4343. That is the deduction which you would draw 
from tho calculation which you have just handed 
to us. The basis of that calculation wo shall be ublc 
to judge better when we have considered it at leisure 
with figures in front of iin. There is only one further 
question which I want to ask you, taking full advan- 
tage of your presence here to-day, and that is this: 
You any in No. (4) (paragraph 34): “The relation 
of Die rupee to tho stamlard ruin to lie defined 
by law, preferably as 15 to l.“ 1<et me ascertain, 
in the fiivit place, whether this is to ho an 
immediate measure or whether this is to he a part of 
Die further action to Ik* taken on the accumulation 
of sufficient reserves?- -As an immediate measure. 

4341. What provision do you make for tho main- 
tenance of any ratio which is to he immediately 
fixed in your scheme?— An undertaking on the part 
of the GovennneuL not. ioeein any more rupees. 

• — IftEiTYuii suggest no obligation to buy or sell 
either gold or foreign-ewatengar-Hf 1 onier lo maintain 
The ratio" of the rupee (Mr. Jothi.) There will 

he no question of the ratio of the rupee, because our 
standard will bo gold standard. 

4346. Tt will not bo a gold standard until you get 
on to the final stage. Now L want to contemplate 
the immed iate action t o be taken while you ar e 
• See Appendix 21. 
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awaiting the accumulation of a reserve sufficient for 
the final stage. 1 understand you to say the ratio 
shou 1<1 lie fixed at 15 to 1. It occurs to me to ask 
what mechanism you recommend in order to maintain 
that ratio, and you suy thero should bo the provision 
that no further rupee* should be coined? (Mr. 
Wiulia.) What do you imply by “ maintaining the 
rates M ; is it for internal purpose or for external 
purpose? 

41*47. External purposes need not concern usP — 
For external purposes the question need not arise, 
hccaiiso the exchanges may be left to themselves with 
specie points. 

4348. 1 am not sure I have perfectly apprehended 
your last answer. The unit is to be the gold mohur; 
that is, you fix the gold inohur ns identical with the 
sovereign, mid 3*011 say that the ratio would be 15 
to 1. But it is not enough to say what a thing is 
to bo. What means are you going to take of direct- 
ing the supply or the demand for conversion of 
internal currency into external in order to secure 
the maintenance of the ratio which you have fixed? 
Do you popose that there shoukf bo a legal obliga- 
tion in your transition period upon any currency 
authority to buy and sell at gold points corresponding 
to this ratio? --(Mr. Joshi.) Yes; the Government 
s hall undertake the ohligation~To give fur external 
purposes gold in tlio form of bars, siiyv.of liKJ.oz. 

^4349. And that is to be immediately fixed at 15 to 
1 ?-— Yes. 

4350. Now we come to €>110 question which 1 can 
put quite generally. Why do you prefer the rntio 
of 15 to 1 to the rate which you find existing at the 
present time in the exchange market, that is, the 
Is. 6d. rate? -(Mr. Wadia.) The present rate has been 
the result of Government policy during the last 
year as against, the Is. 4d. rate, which has become 
almost sanctified b> custom. (Mr. Joshi.) Is. (id. rate 
is only the result during the last 1 2 months; and 
as against thnt we have got the cx]»cricncc of nearly 
30 years and in currency matters public confidence 
ought to be considered very carefully; and people are 
accustomed to that relation. (Mr. Wadia.) In theory, 
it doeB 110b matter. As a matter of pure theory, if 
the rupee is a token coin, it does not matter what 
ratio there exists hot ween the token coin and. the 
standard coin. But in practice the people have been 
so long accustomed to this Is. 4d. or 15 to 1 rate 
that it in not desirable to change except for very 
grave and serious reasons. 

4351. If 1 follow' your contention it is this. Sup- 
posing you were at once to introduce a gold currency 
and to adopt the gold inohur, making it the standard 
coin of the country, the present rate of exchange in 
the market being Is. Gel., it will he perfectly in- 
different whether, upon the introduction of the gold 
mohur, you fix the ratio of the rupee as 15 or as 13 J 
to the inohur?— 1 Wo have answered that question of 
gold cxchango thnt two conditions are necessary to 
maintain the ratio. 

4352. Indifferent as regards any relations between 
debtor .and Creditor, buyer nml seller, and so on in 
t-ho country?-- (Mr. Joshi .) Wo arc fully conscious 
about, the disturbances which may result from this; 
hub those disturbances may be tolerated in view of the 
reform and the overhauling of the whole currency 
system in India. 

4353. That raises the question, which I have no 
doubt you have considered, whether prices in tlio 
country have settled down at this current ruto of 
Is. fid., or .whether they havo not settled down at that 
rate?- (Mr. 1 radio.) If !»y prices having been settled 
down you refer to tho prices of last year, undoubtedly 
that statement is true. But India has undergone so 
many sacrifices with regard to her price level in tho 
past that wo are quite prepared to fAcc another 
disturbance of a temporary character if we cun get 
what we want. 

4354. To make it perfectly clear, I understand it is 
your opinion that there is greater equity in the ratio 
ofl5 to 1 than in any other ratio?— Yea. 


4355. To weigh that opinion, we must know aa to 
whoso equity it is, whoso right, as it were, whose 
interests have got to bo vindicated by the 16 to 1 
ratio rather than any other ratio? (Mr. Joshi.) It 
is equitable on the whole and conducive to the 
welfare of all sections of the community. 

4350. That, of course, is a very inclusive answer. 
Might I suggest to you that the only persons whose 
interests can be affected by a divergence from the old 
15 to 1 ratio arc parties to contracts which were 
made under the 15 to 1 ratio and which are still in 
existence at the present timeP Are there any other 
persons, in addition to that class of parties to such 
contracts, who have got an equitable right to the 
ratio of 15 to 1? — By allowing the ratio to settle 
down ut Is. 4d. may benefit all the soctions of the 
community, we should not forget that during the 
transitory jieriod India is an exporter and she exports 
more than she imports and if the ratio at Is. 4d. is 
fixed the country ns a whole will benefit. Undoubtedly 
there will be parties which will be at a loss, as, for 
example, Government. 

4357. 1 gather from your last reply that the 
opinion you express is that the interests of India are 
hotter served, ns between two stable ratios, say 2s. 
or Is. 4d., by the lower ratio rather than the higher P 
— (Mr. ]\’ml in.) There is no question of the interests 
of India being served by a low'or ratio, because that 
brings in tho question of the gold exchango standard. 
As soon as the rupee becomes a token coin there is 
no question of that kind arising. 

4358. I think wo have already established it as 
.vour opinion that tho period of transition, from what- 
ever rate rules on a given day to some other ratio, 
involves a disturbance? — Yes. 

4359. I may take it then, to conclude my questions 
on this point, that you are of opinion that, what- 
ever disturbances in prices, in wages, or in the 
relative burden of contracts are involved in a 
transition from tho existing ratio, which is about 
IHd., to some other ratio such as that which you 
prefer, are not to lie considered against the equitable 
rights which are involved in the restoration of tho 
15 to 1 ratio? -Yes. 

4300. One finul question. I11 this mutter the past 
is not a record of a stable Is. 4d. ratio followiMl 
by a transition to Is. •Oil. We are looking bark 
across a period during which the ratio has violently 
fluctuated? Yes; as the foreign exchanges of the 
European countries fluctuated. 

4301. In view of the complete upsetting of all 
such rights and equities ns those to which you huve 
referred and the violent fluctuations during that 
period, do you think that tho difference between 
Is. 4d. and Is. Od. is a matter for substantial con- 
sideration P — Yes, it is. 

4302. (Chairman.) That finishes the questions I 
wanted to ask. There are many other mutters that 
might ho dealt with; but we have to recognise that 
this is an almost illimitable subject with many 
branching aspects. 

4303. (Sir Iteginald Mant .) Professor, you said 
just now that you would return to the rntio of 15 
rupees to the pound, hwniise the people had been 
accustomed to it for a certain number of years. 
What exactly do you mean by that? Do you mean 
that tho common people are in the habit of thinking 
of the rupee as ono-fifteenth of a sovereign? -- (3/ r. 
Wadia.) All those who are interested in the exchange. 

4304. But tho great mass of the poople are not 
interested in the exchange, though they are largely 
nfTected by it; And I want to know in what way, 
as you say, they are accustomed to this ratio, and 
therefore it is right to return to it. You are aware, 
I think, that gold is circulated only to a very limited 
extent over limited areas and over short periods of 
time. What percentage would you say of the peoplo 
of Bengal have ever seen a gold sovereign or a gold 
mohur? — (Mr. Joshi.) But on the whole people are 
familiar with tho phenomenon that fifteen rupees 
can be got for a mohur, and in that sense wo mean 
people are familiar with these relations. 
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4305. But are they familiar with itP Does tho 
average ryot believe that he could get a gold mohur 
for fifteen rnpcesP — Because incomes are so low hero. 
That does not mean penplo arc not familiar with 
tho fact. (ilfr. Wadia.) In the Punjab he does. 

4366. In the Punjab he may, but I ask yon what 
percentage of the people in Bengal have ever seen 
a gold roiiiP — (Mr. Jnxhi.) From that point of view 
90 per ceut. of the peoplo of India, because their 
incomes are so low, have not seen gold mohurB. 

4367. Then how does the argument that they are 
accustomed to this ratio prevail P — (Mr. Jnxhi.) 
Because they know. 

4368. (Sir Maneekji Dadnbhoy.) Are you in a posi- 
tion to throw any light on what it will cost the 
country to go in for this complete conversion P — (Mr. 
Wndia.) Those are tho very figures that wo have 
brought up before. 

4369. Tho actual cost to the country P — (Hath U’if- 
nesse.x.) There \vilLbe na. cost. 

4370. In this experiment there will be no actual 
cost incurred; am T to understand that? — (Mr. 
Joshi.) Yes. (.1/r. Wadia.) Except such loss or such 
cost as may result; it is not a real loss, but a loss 
on paper from the conversion of 210 crores of rupees 
into gold. 

4371. 8o it would only represent a paper loss in 
your opinion? {Mr. Wadia.) Yob, it comes to that. 
All these are the assets of the (Jovernmont of India. 

4372. (Sir Henry Strakosrh.) There are a few ques- 
tions t would like to ask you. I understood you 
to say. Professor, that for the Inst 30 years gold 
prices hacf been rising. I linvo before me a state- 
ment which can be verified which shows that gold 
prices have fallen steadily from about the year 1x73 
to about 1895? — (Mr. Wadia.) Yes. 

4373. From that stage onwards they have steadily 
risen? — (Mr. Wadia.) Thai is why I said judging 
from the trend of gold prices ns a whole. 

4374. But we have the period of 1X95 onwards 
where gold prices have risen stcndily by a matter 
of 25 or 30 per cent., whereas they had fallen by 
ahout tho same percentage*, if not more, from the 
year 1373 to 1895? (Mr. Jnxhi.) To that extent wu 
qualify our statement. 

4375. Then I have another question. You said 
that ono of the disadvantages of a gold exchange 
standard is that in spite of a favourable balance of 
trade tho country may at certain times he incon- 
venienced by exceptionally high money rates. You 
ascribe it, I believe, to the gold cxehnngo standard ? 
— (Mr. Joshi.) As it has operuted during the last 
three years in particular. 

4376. That, you think, would he remedied by the 
introduction of a gold standard? — Yes. 

4377. Well, you have no doubt followed very closely 
the experience of other countries, including tho 


United States, and you will probably remember that 
in spite of a full gold standard being installed in 
the country it nevertheless went through very severe 
money crises in spite of the fact that they have had 
n very substantial balance of exports over imports. 
T need only refer you to the crisis in 1907 ami in 
earlier years when, as 1 say, they had a heavy balance 
in their favour, a complete gold standard installed, 
and yet suffered money crises with very heavy rates 
of interest? — (Mr. Jnxhi.) That phenomenon may ho 
repeated in Tndia. 

4378. T understood you to say that in your opinion 
an effective gold standard a mild remedy that? — 
(Mr. Jnxhi.) It is a hotter system than a gold ox- 
chango standard, and iL would provide the country 
with a system of currency which can meet the crises 
in a belter way Lhan a gold exchange standard. 

4379. But I have endeavoured to show you that 
with such a currency the United States were subject 
to euormouB crises and very frequent, rrises; so actual 
exponent docs not support your confeiiflbii? -{Mr. 
Joshi.) Well, we are all fallible human beings, and 
as yet wu have not contrived a perfect, system of 
currency. (Mr. Wadia.) If I may he frank, tho 
present scarcity of money as indicated by high money 
rates, I mean by tbe rates during tho last two or 
three years, we believe has been largely duo to the 
policy of exchange at Is. Pul., and we say under a 
gold standard there will, lie no more temptations 
l*efor« a human Government to manipulate exchanges 

-and .bring about ail artificial dearth of money.' 

4380. May 1 put this to you? Can it be concluded 
from actual experience mid also from tho theory of 
the thing that, tho trouble of except. ionally high 
money rates, especially in times of great prosperity, 
is due to a fau lty hanking system, and that, when 
once your hanking system is properly organised, that 
drawback will disappear? (Mr. Wadia.) That is 
quite possible. 

4381. And that that applies not merely under n 
full gold standard hut also under a gold exchange 
standard?-- -(Mr. Jnxhi.) But that only strengthens 
our position that under the gold exchange standard 
a developed banking system will bo a very good 
feature, but under an effective gold standard it will 
Ik* a better provision. 

4382. (Sir Henry Strnhoxch.) Thank you; I do not 
think we need discuss that further. I only wanted 
to mnk« these two points dear. 

4383. (Chairman.) On behalf of my colleagues 1 
thank you for your very full ami helpful assistance 
this afternoon. -(Mr. Wadia.) 1 take it that w« 
have tho permission of the Coin mission to publish 
either part or the whole of our memorandum P 

4384. (Chairman.) The Commission does not make 
any nbjectiou to the publication of the memoranda 
of witnesses, although our own proceedings at the 
Com mission will only he published with the report 
of the Com mission. 


(The witnesses withdrew.) 
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Present : 
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K.C.V.O. 

Sir Norcot Hastings Yeelkh Warren, K.C.l.E. 

Sir Reginald Mant, K.C.l.E., C.S.i. 

Sir Mankckji Byramji Dadabhoy, K.C.l.E. 

Sir Henry Straxosch, K.B.E. 


P.C., H.S.O., D.S.C., M.P. (i Chairman ). 

Sir Alexander Robertson Murray, C.B.E. 

Sir I'uitHiioTA m dab Tuakuruas, C.I.E., M.B.E., 
M.L.A. 

l'rolusMir Jahangir Coovkkjkh Coyajkb. 

Mr. William Edward Preston. 

Mr. U. 11. Baxter (Joint Secretary). 


Mr. H. F. Madon and Mr. Lalji Nahanji, with Mr. Mkiita as Secretary, representing iho Indian Mer- 

chants’ Chamber, called anil examined. 


4385. (Chairman.) Mr. Madon, you come to-day to 
represent the Indian Merchants’ Chamber P — I conic 
with Mr. Lalji Narnnji, one of our past Presidents; 
1 happen to be the Vice-President at present. 

4385. With you there ft Mr. Mehtu, the Secretary 
of your Association? — Yes. 

4387. The Indian Merchants’ Chuniher has been 
good enough to provide us with a memorandum* 
seLting forth their view's, which will savo us much 
time and discussion. 1 need only observo that the 
first portion of the memorandum denis with the con- 
stitution of the Commission. As notified by corre- 
spondence, that could not be accepted in evidence 
hy the Commission or indeed appear on their 
records. — Quite, Sir. 

43>*X. 1 will turn then, if I may, to the subsequent 
portion of your memorandum and 1 desire to ask you 
u few questions. Shall 1 direct them in l lie first 
place to Mr. Madon or to Mr. Lalji Naranji? Any 
way you prefer. Mr. Lalji would like that 1 should 
answer and if we have anything on which we wish 
to consult each other, you will I hope permit us Lo 
do so. 

4389. For your convenience I shall address my 
questions in the first place to M r. Madon. 1 understand 
that the proposals set out in your memorandum may 
he summarised as follows: that there should ho freo 
minting of gold into sovereigns or mohurs; that a 
ratio should ho established to the gold mnhiir of 15 
to 1 ; that the rupee should continue full legal tender 
as at present, hut that no further rupees should ho 
coined; that notes should ho encashed into gold or 
rupees at the option of the currency authorities; that 
no currency should he issued in futuro against any- 
thing hut gold ; and that the charge of the currency 
and the note issue should he handed over to the 
Imperial Bank of India, which should also conduct 
the remittance operations of the Government. That, 
1 think, gives an outline of the proposals in your 
memorandum P — Yes, Sir; that is quite correct. 

4390. Let me usk you one explanatory question. 
You proposo that a part of tho gold standard reserve 
should be transferred to the paper currency reserve 
and that it should be given a larger hacking of gold, 
and that the remainder should he held in reserve to 
support the gold standard system P — Yes. 

4391. Wliat do you propose should be the arrange- 
ment as to the management of that remainder of tho 
reserve? — Our Chamber would prefer the whole 
management of every kind of reservo to ho in the 
hands of the Imperial Bank of India in the future, 
of course under such regulations and safeguards as 
tho Government may think necessary to provide. 

4392. In this connection the first question I should 
like to ask you will raise rather n new aspect as 
regards a question we have already had the advan- 
tage of asking you in another connection, and that 

• Bee Appendix 22, 


is as to the position of tho Imperial Bank under 
this proposed ro-urrungcincnt of control. You refer 
in your memorandum to tho safeguards required and 
to the development of the Imperial Bank into a true 
central Imuk. Would you assist the Commission hy 
amplifying what you have in your mind in that 
regard? — Well, Sir, wliat my Chamber principally 
have in mind is that if the currency department is 
handled hy the Imperial Bank and regulations are 
laid down hy statute as to how r the various reserves 
are to bo treated or deult with, then thero is no 
danger of these regulations being temporarily set 
aside as there has been in the past when tho manage- 
ment has been in tho hands of tho Government, 
because the Imperial Bank would have lo conform to 
tho regulations laid down and if thero has to he 
any setting aside of such regulations or some difficult 
situation that requires to be tided over, then it is 
not the Imperial Bank tliut could do anything of its 
free will, but it is for the Government to say that 
it has got to ho done and that the Imperial Bank 
should do it; and that is what will in the opinion 
of my Chamlier provide for tho avoidance of manipu- 
lations for tho normal period, if 1 may put it like 
that; when there is some abnormal situation like a 
big war or something of that kind going on, then 
most probably the Government will have to take some 
abnormal action; hut it will not be the Imperial Bank 
that could do it of its own freo will; it will have 
to follow the regulations and it will lie for tho 
Governor General in Council or whatever the autho- 
rity may he ultimately governing the country to tako 
tho necessary action. 

4393. Would you briefly outline the nature of the 
regulations to which you are referring? — The regu- 
lations have not boon considered in detail and laid 
down by my Chamber. 

4394. My question was rather not so much what 
Lhc regulations would 1>o ns the sort of subject they 
would deal with? — But that way, our feeling was that 
if the Imperial Bank took over the currency depart- 
ment as it now exists, and with the automatic move- 
ment of gold in and out at such ratio as is adopted 
by law for the standard unit, tho Imperial Bank 
would have as the future currency department to 
simply carry out tlial work, to give out gold and take 
in local currency, or take gold and give out local 
currency at tho rates provided by law; and there 
would ho no discretion whatsoever necessary. So 
my Chum her when they considered this question, were 
of opinion that there would not he any very radical 
changes necessary. What will happen is that the 
agency will be the Imperial Bank carrying out the 
work of tho currency department as a sort of agent 
of the Government and it might be remunerated by 
Buch reasonable sums as the Government may think 
necessary for tho work that it does and the responsi- 
bility that it undertakes. 
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4905. Do you or do you not contemplato that the 
note issue should become the notes of the Imperial 
Bank or thut they should remain the notes of the 
Government ?- -That point has not boon categorically 
considered; but as far us 1 could gather tho views 
of my Chamber would bo that no change is necessary ; 
the uotes may continue as they are, notes of tho 
Government of India, and managed by tho Imperiul 
Bunk as agent for the Government of India. 

4396. If the notes remain the notes of the Govern- 
ment of India, that means that tho liability in respect 
of them is ultimately the liability of tho Government 
of India; and that means also, does it not, that the 
assets against thoso liabilities, which are the reservos, 
must remain the assets of tho Government of India? — 

I would put it somewhut differently; 1 would not 
Nuy assets of the Government of India but assets of 
the currency department or the note issue department. 
Of course if such assets as that department holds fail, 
then ultimately the liability to preserve the valuo of 
the country’s currency will remain the liability of 
tho Government as in overy other country. 

4397. You agree that where tho liabilities are, 
there must (he assets bo also? You could not say 
that tho liability in respect of the notes was a 
liability of the currency department only, could you ? 
It must be the liability of the Government?— I hope 
that follows from the wuy that we pui it, that tho 
imperiul Bank as far us the noto issue work is con- 
cerned will be acting us the agent of tho Government. 

4398. When one is working out a practical scheme, 
is it logical to make u difference in ownership, us 
regards tho vesting of rights and the vesting of 
liabilities against those rights? — 1 am ufruid there is 
no such difference, because if the Imperial Bank acts 
as the agent for Government, then all the assets that 
belong to that department will belong to Government 
and all the liabilities will remain with Government; 
only the handling will he in tho hands of an indepen- 
dent body. 

4399. Your proposal, at any rate, is that the notes 
should remain the notes of tho Government, hearing 
tho name of the Government, and that whatever 
promise there is on them should bo the promiso of 
tho Government? — As it stands at present; I may 
again repeat, we have not thought it at all necessary 
to make any change. So my Committco lias nol con- 
sidered whether tiio future noto should he the note 
of the bank or of the Government because the feeling 
was that the work to ho done was to he done as agent 
of the Government. 

4400. I am trying to exploro what tho uctual work- 
ing out of the scheme of agency would he. You pro- 
pose that the reserves should he vested in the 
currency department. Is it your proposal that the 
currency department should be a department of the 
bank or a department of the Government? — Well, 
Sir, it will be a department of the bank, but absolutely 
independent of its banking department. The two 
will not he mixed up, and the profits nr losses of 
the one will not be mixed up with those of tho other. 

4401. Let us distinguish between the separation as 
regards accounting and the separation as regards 
executive control. Do you propose that tho currency 
department of tho hank should be under an executive 
control different from that of the rest of the bank, 
nr docs your proposal as to separation only apply to 
the method of keeping tho accounts on tho two Rides 
of the hankP — There aguin I may admit that wo 
thought that details or some kind of a skeleton would 
be published for consideration of those bodies that 
come up for evidence; bub there has boon no such 
scheme put forward ; wo have not been able to 
examine each of these details separately. 

4402. I am suro you would agree with me that it is 
so much a greater advantago to get tlio fresh ideas 
of witnesses rather than suggest ideas to the 
witnesses?— iMy point was this: we are quite pre- 
pared to give such ideas as we have on different 
subjects; but when it comes to a question of details 
it would certainly have helped those that come to 
offer evidenoe to have been told that this particular 


question would have to be considered, and they could 
coniu prepared to say which side of the question they 
wero prepared to support. Bub if you wish ib, £ir, 

1 may put forward such views as 1 think my chamber 
would lie willing to support, and that would ho 
that so long ns the accounts of the department were 
entirely separated and the Imperiul Bank wu s 
handling tho department only as nn agent, 11101*0 
would he no objection to the executive control 
remaining in tho same body, tliut is, under tho 
Imperial Bank. There need not ho a snpurule 
executive laxly to control the note issue work. 

444)3. 1 suppose practically ,you would see 
difficulties in making a two-headed institution that 
is capable of lending a healthy life?— Yes, Sir, ull 
India is against dyarchy in any form. 

4404. That being so, will you loll us wlmt, in your 
opinion, is tlio reason for the desirability uf main- 
taining the separation of accounts as between the 
issue department and the banking depart men t of a 
Central Hank? We know the two systeniA, the 
British method of the issue department and the 
hanking department separate, and (be continental 
method of lumping the two together. You, 1 under- 
stand, express a preference for the separation of the 
two departments of the Central Bank? — -Yes, Sir, ns 
far as J call see my Chamber would be for following 
(be model of the Bank of England rather thun that 
of conti non tul banks. 

440/5. What do you consider to be tlio particular 
advantage which makes the one preferable to the 
other? — Well, Sir, that advantage lias l>een put by 
various speakers in England, including the Premier, 
ns making the system fool-proof and knave-proof. 
Mr. Baldwin put it. very recently in a speech. 

4406. You think that, stating in separate form tho 
basis of the note issue shows in such a conspicuous 
and visible way to the public exactly how the note 
issue stands as to make it impossible fur a fool or a 
knave, who cither by folly or knavery muddles the 
system, to escape detection ?- -I may explain it a bit. 
It. is not always knavery that does it. It is not 
always folly that does it. But in political matters 
frequently expediency is given far greater weight 
than correct scientific; handling of a question, par- 
ticularly currency questions. And a system like that 
uf tho Bank of England makes the system proof 
against even that kind of thing until Government 
does it in a wav which makes it very clear to the 
public what is being done. 

4407. Assuming the transfer on Ibis basis, do .you 
see any necessity for any changes in the constitution, 
that is tho provisions us to the executive government 
of the Imperial Hank of India, and, if so, of wlinl 
nature? — Well. Sir. the feeling of my Chamber whic h 
lias boon expressed on other occasions is (lint the con- 
stitution and control should be gradually moro and 
more Tndianiscd. We quite understand that you 
cannot do it in one day. But the ultimate goal Hint 
tho Chamber would aim at is that the final control 
of the Imperial Bank, which would lie practically the 
central state bank of the country, would lie some day 
entirely in the bands of Indians. 

4408. That is rather a question of direction of 
policy? — Yes, Sir. 

14CI9. Tn the first place, I think we should try and 
find whether, taking the statute's of the bunk on they 
exist nt present, von consider that any change in 
these statutes is necessary, particularly with refer- 
ence to tlio question of the amount and degree of 
Government control which you desire over tlio bank? 
— I believe, Sir, the present provisions nro sufficient 
to give; Government such control as would be 
necessary provided of course you accept, the sug- 
gestion that I have put forward that the transfer 
of the Currency Department to the Imperial Bank 
would be to them as agents and not us owners of all 
the assets and liabilities. These gentlemen repre- 
senting government, on the board of governors would 
be always in touch with wlrnt was going on and would 
lie always nldo to seo that the imperial Bank was 
carrying out its duties as it should and as laid down 
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by statute. So 1 don’t think any extra Government 
control is necessary because then it would not be an 
indeiiendent private bunk looking aftei> the Currency 
Department but again Government under a 
different name which wo wish to avoid. So 1 would 
not think any other control necessary, but if I may 
lie permitted to put forward u suggestion Ibis has, 
f may again repent, not been considered in detail by 
my Chamber but f simply put it forward ns whut I 
consider most probably would l»o welcomed by iny 
Chamber, namely that, if with the responsibilities 
of the Currency Department banded over to thn 
Imperial Bank, it is found necessary to have a third 
managing governor- -we have two at present — then 
the law should provide Hint at least one of these three 
gentlemen should lie an Indian. 

4410. Would there be any other changes in tbo con- 
si itut ion?? — Until, Sir, either the Commission or 
the Government later on puts before the public the 
constitution as they want to frame it, it will Ik? very 
difficult for bodies like us to suy exactly where thoy 
would differ. 

4411. If we are to frame suggestions for a constitu- 
tion, wo have to frame them on the evidence that is 
given to us? — The evideneo that I have tried to put 
before you is that so far, apart from the two things 
that I have mentioned—/.#!., ultimate Tndinnisntiou 
and if there are three governors that one of the three 
should lie an Indian -we do not think any constitu- 
tional changes nocessury. If, when thn regulations 
are formed for handing over the Currency Depart- 
ment’s work to the Imperial Bank, there is found to 
he any difference of opinion, wo could then put it 
forivard because, without knowing it. wo rnnnot do 
it.. But, hr we propose that the Imperial Bank 
should ho only an agent as far ns currency work is 
concerned, the ‘question of (constitution would not 
come in. 

4112. You quite fairly sn.v this is the chief altera- 
tion which suggests itself to you at first sight, hut 
that of courso one cannot pronounce that other 
alterations might not suggest themselves when one 
comes fo consider completed proposals? — Yes, Sir, 
that is what I have in mind. 

4413. A question upon which you lay a good deal 
of emphasis, T understand, in your present 
recommendations is tbo maintenance of ndoquuio 
Government control over the bank. In western 
Kurope one is used to the publicist taking rather tlm 
opposite view and deprecating any form of Govern- 
ment control over the Central Bank of issue. For 
our enlightenment, could you explain to us why we 
meet in your mind with a difference from what per- 
haps we nro accustomed to as the common point of 
view of the publicist? — Well, Sir, what my Chamber 
have in mind is this, that the handing over of the 
Currency Department to tlio Imperial Bank is a 
very important mutter and we arc really taking a 
new departure in this country in this matter. Wo 
know that even the United States Government — a 
country where in mutters of hanking and currency 
they are certainly far more advanced than we arc 
in this country — when they had to devise a now 
system, thoy considered it necessary to have very 
considerable control maintained on the whole system, 
f believe that enntrol is even greater than what would 
come in under the suggestions tlint I have put 
forward earlier. But there is another thing, Sir. 
There ia a fear in the minds of the T ml inn public 
tlmt entirely divesting ourselves of all control might 
prove very risky, particularly when iho Government 
is not a responsible Government. 

4414. With that limitation of the functions of the 
Central Bank to which you have referred, what are 
the dangers which you fear? — Well, Sir, it ia very 
difficult to say what the dangers are until you are 
faced with the circumstances, because in 1914 we 
would not have been able to imagine the 
combination of circumstances under which the various 
measures that bad to be taken in the last ten years 
were taken. So until we have that combination of 
circumstances we cannot say exactly what is going to 


happen, and it is in the minds of my friends in tho 
Chamber that it would be much safer to see that tho 
control was there. 

4415. You see, my chief difficulty is to apprehend 
this. What you chiefly doprocato is any form of 
artificial interference with the nuturol working of 
your currency system once you have got a system 
which you can trust? — Exnctly, tliut is what they 
fear. 

4416. Certainly to the outsider the question 

suggests itself : am not you much more likely to run 
the risk or interference if you keep Government 
which is political, control over your currency 
authority than if you make that currency authority 
an iiulcpciident banking authority which is not 
subject to political control? You see tho difficulty 
in the mind of the onlooker who is trying to follow 
your reasoning? — Yes, Sir, I can see that difficulty, 
but the only reply tliut I can put forward is that 
in this country wo have to advance very much further 
before we can undertake the experiment of absolutely 
independent banking control as you have in England. 
We would prefer at leust for the next ten or twenty 
years the control in the form that it oxists, because? 
if I understand tho situation rightly' the present 
representation of Government on the board of the 
Iinpciiul Bank does not mean day to day interference', 
and it will not lend to any such undesirable results 
as you. Sir, seem to have in mind because the small 
amount of representation that is there continues to 
exist.. It will only enable Government to keep in 
absolutely close touch with whatever is passing in the 
Imperial Bank, and it will enable the Govern incut to 
sec more readily than they might otherwise do liow 
tho whole thing was being managed. 1 may further 
point out that although the Bank of England is 
supposed to be absolutely independent, my impression 
from what T have read on the subject is that they 
always keep in very close touch with tho treasury 
Authorities, and it is that kind of touch that will be 
provided here; and later on if it is found 

4417. But there arc no Government Directors oil 
tho Bank of England? — I know that. Sir. England 
linfl n financial history of 150 years’ experience behind 
it and a very responsible government lvhoro anything 
that goes wrong is threshed out in Parliament. We 
have unfortunately in this country to continue to 
labour under t-lic feeling tliut the position is different 
and that our treatment of tho subject must remain 
different. 

441 Threshing out questions of currency policy 
in Parliament does not, 1 fear, always lead to 
enlightenment. May I put my question to you in 
tho form suggested by your last answer. The 
authorities of an independent Control Bank are 
free to consult and cron for with the Government 
through the Treasury, to hoar their advice and to 
take it if they choose. Does not that commend 
itself to you ns having some features of an arrange- 
ment which at any rate is an ideal one as to 
the relations between the Central Bank and Govern- 
ment? Well, Sir, I am not prepared to accept that 
on behalf of the Chamber. 

4-119. Now let us turn hack to one more question 
in order to elucidate your proposals. You proposo 
Hint the assets of the reserve should bo in the hands 
of the Currency Department, that thoy should not 
he formally transferred to tho Central Bank, that 
the legal property in them should still be in tho 
Government but that the Central Bank should uso 
Uicin as agents on behalf of tho Government. Will 
that inukc any difference in practice as to tho work- 
ing of your system, or of the system you recommend, 
or of any other system thut were adopted as the basis 
of .tho currency, or is it only a formal distinction? — 
Well, Sir, my feeling is that under the proposals 
which would make the Imperial Bank art aa agents, 
tho working of the Currency Department will not be 
very different from tho actual working of the note- 
issue Department of the Bank of England, because 
in England— if I am wrong, you will correct me— the 
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Bank has no discretion aa far as the note-issue De- 
partment is concerned. If notes are tendered, it bus 
to give out gold. If gold is tendered, it has to give 
out notes. Of course it is called buying or selling, 
words to which I object. But apart from buying at 
the rate laid down by statute and selling gold at 
the rate laid down by statute, 1 have not been able 
to see anything in which the discretion of the Bank 
of England comes in as far as the note-issue part is 
concerned. As fur as the control of credit in the 
Banking Department is concerned, that iB a different 
matter. 

4420. As far as the note-issue is concerned, its 
functions are strictly limited by statute?- -1 agree. 

4421. The note is not British currency. As far as 
the British currency is concerned, the discretion of 
the Bank of England is a very much wider one? — 1 
am afraid I will not be able to ugree. This will be 
highly technical and 1 am not prepared to go into 
n discussion on this point to-day. 

4122. Just to pick up the question then which wo 
were asking, as I gather it would bo your opinion 
that this reservation of the proprietary rights in the 
reserves, as it were, would really not make any very 
groat practical difference to the working of the system 
you recommend. If that be so, why do you emphasize 
the necessity of reserving the proprietary rights in 
the reserves to Government and not transferring them 
to the BankP — 1 think I may explain that. If an 
agent of mine handles iny property, he feels ull Iho 
time responsible for it, and he knows that lie can not 
do anything else except what I have instructed him 
to do. If he is handling his own property, he knows 
that he can do whatever he likes with it. So my 
feeling is and 1 believe that was at thu bottom of 
the feeling of my colleagues on the Chamber's Com- 
mittee that the best thing was to ask the Tmperi.nl 
Bank to net only as agents; then the Imperial Bank 
would feel their responsibility as agents and would 
never think of handling the reserves or other assets 
of the Currency Department in such a way as they 
thought best. 

4123. The practical importance of this provision, 
1 imagine from one aspect, is that it would make 
it easier for the Government to terminate the agree- 
ment with the Bank ns to the control of the manage- 
ment of the note-issue. That would bo the remedy if 
anything went wrong?— Exactly, Sir. 

442-1-5. As regards the two forms of the reserve, 
that i« the paper currency reserve anti the gold stan- 
dard reserve, wo follow your proposals; but I should 
like to know what your opinion would bo as regards 
a proposal which has been put before us for the com- 
bination of the two reserves into one, so that in 
future thcro should bo instead of two reserves a 
single reserve, held to cover all the purposes of a 
reserve, that is the internal convertibility of the 
note and the external protection of the exchange value 
of tho internal unit of currency, whatever it may 
lieP — You will see that, Sir, from paragraph 18 (iv) 
of the memorandum. 'Well, Sir. you will find that the 
i a cc:oninieii(latiou of our Cham lie r is that part of the 
gold' standard reserve may be transfer red to the pa pet* 
currency rese rve to give it a. larger, hacking of gold 
a lid gold securities and thus facilitate the estahifsh- 
ment of an effective gold standard and that the 
remainder may bo held in the reserve for the support 
of the gold standard system that is herewith pro- 
posed to be introduced. Now the main difficulty 
that our Committee felt when they were considering 
this question of tho two reserves was that un- 
fortunately in this country wo wero loaded up very 
heavily with the silver token currency, and they 
thought that tho best solution would be to make 
the paper currency a separate entity with a sufficient 
proportion of gold backing from its own direct 
liabilities for the note-issue and then whatever surplus 
remained should be continued as a separate reserve to 
look after the other liabilities under the silver token 
coin and which it was very difficult to gaugo exactly 


4-12G. Now let me call attention to your general 
scheme. That provided for the transitional period 
until the silver rupee ceases to he full legal tender 
and becomes a mere subsidiary coin? — Yes, that was 
what my Committee had in vnitid. 

•1427. Then wo are right in looking upon your 
scheme as a scheme for the transitional period, during 
which the silver rupee continues much as it is at 
present, followed by a subsequent period when tho 
reserves are adequate to undertake tho liability and 
to confront tho situation of making the rupee limited 
legal tondcr and reducing il to tho position of tho 
shilling? — Exactly. 

4428. Now during that period, are we at one in 
thinking Hint the* silver rupee has many of the 
characteristics of tho note, the note printed on silver? 
— Thnt would ho eorreet. 

4429. You agree that there is a substantial veracity 
in that aspect in looking on tho rupco during tho 
transitional period as a noto printed on silver? — 
Absolutely true, Sir. 

4439. During that period, in view of thut sub- 
stantial similarity between the silver note and thu 
paper note, is there any object ion in theory to com- 
bining tho two reserves which aru held against the 
liabilities implied in these two forms of note out- 
standing? If they aro both notes, both of the suvne 
nature, why should there ho different reserves against 
tho two NorU. joLuptoP That is tho question which 
we put to ourselves in consequence of evidence that 
has been tendered? — Well, Sir, that particular aspect 
of the question lias not been gone into by my Com- 
mittee. They thought that at tho first stage if wo 
did what has been suggested in this memorandum 
then at a later stage w« should he able to come to 
moro correct conclusions about, tho handling of tho 
two reserves. 

4131. I do not want to press upon you a question 
which you think the Chamber is not prepared to 
answer, but if it is possible for you to express any 
opinion, as a matter of economic science, upon Hint 

matter it would he of interest to the Commission? 

I am afraid. Sir, that, the Chamber has not mm- 
siderod it from that aspect. They thought that tho 
proposals ns embodied in this memorandum would be 
a very satisfactory beginning. 

4432. T think perhaps 1 may fairly put it in this 
way with regard to the combination of the two re- 
serves. Would you see anything in such a proposal 
which would militate against the adoption of tho 
recommendations which your Chamber is prepared to 
make? Ts it inconsistent in any way?— I am afraid, 
Sir, I cannot reply as a Chamber but if you nvish to 
take my personal views, because I have not been 
able to consult my colleagues on this particular aspect, 
then most probably when we would havo considered 
this in detail, the task would have been how to put 
this gold standard Reserve entirely into tho Paper 
Currency Reserve. Something would have had to go 
out If those additional gold securities came in and 
then wo would have to consider what should go out, 
whether it should ho the Indian securities or tho 
silver notes which are now in the reserve or what. 

4433. T quite follow your answer, but it possibly 
needs a little amplification. I think you havo gonn 
through our memorandum 11 containing some sketch 
proposals of various forms of currency reserves? . 
We have. 

4434. May I call your attention to a proposal in 
paragraph 4 of that memorandum containing various 
structures. Tho proposal to which 1 waul to draw' 
attention for the moment is thnt which has boon 
described ns an alternative proposal, though it is 
wrongly printed as “ attractive M ?_Yes, we have 
noted it, Sir. 

4435. The basis of that alternative proposal is that 
in combining the tw’o reserves you should estimate 
the possible liability in respect of the rupee silver 
notes on the following basis: that you should seek 
fo estimate the maximum contract ihility of the silver 
rupee note issue, taking that into account as a 

* Sue Appendix 2. ~~ 
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liability uguinst reserves and setting it off in re- 
establishing your combined reserve as so much in- 
creased liability and so much reserve brought in. 
That would diminish what you refer to as the amount 
which is to go out, because you are adding a fresh 
liability in respect of the possible contractibility of 
the silvor rupee circulation. Would that not bo so? 
— With the reservation that this has not been con- 
sidered in detail by my Committee, I was unable to 
do it because the papers were sent to us under strict 
confidence and I have been able to consult only Mr. 

T inlji here. Hut we have felt two difficulties, Sir. 
First of all we do not think it is very easy to gauge 
today at this stage what the liability of the silver 
notes that are standing out is going to bo; and 
secondly, possibly we do not understand the position 
correctly; but we do not see how that liability is 
going to bo shown in tho currency statements that 
are week by week published. They do show your 180 
ci ores of notes outstanding and various other re- 
serves. Are wc going in future to assume that there 
are further 200 crores of silver notes in circulation 
and so the toinl is 3H9 and the assets behind is 
so much l 1 1 am afraid that that is tho difficulty 
that wo have been unable to get a solution of ; and 
we thought that we could not offer you any helpful 
remarks. 

•1130. Tho proposal is that you should roughly assess 
your liability in respect of the silver rupees out- 
standing. The figure given here is 50 crores, and 
it is assumed, if T remember right, that there cannot 
he a greater contraction than 25 per cent, of the 
rupees which may bo in active circulation ? — Which 
50 crores do you moan, .Sir? 

1137. It is referred to in paragraph -1 of tho memo- 
randum 1 a in referring to. “It has Imjcii suggested 
ns ail alternative that this liability can roughly he 
assessed at 50 crores in respect of rupees outstanding 
ami 1 rupee fur every 4 rupees to ho coined in the 
future May I point out. Sir, that is an entirely 
different wlidnc? We are discussing n gold exchange 
standard scheme with a rupee to be freely coined in 
the future. From that side of it our Chamber refuse 
to consider tho question. 

4138. In order to simplify our discussion for the 
moment, lot us omit that final reference to 11 one 
rupoo for every four rupees to he coined in future n . 
That leaves us only with the liability in respect of 
rupees outstanding at present?- I am afraid, Sir, 
we cannot- agree to this JO crores or any particular 
figuro at this stage. We do not think wo have 
material enough fop it; 

4439. I quite follow; you are of opinion that the 
difficulty of assessing this liability is too groat to 
be dealt with in such a summary way? — At this 
stage. 

4440. Do you mean at this stage of the knowledge 
of the position or at. this stage of tho development 
of currency policy P — At this stage of our knowledge 
of the position us it will be 10, 16 years hence, after 
a certain amount of gold has been in circulation, 
and after we know what is the minimum amount of 
shillings that India will continue to want. 

•1441. Now one or two general questions upon your 
recommendations before T conclude on this heading. 
As we understand, the system which you recommend 
during this transition period will bo in effect a gold 
exchange standard P — No, Sir. 

4442. Tn what respect will it differ from the gold 
exchange standard during the transition period? — 
Even in tho transition period, Sir, every fresh issue 
of currency will lie entirely against gold. That is 
what I wanted to draw attention to. If you kindly 
refer to paragraph 13 of our memorandum, 
you find : ‘ 1 The next point that my Committee 
would like to emphasise is that no currency shall he 
issued in future against anything but Gold ”. We 
are of opinion that that differentiates tho system 
that wo advocate very materially from what is called 
a gold exchange standard, because a gold exchange 
standard postulates the creation of token currency 
fop internal purposes and the exchange of gold for 


it for external purposes, while wo do not advocate 
anything of the sort. 

4443. Your system is different from that in so far 
as this: that you retain tho existing token of the 
internal currency at its present volume P — Exactly. 

4444. But all future increases are to he on a gold 
basis P — May I supplement that, Sir? If we try to 
compare it with tho present system as it obtains in 
England, the position if these recommendations are 
accepted will bo that from to-morrow there will be 
a certain amount of gold currency in circulation os 
in England. By gold currency T mean gold coins 
or notes which will he exchangeable for gold and a 
certain amount of shillings. The only difference 
that I could see, tho only practical difference of 
course, theoretically there may he others, would be 
that we might in this country ho having perhaps 
loo large a number of shillings than is good for us, 
hut that we have got to seo by experience. I havo 
not been able to get the figures of the total volume 
of silver currency now in existence in England and 
so I cannot say whether the volume of rupees circu- 
lating is too much for a population of 350 millions 
of people. But apart from tho fact, which is merely 
a fact on the statute, that you cannot exchange the 
shillings for gold, tlin shilling circulates freely in 
England mid works as 20t.lt part of the pound and 
buys everything that such 20th part of the pound 
will buy. That is what is going to happen in India 
from to-morrow if this .scheme is adopted. Tho 
rupee will certainly he a certain part of the gold 
coin, and it will go on buying all rommoditieM to such 
an extent as that part of the gold coin would have 
bought. So my Coniniittco have thought that the 
future position in India will not be in practice 
materially different from # the position in England. 

4445. I am not sure tlint l quite follow how your 
transition period will work in one respect, and 
perhaps 3*011 will assist us in that respect. As T 
understand, while you havo this note on silver out- 
standing during the transition period, any rise in 
its gold value above the ratio which you adopt, vis., 
15, is to be prevented by 3*our provision as to tho 
coining of gold at that ratio? — Rise in what w*ay, 
SirP 

4446. Any rise in the gold value of tho rupee above 
the ratio of 15 P — Will you please explain how that 
riso could <*01110 about? Then I may lie able to 
tell you. 

■1417. T should he inclined to ask, how docs it come 
about at present, by such forces in the exchange 
market which tend to produce fluctuations in 
exchange, with which 3*011 are so familiar P — Because 
there are two sides to that question, I wanted to 
get tho question cleared up. Tho rupee has varied 
in value owing to fluctuations of silver also. 

4448. I was not referring to that: assuming 
stability in the silver market?— Then if it is merely 
the balance of trade that is going to upset the value 
of the unit in terms of gold, then it will bo adjusted 
in the same way as in England by somo gold going 
in or out of this enuntry and to tho extent that that 
adjustment is needed gold will continue to go in or 
out and I don’t think tho breakdown that you postu- 
late will occur. 

4449. Ts it part of your scheme that, during the 
transition period, thero should ho any legal 
obligation upon tho currency authorities to sell gold 
at a certain ratio, to provide gold for export or any 
other form of international payment? 1 do not see 
it expressly referred to in tho memorandum P- No, 
Sir, it is not. We havo not spoeifically put it 
because most probably tho committee felt that the 
reserves with which wo propose to begin will be 
amplo to provide for that contingency. 

4460. That suggests the question how those 
reserves would be used. By what method do you 
propose that these reserves should be used for tho 
purpose of maintaining the stability of the 
exchange?— I think, Sir, the Imporial Bank would 
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have to pay out to all applicants gold against tender 
of local currency whenever it found that the balance 
of trade was against us because then it would he 
clearly the correct application of the gold standard. 

4451. I think that is implied in your recom- 
mendations? — Yes, it is implied. 1 am sorry it is 
not there, but it is implied. 

4452. Accepting the characteristic to which you 
refer, that future increases of internal currency arc 
to be in the form of gold, or notes against gold, 
does that differ in any other way from what wo 
aro accustomed to think of as the gold exchungc 
standard P — It would differ in this that in the gold 
exchange standard it is considered right and prui>cr 
to issue currency against securities of various kinds, 
sterling securities. Now that is what we do nut 
wish to occur in the future. That is the most 
material difference. 

4453. The essential of an exchange standard is the 
differentiation between an internal currency, which 
is not an international currency, convertible into 
some other form of currency which can he used for 
international payments? — Quite bo. 

4454. Except for your provision as to the increase 
of the use in India of gold currency which is an 
international form of payment, it would soem at 
first sight as if, during the transition period, your 
proposals were really not different in principle from 
those of the exchange standard thus defined ? — Well, 
Sir, as we have put it, what we want is the gold 
standard and nothing else. We want all tho impli- 
cations of the gold standard as fur as meeting 
India’s foreign liabilities goes. 

4455. T understand that is tho final stage? — We 
mean it immediately you start this scheme. 

445(1. What do you expect to occur on the adoption 
of your recommendation on behalf of tho Chamber? 
How do you think this will work out as regards the 
actual entry of gold into circulation in the country? 
Do you think it will increuse tho amount of gold in 
active circulation for currency purposes? — Well, Sir, 
tho feeling is that if t.hc public in India got the 
confidence that our standard was a gold standard, 
the coins in gold that might go out into internal 
circulation would most probably remain in eircula- 
tion because nobody would care to put them into :i 
safe place, as they do now', knowing that the 
currency was gold and that gold would be avuilalile 
if wanted. 1 may in this connection, Sir, point 
out one thing that has occurred to me in our experi- 
ences of the silver period. In the evidence before 
the Herschell Committee it was shown that although 
silver was very largely used, even at that time, for 
ornaments and social purposes, practically all of it 
went through the Mint. Since w'e went over to gold 
that thing has never had a fair chance because 
Government refused the responsibility to give gold 
or to coin gold. If wo agree from to-morrow to mint 
all the gold that is tendered, then, Sir, my opinion 
is that the importers of gold will again very largely 
pass it through tho Mint and hold it as coin and 
not as bullion nr as ornaments with the result that 
on any pressure from an adverse balance of trade 
all that gold coin which is money will come out to 
buy commodities in the market. 

4457. Suppose that takes place, that the gold that 
comes into tho country under this arrangement goes 
into circulation substantially, then if that bo so, if 
it goes into circulation, it does not stay in tho 
reserve? That is what will happen after we mako 
gold payments for internal purposes obligatory. 

4458. Wait a moment; that is going just a hit 
ahead. I am thinking of the transition period. 
You have given me reasons for supposing that, once 
this arrangement be adopted, the gold will actually 
K0 into circulation and remain there circulating. 
That was the effect of your answer, was it not? — 
Yes, Sir. The stages will be somewhat different. 
Vary few men who import 100, 500 or 1,000 ounces 


of gold will go to tho Mint to have them coined. 
Tho hulk of such imports will bo hy bankers, and 
when they bring the gold their first anxiety will be 
to get it converted into local currency so that they 
may not lose anything in interest and so that the 
gold may become immediately payable* in their own 
cash. So what will happen is thut in tho first place 
the gold will go through the Mint ami the currency 
authorities will issue the equivalent local currency 
to tho hankers who have tendered tho gold. 

4459. That is for notes?' -Then the gold will he 
coined and remain in tho hands of the currency 
authorities, and currency issued against it ami tho 
gold will remain in the Reserve until notes or cheques 
arc offered for conversion into metal. So if in the 
transition period tho option lias been reserved, us we 
suggest, in the Chamber, of cashing notes in gold 
or in silver at the option of the currency authorities, 
then the currency authorities will have vory grout 
control over the disposal of the gold that has come 
to the Mint. After tho transition stage, and when you 
make it obligatory on tho currency authority to 
givo gold to all comers for nil purposes, it may 
happen that the hulk of the gold will come out into 
circulation immediately; hut this we who have 
thought over the subject do not apprehend if con- 
fidence has been restored in the Indian public that 
we are on a gold standard, because then they will 
not come for gold excepting when they want- it to 
be used as metal. If it is to be used ns currency we 
feel that they will be satisfied with holding the 
currency that then exists, notes or even rupees, 
and would not bother to go and change it first 
thing into gold and (hen spend it in the bazaar. 
It is only for gold that may bo required to be stored 
or gold that may fie required to be changed into 
ornaments that people will convert their holding of 
currency into gold. We do not apprehend there will 
be a rush for the conversion of all local currency 
into gold. 

4450. Possibly. Let me now put to you a difficulty 
which you may have felt. I fear it will necessitate 
rather a long question in order to explain precisely 
tho difficulty, which may perhaps la* described as a 
dilemma. Let us assume first of ull, that the gold 
that is imported during the transition period on 
the whole goes into circulation. If it goes into cir- 
culation then there is no accumulation of gold 
reserves. When you come to the moment at which 
you are going to limit the legal tender of the rupee, 
you will have, L imagine you a ill agree, to undertake 
then us a preliminary to the limitation of the legal 
tender of the rupee the obligation for a period to 
convert rupees outstanding into gold. To do that 
you will need a substantially larger reservo of gold 
than you have at present, and since your gold is 
going into circulation you will not accumulate in 
the reserves the sum required to meet flint eventu- 
ality. If, oil the other hand, your gold docs not go 
into circulation but stays in the reserve, the Jocaf 
currency in the form of notes being used against it 
for the currency purposes of the country, then un- 
doubtedly you are accumulating during the transition 
period a bigger reserve of gold. But, on the oilier 
hand, you are, arc you not, constantly increasing (lie 
proportion of your metallic reserve to your nolo 
issue, and that might he expected to produce a state 
of affairs which will create an irresistible temptation 
to the inflation of the currency of the country. Yon 
will have, in fact, such a state of affairs as has 
arisen in America lately. Wlint would you say ns 
regards your apprehensions of these respective un- 
favourable aspects of tho proposals which you recom- 
mend, if T have succeeded in making my point clear 
to you? — Yes, Sir, I can understand your question 
but T am afraid I will have to answer it again in 
purls, if you will kindly tell the shorthand man 
to repeat the question because unless we take the 
question in parts it will be very difficult for me to 
give a correct answer. 
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4461. If it will assist you, now that I have shown 
the general drift of my question, 1 will split it up 
into parts. Assuming then, first of all, that imported 
gold on the whole goes into circulation? — That 1 have 
already pointed out would not lie a very correct 
assumption. 

4462. If we may make the assumption in order to 

test the possibilities, do 3*011 agree, or do you not, 
that when the time comes to limit the legal tender 
of the rupee you cannot do so unless you have ns 
a preliminary a period during which you have under- 
taken to convert outstanding silver rupees into gold? 
— There are two parts to this question; the first is 
the time when 3*011 come to consider the limitation 
of the legal tender. In the Chamber's representa- 
tion wo have made it very clear (paragraph 12 ) 
that as soon as our reserves liecome sufficiently strong 
in the matter of gold holdings, the question of some 
limit in the legal tender of the rupee may ho con- 
sidered. So if at the time the currency authority 

4463. 1 think we shall lie apt to lose our w*ay it 
we do not get the preliminary question cleared out 
of the way. The first question is this: (I think we 
need to know the answer to it in order to compare 
your ideas with other ideas we have) assuming that 4 
you are going to limit tho legal tender of the rupee, 
can wo do it?- -Without seeing that the reserves are 
si roiig? 

4464. Quite apart from that? — Then, wn do not 
assume that at all ; our Chamber does not assume 
that at all. 

4465. You assume that 3*011 cannot do it unless your 
reserves are strong? — Quite so. 

446(5. fs the reason why you want to have a strong 
reserve this, that you think you will have to accept 
an obligation to give gold against rupees freely before 
you limit the legnl tender? There again T am afraid 
that will not he the opinion of the Chamber; so long 
as the rupee was not demonetised, that is, made 
valueless except for its silver bullion, wo do not 
Ihink that we shall have to give notice of a given 
period during which all applicants who hold silver 
rupees could come and ('(invert them immediately 
into gold, beenuso the power of the rupee to pur- 
chase commodities will remain, and whoever wants 
gold will lie able to get gold either as bullion or ns 
coins which will then he circulating in the bazaar; 
and 1 do not think that there would be any necessity 
to offer n period during which people would bo told 
that they could go and convert their rupees, because 
we would not be destroying the value of the rupee. 

•1467. Not destroying the value of it, perhaps; hut' 
must it not he said that you are very seriously affect- 
ing the value of the rupee when 3*011 are limiting 
its right of legnl tender? sS apposing I have ten 
lakhs of rupees in u hoard, 111 list T not ronsider 
that tho value of that hoard is very much affected 
when those rupees can no longer he used for large 
payments and can only lie doled out in fifties? — 
Quite so; hut if 3*011 are the holder of such a biff 
stock you would have taken your precautions during 
the transition period, and those rupees during the 
transition period would have come in to pay for 
gold bullion in the open market. 

446S. Then of course there would he less gold for 
use ns currency or to enter the reserve; the gold 
would have been absorbed into the hoards? -The open 
market gold in Bombay* or Calcutta would not lie 
the gold that would go into tho currency; il would 
be tho surplus balances of our foreign trade that 
hankers will bring in that will go into tho currency. 

4469. Do you consider, then, that tho adoption of 
your proposals will lend to nn increased import of 
gold into India fieyond tho average of tho last two 
or three yonrs ? -T think that also is a misapprehen- 
sion. India cannot possibly import more gold either 
for currency or for any other purpose than the 
balance of her trade entitles her to; so if the balance 
o( India’s trade remains as big as in tho past two 
or three or five 3 *cara, India will import ns much 
gold ; if the balances are much smaller it will be 


much less ; if the balances are bigger it will be more. 

I personally think that it is not likely to lie more 
because in the past few years the quantity of imports 
has been very vitally affected by the position of 
currency and exchange. If trade is freed from 
all these manipulations, it might lie found, and in 
fhe opinion of the Chamber it will lie found, that 
there will lie a freer demand by the public for com- 
modities and that that would to that extent reduce 
tho demand for gold. 

4470. If and in so far as the imported gold is 
taken* by tho present holders of silver hoards in 
replacement of their silver hoards, then it is not 
serving any useful purpose in providing a sub- 
structure upon which the full gold standard system 
is to he built, either in the form of gold currency* 
or gold in reserves? — Well, Sir, what will happen in, 
the future is that unless gold cotneB in and is sent ' 
in to the mint or to the currency authorises, there 
will lie no fresh issues of the currency ; so that taking 
the thing at its very worst, viz., that all fresh gold 
that, comes to the mint through hankers immediately 
goes out cent, per cent.: tho position will be that 
there will he no further nolo iSsuo, and the backing 
will remuin what it is when wo start with to-day: 
it gold remains that w r ill pro tunto improve the 
percentage hacking; so 1 do not see that tho position 
would bo at all weaker; it limy* be the same; it 
may be much stronger. 

4471. Let me, on the basis of your last answer, 
bnally* turn to the other possibility to which we have 
referred, and ask 3*011 this. Supposing that what 
fakes place is that there is a steady increase in the 
note issue cent, per cent, against gold brought in 
and tendered for notes, might it not be said that 
you aro thereby, through the steady* rise in the per- 
( outage of the gold hacking of your note currency*, 
producing n situation which would ho dangerous 
in respect of the very Btrong temptation which il 
would impose towards nil inflation of the currency?-- 
T personally cannot accept the statement that 
currency issued against gold means inflation; that 
is. I know*, the view held by many* economists in 
Europe, hut I think it is a wrong view and I am 
supported in that view by tho fact that notwith- 
standing all talk of gold inflation England has 
rejected nil other solutions and gone hack to this one 
well-tried old method of issue of currency. 

4472. Is it not n question of degree? As long as 
you retain the provision that the future issue of 
notes is to lie cent, per cent, against gold, then 
we may say that, owing to the confinement to that 
proportion, there will be no risk of inflation. But 
let me suggest to you the effect it would have upon 
fhe commercial and industrial community of aoeing 
u rise to a very high figure in tho gold and the 
proportion of the' gold hacking against the noto 
issue. When tho time came when industry as a 
whole was badly in need of financial accommodation, 
might there not lie an almost intolerable pressure 
brought to licnr upon the currency authorities to 
attempt to build a higher structure of credit upon 
this big gold backing? — I am afraid, Sir, if you 
nsk me to give nn opinion about assumptions which 
1 am unable to accept, I am not in a position to 
reply to them. J do not agree that industries will 
be in a very light position and will insist on moro 
financial facilities when our gold percentage is very 
very high. It will he rather the other way, because 
India will lie getting into its currency circulation 
only ns much money as it earns and if I may l*o 
permitted to point out any assumption of the kind 
that you, Sir, put forward in your question is the 
very negation of the gold standard. It is exactly 
'the giving out of that currency and playing in your 
and niy pockets that makes people think of invest- 
ing^ in profitable channels, and it is not the small 
individual owner of one or two or five sovereigns 
who is going to create industries; but the larger 
circulation of money among the people means better 
trade and better trade means a much more prosper- 
ous position for the trading and industrial classes 
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and that ultimately leads to new developments 
in industry, which menus that gold again is 
used in building lip or developing industries. So 1 
am unable to accept the statement that the mere 
existence of that gold will bring about either in- 
flation or very serious monetary stringency. Jl I 
have not correctly undei stood your question, you 
might kindly put it in a different form. 

4473. Not at all, Mr. Madon; 1 think you have, 
if 1 may suy so. dourly apprehended my question 
very well. Finally, I understand that your (linmher 
expresses on the whole a preference for the sovereign 
rather than the mohur us tho unit of gold currency, 
that is, subject to arrangements being made for mint- 
ing? — And a very dear assurance that the liuynl 
Mint given to us will not bo withdrawn on very 
frivolous pretexts. Jf you will permit me, Sir, it 
is not merely to complaiii hut to show tho difficulties 
that wo feAr; in 1918 a Koyul Mint wus opened 
•here, sovereigns were coined, and it is in evidence 
before the Hahington-Smith Committee that minting 
was stopped because the 'gentleman sent out from 
England fell itft If that kind of thing is to occur 
again in the future, then our Chamber says: 11 let 
us have n mint of which India is the sole master. 1 ' 
Otherwise we would certainly wdcomo the sovereign 
which is the most commonly known unit nil over the 
Empire. 

4474. 1 think that is a very dear reply; it pre- 
cisely shows the opiuion'of your Chnmber. 1 do not 
intend to question you again at any length upon 
the subject of the ratio. Just let me put it in this 
way. In dealing with the ratio ns regards Id to 1, 
are there any considerations which the Indian Mer- 
chants’ Chamber desire to advance supplementary 
to, or different in character from, those which you so 
ably expounded to us tho day before yesterday? — 
The Chamber ns a body of merchants are convinced 
that any higher ratio than what we huvo had ever 
since we went over to the gold standard is detri- 
mental to the development of India's industries as 
well as to India's agriculture. In tho personal 
evidence, Sir, 1 tried to siippurt that by technical 
icasons so far us I was ublu to put them forward, 
hut as a Chamber 1 would content myself with this 
gcueral statement. 

4475. As regards this question of ratio, there is one 
point in your statement ns regards the opinion of 
tho Chamber and of yourself, Mr. Madon, which 1 
should like to be clear about if I can. it 1ms 
occurred to me that some of tho evidence given— 
not I think by yourself— has suggested this point of 
view that, if there he any disturbance in passing 
from the present market ratio of 131 to that of 15, 
it cun in some way bo avoided on the acceptance of 
a full gold standard system by fixing n ratio of 
15 to 1 in relation to an Indian gold coin, tho mohur, 
or a sovereign in circulation in India. What is 
your opinion on that? Again T have to ask you to 
make un assumption in order to make my question 
clear. My assumption is that there are some dis- 
turbances involved. Supposing we were continuing 
tho present system and passing from a ratio of 
131 to 15, is it your opinion that, if there he such 
disturbances, they can in any way ho avoided by tho 
introduction of an Indian gold coin as the standard 
unit and the fixing of the ratio ns 15 to 1 in relation 
to that unitP — I will repeat tho question ns I under- 
stand it so that 1 may know whether I ain answering 
the right question. 

4470. My difficulty is that 1 am trying to bring 
your mind to a point of view which I believe is not 
your own?— -If it is a question that our suggestion 
of 15 to 1, if adopted, with the sovereign as the 
standard coin, will lead to disturbances and that, if 
>t is adopted merely for internal relations between 
some gold coin, sovereign or mohur, and the ru|M»e, 
there would be no disturbances, then I am afraid I 
cannot agree. I am afraid, Sir, I have not followed 
the question. I will put my reply again in a different 
form. I think, Sir, that there will .be aoma. little 


disturbance when you change the relation of the 
ftrpee 'lo jtbie gold coin from what it is to-day, say 
tflt'XoTS. That einiuot be avoided. 

4477. J do not want to slop your answer hut, if 
I muy suy so, you have satisfied me by your unswer 
so far? — Then, if you will permit mo to go on, we 
shall have to consider the kind and the intensity of 
the disturbance that is likely to occur. Now, &ir, 
going hack from 18 pence to 10 pence means ulfecl- 
ing the interests of all those who at the moment have 
got to remit money home because they would liavo to 
frpciul more rupees in order to get the same sovereign. 

I A?t us examine who theso people will he. Tf it is 
hankers, their position, unless I urn very wrong, will 
he that of an overbought sterling position, because 
from the very fact that the export trade of 1ml in is 
something like 120 to lOOcrorcs— say 80 to 100 million 
pounds, in excels of the import trade, it would he 
surprising if hanks were not holding moro hills than 
their commitments for remittances. If my analysis 
of the situation is right, then all those hunkers who 
have bought hills to-day on the basis of l.‘)jt rupees 
will gel their pounds in Ismdon and he able to bring 
them nil hack ut more money. Ho I don't see that 
the hanking community will he affected adversely. 
And the only other community will lie the import 
trade, that is the |ieople who have made contracts 
for foreign commodities and the shipments have not 
yet come in, the remittances lmve not gone. These 
people could lie divided into two classes. There 
would be the more careful class wlm would cover its 
engagements lxxnusc they could he covered. The 
talk of disturbances is put forward on the analogy 
of what happened in 19*20-21, hilt then. Sir, the 
position had liecome so difficult that hankers were 
unable to lake any such responsibility ns to give 
forward exchange cover. To-day the position is 
different. Bunkers are willing to give exchange 
cover to nil importers who want it. L understood 
yesterday from a well-known exchange broker that 
they are willing to do it right up to December next, 
twelve months hence. Now, Sir, nil those who are 
familiar with the imporl trade know Unit there are 
very few import contracts which extend for 12 
months. They are mostly seasonal, and if the first 
season in March, April, May, goes through 
smoothly, mid the rainy season begins auspiciously, 
then about .July- August, fresh eon tracts are made. 
So, to-day, the knowledge such as T have of the 
import trade (and I nm myself nn inqiorter. Sir,) 
leads me to think that them cannot possibly he 
import trade contracts which extend very much 
hnfoiid April-Mn.v or .Tune next year. And every 
one of these gentlemen, if ho wants to rover himself 
and to avoid risk, is to-day able to rover. Tf there 
are people still, the other class of importers who are 
speculating on the exchange going up to 20 pence or 
22 pence, or whatever it is, and who hope to make a 
profit by that, then we need not consider them at 
all. because they went for a speculative profit and 
did not cover, and they would he making n specula- 
tive loss. So, Sir, if von consider that my analysis 
of the siluntion is sound, then I don't see that there; 
would Im any important disturbance of trade by 
going back from 18 to Iff pence. 

4178. Tfow would tbe transfer of the ratio from 
13# to 15 affect tbe holders of gold who purchased 
that gold at 18 pence? — All those*. Sir, tlmt bold 
gold to-day? The practice in the gold market is 
newer to hold gold for long periods in sterling money* 
CToTcT is generally liought for immediate or near ship- 
ments and exchnnge is generally fully covered. So 
that all holders of gold will be bolding gold on a 
ni|>ee bnsis excepting |M>rhnps a few whose shipments 
may be on tbe way when some new rate is declared. 
And ns T have already pointed out, such holders 
would be in the same position as the importers. They 
would have no business not to cover their exchange. 
Tf they haven't it is their risk. If tlTey have, then 
the position would be that the gold which they would 
he holding would huvo cost them Rs. 21/4 nr there- 
abouts, and going back to 10 pence would give them 
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a profit not a loss. If there are any other sections 
that you have in mind, and if you can put them 
before me, 1 shall he pleased to Iry and explain what 
1 think of them. 

4479. (I'hiinnun.) N«». 1 think that completes the 

picture very adequately, for which T am much obliged 
to you. There may he a few supplementary questions 
which my colleagues might like to ask, unless your 
colleague desires to supplement in any way your 
answers on the questions we have already dealt wilhP 
(Mr. ImW Xttmiiji.) No, Sir, I have nothing to add. 
Mr. Madon has dealt very fully with the matter. 

4 ISO. (Sir lien rij Stmknsrh.) i have one question 
to ask supplementary to some of the questions put to 
you by the Chairman. You told us that the prosjKxt 
of introducing a gold standard would create a great 
deal of confidence in the country which would lead 
to tho investment of the savings of the country ill 
things other than precious metals, and that is the 
end which you have in view? — Some of them. 

4481. You also said that it is common knowledge 
that Tndin. as a rule, has a heavy halunco in its 
favour abroad, exporting more than it imports. And 
1 believe your scheme is based upon the supposition 
that tho surplus available abroad will lie brought 
into tho country in tlic form of gold, which gold 
would then lie gradually accumulated and put into 
circulation at a date when you have sufficient gold 
in hand. Now T want to put to you a possibility 
which does not seem to mo very remote. Tf con- 
fidence is established, it may well he Lhut tho people 
of Tndia will im-ost their surplus accumulated 
abroad, not in gold hut in a form commonly used in 
other pmts of the world, namely, capital goods — 
goods brought in for the development of the 
country. If I may explain: What, usually happens 
in other countries is that a surplus abroad is con- 
verted into ploughs, into reaping machinery, in fact 
into things which arc there to improve the system 
of production ami cheapen it. Now, let us suppose 
that this process does develop in Tndin. Then the 
consequence would lie that no gold or a very small 
amount of gold would lie remitted to India in settle- 
ment of its excess of exports. You have told us 
that, under your system, in the intermediate stage, 
the only possibility of creating currency would he 
ugaiust tho import of gold. Tlow in those circum- 
stnnces would tho currency lie increased to meet the 
real demands of the country of greater trade, if as T 
suggested tho surplus available is brought back into 
India not in the form of gold hut in the form of goods 
for the development of the country? — Again, Sir, T 
have the same difficulty ns T expressed to the (’hair- 
man, that, it is a very long question. If you will 
kindly allow me to divide it — because each part of 
the question will again require an answer from me. 

4492. I have put to you an assumption, and briefly 
put, it is this, that- confidence having been created, 
the most desirable development takes place, namely, 
that Tndia draws its surplus available abroad not 
in the form of precious metals hut In other goods 
which are helpful to the development of its resources? 

-Up to that point, may T iry to answer? Hf India 
draws its surplus - -by the word u surplus n I mean 
after payment of all its liabilities, for not only 
goods lmt services, and also for such gold and silver 
bullion as the social customs of the people render 
necessary, because they will go on buying that ns a 
commodity, it won’t Ik? cash — then, Sir, if there is 
still any surplus, it will, if Tndia is developed, un- 
doubtedly he laid out in capital goods us you suy. 
I agree. Sir, hut it rarely occurs in any country of 
which l have knowledge that tho total exports in 
the wider sense arc 100 and tho total imports in 
the wider sense are 100; so what will happen, Sir, 
in tho ease that you postulate, namely that on the 
visible halunco of trade Tmjia has exported 100, and 
India has imported 100 of goods, services and 
treasure, and there is not a cent left from which 
you can add to tho circulation and to the currency — 
I do not sec that difficulty, Sir, boenuso that 
difficulty has never arisen in any country that I 


know of, in any gold-standard country. What will 
happen, Sir, is this. Tf currency is needed, and will 
come in, it will mean that louuable capital in this 
country will have more value; it will have a better 
value than suy in Engluml or A morion or othor gold- 
standard countries, and hunkers .will see to it that 
money comes in not as settlement of tho balance of 
trade only, hut if there is no such money, and if 
they still see that money could he profitably used, 
that money will come as Nliort-terni capital. Bankers 
will borrow in the cheaper gold-staudurd markets, 
mid, say, England will lend to Indin, so I cannot 
anticipate the condition of things that you fear, Sir, 
in which Tndia will have bought cent, per cent., 
and there would lie no surplus left from which 
currency could be created and which would lead to 
congestion ; there would he no congestion if we are on 
a gold standard. 

4493. I nin speaking of tho period of transition 
preparatory to a gold standard. I hnve started 
from what T understood your idea to ho, namely, 
that the stock necessary to introduce the gold 
standard will flow into the country by natural 
processes. That is my supposition. May I just put 
another point to you. You said that other countries 
usually balanced their trade. This is to say, their 
visible trade is usually balanced, and no great 
amount of gold or precious metals move backwards 
and forwards?— I do not agree if you pub Hint ns 
a |M>stuhite. 

4494. llut you have just said? — That is not the 
condition for instance in America to-day, nor in 
Holland, nor in Sweden, nor in Switxcrlnnd ; so if 
that is to he a postulate, then T cannot agree. 

4485. Then I do noL quite follow your point. I 
had understood you to say that- you saw no 
difficulty for the country if a hundred per cent, of 
exports were balanced by a hundred per cent, of 
imports of goods, apart from gold. You then 

said ? — Not apart from gold; apart from gold 

whicli would conic in ns currency, not gold which 
would come in for social purposes; I include that. 

44AG. Yes, hut we have dismissed that idea, that 
gold for social purposes will come into the country 
to any great extent, because L hnve ucceptcd your 
view that if yon promise the introduction of a full- 
fledged gold standard with gold in currency, con- 
fidence would he raised to such an extent that people* 
will no longer invest their savings in metals? — No. 
Sir, T have not understood it that way. Y'ou have 
misunderstood me. Hold that is required for orna- 
mental or social purposes will continue to come what- 
ever happens. f i. 

4487. But that gold f' effect 't be available for 
currency purposes?- I tyafriul ran 

4188. I am trying to sec how the country will get 
stocked with gold, because if in another country trade 
balances without the introduction of precious metals, 
it is because those countries are stocked with their 
monetary needs? 1 do not agree with that statement. 

4489. But we are contemplating to stock this 
country with a sufficient amount of gold to be able 
to take up gold payments internally and externally? 
- First of all 1 interrupted you, Sir, by saying that 
T do not accept the statement that gold does not 
coine into any country for payments because a par- 
ticular country is sufficiently stocked with gold. Our 
ox peri once of America absolutely contradicts that. 
America Ims now an enormous stock of gold, but 
gold still goes there every year, every month. So, 
pardon mo for having interrupted you, I could not. 
accept such a statement without very serious qualifica- 
tions. Then, Sir, you next say that your chief 
difficulty is thnt assuming gold comes in as currency, 
whore arc we going to hnve a stock of gold to con- 
vert? Convert what, Sir? Tf to-day we have 200 
mires of notes and we start with a backing of say 
40 or <30 crores, if no gold comes in as currency, there 
will he no further notes issued and no further back- 
ing would be required. If gold comos in, if it is 
exchanged for currency cent, per cent., then every 
million of gold will increase the percentage. If it 
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does not como in, there is nothing more to bo done 
because you do not want any gold, the liabilities not 
having been increased. 

4490. But your circulation does not consist merely 
of notes P It consists of the note printed on silver 
nnd you have told .us earlier in your evidence that 
it would be hazardous to say to wlmt extent those 
ndteB printed on silver are in circulation, and some 
of those notes printed on silver may come back and 
gold may be demanded. Therefore wo have to con- 
sider how the country is to be stocked with gold. 
You suggested os a probable development of things 
that if no gold were introduced and if all the exported 
goods were paid for by the import of goods, then the 
tendency would develop for loans to flow into the 
country and that these loans would be helpful. Well, 
there are two things. One ip this, that those loans 
obviously cannot be of any use to build up the stock 
of gold which we need in order tu stock the country 
with gold circulating media? -Why not, Sir. 

4491. Because the loans might be withdrawn, and 
the minute they are withdrawn they are no longer 
available. There is a second point. You have told 
us that you would not issuo any currency except on 
the basis of gold. 1 do not quit© see how these loans 
will increase your currency, my point being that, 
unless you incrense tho volume of your currency with 
increasing trade, some disturbances must follow ? — 
Disturbances of wlmt, Sir? 

4192. The disturbances that usually follow either 
from an insufficient volume of currency or a re- 
dundancy of currency? -May I now reply? Your 
question, Sir, has two or three big assumptions. The 
first big assumption is flint year by year over a 
scries of years India’s trade is to he cent, per cent, 
balanced. I regret I cannot accept that because that 
is not our past experience and not the experience of 
any country that 1 know of, Sir. If you will kindly 
enlighten mo, I shall be very lnippy. The second 
very big assumption is that money which will flow 
in ns loans will go back shortly so that that gold 
will not be available for currency purposes. I beg 
to differ there again, Sir. When a bank brings in a 
hundred thousand pounds hecauso it sees its way to 
lend to a client fifteen lakhs of rupees, the first thing 
that the Bank will have In do is to put that gold 
through the mint or through tho Currency Depart- 
ment in order to get local currency. So the gold — 
T hopo you agree, Sir,- has in any case first to go 
through tho Currency Department. Then we come to 
your third assumption, that when the loans have 
got to be repaid, the gold will be all withdrawn. 
There also, Sir, I am unahln to accept your posi- 
tion. It may bo that the repayincMit may be in the 
following year not in the shapo of currency gold 
being withdrawn, hut if in the following year it 
balances cent, per cent, as you ussumo, the cent, per 
cent, would include the liability for the repayment 
of that loan through exports so that the gold which 
came in would remain in the Currency Department. 
It would not disappear. Then regarding tho last 
Assumption that in no case- taking everything that 
you say, cent, per cent, of imports and exports, no 
gold would come in and all loanable gold would he 
withdrawn, you assume, Sir, that in the face of all 
that we shall declare that we are going to give gold 
for rupees, that is, take the liability for tho con- 
version of tho internal currency, which is another 
assumption, and I believe in reply to the Chairman 
also I tried to make it very clear that wo cannot 
accept that. We os practical husiness men have como 
to the conclusion that we cannot undertake liability 
to convert the rupoe stocks into gold until after a 
space of years wo have resurveyed tho situation and 
that we are sufficiently strong to do so, so 
that, Sir, I cannot agree either to tho assumptions 
or to tho conclusions that you draw from it. 

. 4493. Well, Mr. Mndon, if one has to take so 
important a decision, one has obviously got to take 
into account possibilities which in tho view of somo of 
us at any rate may not be so very remote. I think 
you have cleared my -mind completely by saying that 
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your whole proposition is based upon a policy of 
not introducing a full fledged gold standard until 
you have stocked your country. Therefore evon if 
that process which you suggest were to take 20 years, 
no misfortune would happen hecauso all you would 
say is this, that the coiiutry is not fit to introduce a 
gold currency because it so happens that we h&va an 
insufficient supply of gold currency? — £ would not say 
that the country is not fit. If I were to put it I 
would say tlmt the country had the misfortune to 
have hnd such a management that we are loaded with 
*300 crorcs of token metal coins. Tf you want mo tf 
put it that way, T am obliged to put it. I think 
India is the one country that is most fit for the gold 
standard. 

4494. But you see circumstances may be very un- 
fortunate; hut there we are. We have three hundred 
crorcs of rupeos in circulation and wo havo got to 
get over the difficulty. There is only one (flight 
point to make clear and it is this. Of course in all 
these things when there is a country borrowing, 
whether it is for public services or for private enter- 
prises, ono must surely in one’s calculation contem- 
plate that the money lent to tho country may bo 
withdrawn and one obviously must make preparations, 
and therefore any gold coming into the country 
through contracting loans abroad must, at any rate 
in the minds of those people, be earmarked ns a 
possible drain in the future. Do you admit that? — 
May I say that this is another very big assumption? 
The people who would borrow would not be ear- 
marking tho gold that came in as tho gold that would 
ho repaid. They would be earmarking their future 
services and goods for return which will not bo gold. 

449;*). But in a gold standard country one has got 
to do it? — It is a very big assumption for India. 

4490. Would you suggest, therefore, that if tho 
country borrowed heavily, it would to the extent to 
which tho loans are repayable so adjust its pro- 
duction ns to be a hie to have a surplus available to 
moot that debt?— May T point out, Sir, T had begun 
li.v pointing out that such a cent, per cent, adjust- 
ment of trade was wlmt I could not expect. But even 
after that assumption, when I talked of a banker 
bringing in 100,000 pounds hecauso ho had a client, 
it may he that the client w r ns going to lay out thut 
100,000 for productive purposes. 

4497. That is if the amount were lent on long term? 

- It may or may not he on long term. As far as tho 
hanker is concerned, it may be on short term. But 
in the next or third year the balance of trade of 
India may have sufficient surplus to pay off that loan 
and the adjustment would not he apparent; but it 
would ho the position that some part of India’s ex- 
port trade in the next or third year would havo found 
that money which will not he gold. 

4498. There is only one other point. We know that 
gold is being dealt in in India very freely. A large 
section of the community makes it its business to deal 
in gold bullion, and the chief market is Bombay?-- 
You mean by dealing, buying nnd selling? 

4499. Yes?- -Then 1 would not say a largo sootion. 

4G90. You would sny that the bullion mnrket is a 

very important market in TndiaP- Only in value, not 
in size. Last year they dealt in GO crores. In tho 
value I agree. 

4501. Now are those dealers in the habit of retain- 
ing n stock of gold?- -Might be, like every other 
dealer. 

4.502. Like every othnr dealer. Now wo know thoro 
are records available as to the holding of silver in 
this country nnd also in some of the bigger places in 
China. Is there any record available as to what 
stocks of gold are held in Bombay or in India 
generally ?- You mean held speculatively or as stores 
of value? 

4503. The figures are given by Montague P — I do 
not know where ho gets his figures from. 

4504. Every week there is a statement of the 
amount of silver held in India and the amount of 
silvor field in Hongkong, &c.P — That is merely in the 
Currency Department. Ho cannot give and does not 
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Hive any figures of tho amount of silver in the 
country. 

4.505. Ife (loos give something else? —He gives the 
number of bars that arc? available in the open market 
in Bombay anil Calcutta, because that every dealer 
knows, every banker here knows. But that is not 
tho same thing as the total number of burs that may 
bo held all over India. 

4506. I follow thut? — You have not got here that 
figuro anywhere in India, and I do not think it is 
possible. In Indin, particularly in up country areas, 
these are a very convenient form in which wealth 
may bo held in store until wanted. So you might 
find that in every second or third household in certain 
trailing localities, they might bo keeping u bar or two, 
merely keeping just as you would keep your notes 
or money in the bank. 

4507. 1 do not want to trouble you with that. I 
only want to know whether there are statistical data 
as we have them in other countries of the slock of a 
commodity held by dealers. You can ascertain any 
day what the stink of lead, what the stock of tin, 
what the stock of ziut: is?— Even, lead and zinc, you 
can find what is held in Loudon. If you speak of 
tin, how much is held in Europc,how much in every 
factory, nobody knows. 

4508. All i want to know is whether any such 
figures are available in India?- Not for gold and 
silver, except what is held in the central markets. 

4509. ( Sir Maneckji Dadabhoy.) It is your opinion, 
the Chamber's opinion, I understand, that every time 
a ratio is altered, it more or less causes a certain 
amount of economic disturbance? — Yes. 

4510. But the intensity of that disturbance is a 
factor to be taken into consideration, and if we come 
to the conclusion to go in for a lower rate, you do 
not think the conditions, the conditions during tho 
last 16 months, have been very intenso as to cause 
a great economic disturbance in tho country ? — I have 
tried to make it very clear in my reply to the Chair- 
man that I do not think that tho disturbance will 
ho at all important. 

4511. Do you think Government would have been 
in a position to maintain this 18d. ratio hud it not 
been lor the preceding four good harvests?- -There 
you ask an opinion. Commercial opinion in Bombay 
is that it was mainly the successive good harvests that 
enubled tho Government to continually bolster 
exchange up. But it is not only in Bombay, Sir, if 
I may bo permitted to quote the opinions of Calcutta 
commercial magnates, one of these gentlemen, Sir 
Campbell Rhodes, who was a representative of the 
European Commercial Community in Bengal, 
expressly stated during a debate in the Council that 
lie felt very doubtful whether Is. 6d. rate could bo 
maintained were it not for the fact that we hud three 
good seasons. That was I believe early this year or 
end of last year. 

4512. You agree with that? -I think that is correct 
in any rase, Sir. 

4613. To put it in a different way, it would ho 
far easier and simpler to maintain our rupee at 15 
to 1 ratio than it would be at 13] to 1 basis and 
tho reserves that we now have got would be much 
ampler for the purpose if the rupee revalued at 15 
than at 13]?- That is tho only thing that I can say. 

4514. You know now that the Government of India 
have latoly adopted a policy of protection in the 
matter of protecting Tndian industries. This higher 
level of exchange has the effect of neutralising that 
protection which tho Government gives to industries. 
I will give you a concrete instance. I give you tho 
Tatas’ case. The Government have given them a 
certain amount of protection. That protection has 
boon rendered practically of not much good, because 
the Belgian market on account of the Is. Cd. rate of 
exchange is able to dump steel and iron in this 
country ?- That would leud us into a very big 
question; hut for the benefit of the Commission, I 
am only drawing attention to one fact. Last May, 
June, July, the Tariff Board was set to work to 


decide what bounty should be continued to the Tataa. 
There are two kinds of help as you all, Gentlemen, no 
doubt know, one a tariff duty and the second a 
hourly. The Tariff Board investigated and came 
to the conclusion that it should be Ha. 18. The 
’Government thought that they were pampering the 
Tuius altogether too much, and they gave Rs. 12. I 
beg to draw the attention of this Commission that 
tho price of steel is Rs. 150 to 160 per ton. If this 
country goes back to Is. 4d. rate, the 121 per cent, 
difference on 150-160 would mean IUtZO* a ton. If 
Government only go back to the normal ratio, I am 
pure Tatas woultfthank them heartily and hand them 
Ca& their bounty. 

45T5TThnl is neutralising tho effect of that ?•— JTot 
only neutralising, but it goes much further. 'Thai 
is the unfortunate part of it. 

4510. So far then as the internal industries are con- 
cerned, for the advancement of internal industries, 
1 understand that a lower rate of exchange is neces- 
sary?--! would not use the word “ lower." If you 
will pardon me, it is not a question of a lower rate 
or a higher rate. It is a question of tho rato on 
which the capitalisation of the industry had been 
based. For instance, Sir, if a cotton mill has cost 
150 lakhs of rupees, when it was built in 1913-14 or 
something like that, it would have meant a million 
pounds, it could, it must have laid out its pro- 
gramme of being able to compote with a similar 
cotton mill elsewhere that had been capitalised at 
tho sumo cost. By this change that original capitalisa- 
tion of 160 lakhs of rupees becomes something like 
a million and two hundred thousand pounds, and thus 
you appear immediately over-capitalised without 
having done anything whatever as against your com- 
petitor in the foreign country. I say if the ratio 
adopted had been 20d. in 1878 or 24d. in 1872, it 
would nob have mattered ; that ratio would have done 
no harm. The harm comes in from adopting a par- 
ticular unit and then varying it. 

4517. Now how is this deficit in tho Government 
budget to bo met? If we invert back to Is. 4d. it will 
cause a large doficit in the Government revenues. 
How would you propose to meet that, by taxation? 
— 1. do not agree that there will be any important 
deficit. "That argument also is merely a repetition 
o’fthe argument put forward 20 years ago before the 
Fowler and the Herchell Committees; but it does 
not help to-day. 25 or 30 years ago land revenue 
which could be modified only once in 26 or 30 yoars 
was a very largo source of revenue. To-day it is 
a very small part of the total revenues of .the country. 
Customs are a very big item, a great deal bigger than 
land revenue. Income-tax is a very big item. Rail- 
way revenue is a very big item; and so on. What 
we feel is that there would be no loss to the finances 
of tho Government if we reverted to the ratio that 
prevailed for so many years, because first of all the 
customs revenue would automatically, expand, for the. 
greater part of it' by 12 J per cent* Thn duti es are 
all ad valorem , so any goods that are wortJTsay n 
"hundred pounds and come in to-day at 1,300 rupees 
and at 12] per cent, paid to Government, Bay Rs. 156 
would come in at Rs. 1,500 and pay to Government 
Rs. 180. I simply give that as one instance of how 
the thing would operate, so that I think if the posi- 
tion is carefully considered under each head of 
revenue it will bo found that the fear that there will 
be a loss to revenues » unfounded, excepting perhaps 
that there might be a slight discrepancy but it is 
not on account of such discrepancies that you should 
perpetuate a wrong bocause discrepancies do occur in 
the Budget, you estimate for so much in revenue 
under one head, and you find it 50 or 100 or 200 lakhs 
•less or more. I would then put my answer in two 
parts, the automatic change in the amount of revenue 
because of the higher values at the Is. 4d. rate and 
I claim that that would make up practioally the 
whole of the loss of revenue because income-taxj slg^ 
jvill. be similarly affected. As for other items that 
is a much wider question, but if there is any deficit* 
which I am hopeful will not occur, that will be covered 
up by the normal expansions of revenue. 
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4618. Is it a fact that tho gold value of com- 
modities has not induced the European countries to 
change their ratio from time to time? — I know of 
none excepting the insolvent countries who could not 
help themselves. 

4619. (Chairman.) Mr. Madon, we are putting a 
very heavy strain on your time. What 1 was going 
to suggest was that possibly Mr. Naranji could relieve 
you in reply to any of the questions ? — The questions 
go into details and Mr. Lalji told ine to tackle them 
and he would point out to me wherever he thought 
that we should modify them. 

4620. (Mr. Preston.) The questions I am going to 
ask you aro simple ones and only connected with tho 
actual practice of gold shipments. The first question 
I ask is — I understand in your system those gold ship- 
ments will not be required until Council Bills have 
been exhausted — shipments from London to India? — 
They cannot because that is part of the goods and 
services that India buys. 

4521. The next question 1 shall ask you perhaps 
personality will come in but I want to do it because 
1 think on your side it will make your answer clearer 
to Sir Henry and also possibly explain to him some 
matters that go on in the Bombay market to-day. 
It is very opportune at this time as one sees from 
the railway the cotton being collected and coming 
down to Bombay. Supposing a Bank in Bombay were 
to wire to London office and say 1 want 50 lukhs of 
rupees to advance for cotton in the cotton districts 
and the cotton comes down to Bombay to he shipped 
to Japan extended over a period February- -March — 
April. Now under your system council bills being 
no longer available they have got to ship gold?— 
Agreed. 

4622. Assuming they ship one million gold to lay 
down at Is. 8 ftd. and Japan bills coma into tho 

Bombay oflico in January — February March as the 

cotton goes out from hero to Japan, the agent here 
will buy Yen bills at a rate. Those Yen hills when 
they mature in Japan will bo converted into sterling 
and if the Yen funds ultimately result in getting 
again six months hence in London, all we have got 
to consider is how much interest we nrn going to 
earn for a million of gold which was shipped to 
Bombay in the first instance. Ts that correct?— Yos. 

4623. Just ono more question. Advocates of tho 
gold currency advocate from time to time that wo 
should bring to India all the gold in the gold 
standard reserve and also in the paper currency 
reserve, and they have stated as a reason for that 
that our good friends in India like to see gold on 
the spot, do they think that it would he a great 
inducement to the people to take notes. That has 
been advocated, has it not?- -Well, Sir, the reply 
would mainly ho a question of psj'ehology not of 
currency science. What haB happened in tho past 
is that India’s gold, oven when it enmo out direct 
to India from Australia or Africa, was diverted to 
London and kopt there for a time, then converted 
into sterling and then even the gold that we held 
at the beginning of the war disappeared and we got 
paper on which ultimately wo mado very immense 
losses. If after all these experiences the Indian 
public wishes that it should have possession of its 
own gold you will pardon it for doing so. If the 
world changes so much that we can trust our neigh- 
bours then possibly that fear may disappear but even 
if I tiust my neighbour absolutely, if it comes to 
a question of life and death I really don’t know what 
be will do or T will do. The war created that question 
for England and the Allies; the gold was there, they 
had to take it and they took it without so much 
M 11 If you please.” If after all that experience 
Indians say they cannot allow their gold to go else- 
where hut must insist on its being in India, I hope 
you will not think that they are making any un- 
reasonable demand. Sir. Then there is a Bide reply, 
Sir, which you will permit mo to put forward. Tho 
gold that goes to England is not England’s gold. 
You will pardon mo for saying so; I am making a 
rather emphatic statement; but if you will reflect 
for a moment India’s total exports are 360 crores 
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and her total imports are 220 crores; the remaining 
140 crores is cash that India has a claim to from 
different countries of the world. By cash when we 
are iulking of international payments wo mean gold. 
Ho it is India’s gold that should have come to India 
that goes to England. So even if it waB a question 
merely of what should be done, then you should not 
take it that tho gold is England’s; und if India is 
anxious to take it away it should not he prevented. 
You have got to boo that tho gold is India’s first. 
Tf India did not belong to the British Empire, 
Knglaud would not get ail oiiiu-»» of gold. Wo givo 
England control of 30 to *10 million pounds in gold 
through India’s balances, and if that is the case then 
is it not rcnsonublo that after having given England 
control of so much gold for their council bills and 
other services, if wo liuve something left we Bhould 
bring it back to India P 

452*1. I appreciate your reply. Now what I want to 
ask you is this. To move su(‘h a large amount of 
gold would create a world disturbance, would you 
approve of it? — Large amount from where, Sir? 

4525. From London to Tndin?--rn exchange for 
wliat? 

4526. For the mere pleasure of bringing it from 
London to India? — Is your question that we propose 
to convert our gold exchange standard and paper 
currency reserve into gold? 

4527. To bring out tho gold for the mere pleasure 
of bringing it out, attended as it would be with such 
disastrous results, would that meet with your 
approval? -The Chamber has not said that any whore. 
What wo said was that tho Government should uccept 
it ns n policy that in future gold should not be 
diverted from India to oilier countries, not even to 
London. Whatever is there already may remain 
there until tho Government sees its way to con- 
veniently either bring it out or use it up. The 
Secretary points out to me that in paragraph 18 (iv), 
we say that tho location of tho reserve's should 
lie in India at least ns regards tho gold part of it, 
which implies that we accept Lhat tho sterling part 
of it which is there will remain there for the present. 

4528. Let me just go on. Then 1 assume naturally 
that under your scheme the idea is gradually to 
attract gold, as il is possible to get it, to Tndia 
for tho ultimate purpose of a gold standard and a 
gold currency? — Tho only reply 1 can make, Sir, is 
that my Chamber as commercial men do not wish 
for any unduo disturbance of tho state of affairs pro- 
vided the principle ami policy are accepted. 

4529. Then wliat I want to ask is this, tho interest 
on the securities in tho gold standard reserve in 
London and the interest on tho securities in tho 
paper currency reserve in London amount to 2} 
million sterling total each year. That money to-day 
goes inLo the revenues of Tndia. Jn the old days 
tho interest on the securities in tho gold standard 
reserve was addod to tho said standard reserve!? — No, 
only the interest on the securities in tho gold 
standard reserve. There are two parts in your 
question. In the paper currency reserve there wore 
sterling securities also even in pre-war days and my 
impression is that tho interest earned on the paper 
currency reserve was always taken to revenues but 
tho interest earned on tho gold standard reservo 
was allowed to accumulate. 

4530. It was added to the capital fund of the gold 
standard reserve. Then what I want to ask is, 
ns 2J millions annually is collected, if that Bhould 
be converted into actual sovereigns shipped out to 
this country and retainod here for tho purpose of tho 
gold standard, in ton years’ time you would get a 
fund of 25 million pounds, in 20 years’ time you 
will get a fund of 50 million pounds; and there 
would bo no disturbance to world’s markets. Would 
you agree to that? — I would agree. Sir. 

4531. (Sir Alexander Murray.) May I ask Mr. 
Madon some questions in his private capacity and 
not as representing the Indian Merchants’ Chamber 
and Bureau? 
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•1532. (Mr. Madon,) if it is in my personal 
capacity you will kindly allow it to bo dono when 
I am again before the Commission, Sir, because i 
do not wish to complicate my answers ns representa- 
tive of my Chamber with my answers in my private 
capacity. 

4533. ( Chairman .) Peril a ps your questions might lie 
put to him in liis personal capacity later. It might 
he rather difficult for him to answer such questions 
now, when ho is appearing in his capacity as a 
representative of the Chamber. 

4534. (Sir VurshotnuuUn Tkakurdas.) If you do not 
mind, Mr. Madon, 1 propose to ask a few questions 
of Mr. Lnlji Naranji, bccauso ) think the Commis- 
sion would like to have the benefit of his experience 
as a man of standing in the commercial world in 
Bombay.--! have no objection. 

4535. Mr. Lnlji Naranji, you are one of the senior 
partners of Messrs. Muljee Jnitlia & Co.? — Yes. 

4536. How long has that firm been ill existence? — 
Nearly a hundred years. 

4537. You have branches all over India for cotton 
and seeds and nil sorts of raw produce? — Yes. 

4538. You also havo your own ginning factories 
and arc in touch with the rural districts of India? — 
Yea. 

4536. May 1 ask if you are intimately connected 
with some important Indian States and thnt at times 
you act as their agent here in their financial trans- 
actions? — Yes. 

4561. You are also a representative of the Indian 
Merchants' Chamber on the I loin Imy legislative 
Council ? — Yes. 

4541. Could you tell us in the light of your experi- 
ence, from the various points of view which your 
position brings to you, what the people of India 
would think if a gold exchange standard were intro- 
duced in the following manner: there would he gold 
iu the treasury, hut the gold would not lie available 
lor intermil currency purposes while available for 
export where necessary: gold notes would he circulat- 
ing among the people as inconvcrt ihlo notes and the 
notes would have a hacking of gold ; and there would 
he gold in the treasury. Could you tell us what 
would he the effect on the public of India of an 
exchange standard of this nature? — 1 understand 
your question is that if the notes are tendered they 
will not he convertible into gold; and so long as 
they are not convertible into gold they will not com- 
mand the confidence of the public as Mr. Madon has 
just now said. All thnt the Indian population, the 
i uinmercial ns well as the rural population, wants is 
that they should he convertible into gold; notes or 
coin or whatever it may lie, it should ho convertible 
into gold ; otherwise it will not create confidence 
which a currency ought to command. 

4542. Unless gold notes arc convertible info the 
procious metal in the same manlier as the rupee notes 
to-day are, you apprehend thnt those notos will give 
i set-hack to the popularity of currency notes even 
as at present existing? — Yes. 

4543. Could you tell us why it should lie so? — 
Because at present their experience has been that 
the rujicc, •though worth ten annas, is really valued 
at seven annns, and they have no faith in the pre- 
sent rupee currency, and that is the reason why 
they are now dealing more in gold. Even the import 
of gold has something to do with this, because they 
have no confidence in the present silver rupee ; they 
calculate it, as I have already said, at seven annas; 
they wish thnt there should he a gold currency. If 
there is a gold currency, any time they wish to con- 
vert their notes into gold they could do so and there 
will be more confidence. 

4544. When gold currency of this nature is put into 
circulation, what do you think would be the effect 
on the people? Would it load to more hoarding or 
would U help the hoarded metal to come out, or 
would it discourage the hoarding of precious metals? 
---The word hoarding is a misnomer. As regards this 
hoarding I would refer you to the Bpeech of the late 


Sir Vitkuldas Tliackersey so fur back as 1612 or 
1611. Thero is no hoarding iu Bombay in the proper 
sense of the w'ord. 

4545. We will talk of all India, if you do not 
mind? — You said that it would affect the hoarding 
of gold; what 1 want to explain is that the word 
hoarding has been a misnomer; there is no hoarding 
in the jiriictical sense in India; 1 say it because 
you as one of the leaders of the Hindu community 
will beur me out, that out of the 350 millions of iho 
population nearly 240 millions aro Hindus and the 
practice of Hindus is that at tho time of their 
marriage the people keep certain ornaments for their 
use; it is not hoarding, 1 would call it a necessity; 
and ornaments even are not given as a hoard, but 
as a sort of property to the woman; tho Hindu 
women have no right under the Hindu law for in- 
heriting any property and sill that they are given 
for their maintenance is these ornaments that are 
given to them. So you will sue that there has boon 
no hoarding in tho proper sense of the word. 
Another thing is that if a gold currency is introduced 
as it is wauled by the couutiy, 1 am sura that tho 
dealing in bullion will not be so much as it is now 
because there will be the backing of gold und the 
notes will lie convertible any time. On this question 
I would remind you ot one instance; if you remember 
during tho war there was a time when rupees were 
not available. Then the silver coins went to 12 J 
lo 20 per cent, premium and they were offered. 
As soon as they became more freely available, notes 
began to he used so much that in tho cotton districts 
with which 1 am connected thero lins been a great 
change mid they nro accepting notes bccauso they 
know that those notes aro convertible into uipccs 
any time; so in the samo way if the notes wore con- 
vertible into gold, less bullion will lio imported into 
1 lie interior than now. 

4516. Would you mind naming the cotton districts 
with which you are connected? — Kliiiiidcsh, Bcrar, 
Barsi, Miraj, (Susarnl and Kathiawar. 

4547. You say iu paragraph 17 of tho mcnioruu- 
duin : 11 My Committee would also urge the greater 
development of hanking facilities all over India as 
they feel not only that the present facilities are still 
inadequate hut also that such development will very 
much facilitate the smoother working of the Currency 
system in India. ** What is it that you had in mind, 
and who do you think are tho persons who should 
give the lend in regard to this greater development 
ol hanking facilities? — Properly speaking there arc 
no hanking facilities, except for tho last five years, 
when the Imperial Bunk has opened about a hundred 
branches. Thero aro so many villages from which 
wo have to buy rotton (I am interested in cotton 
only), but currency is not available because then* 
aro not any hanking facilities. The small shroffs 
who were doing this cash business before are nil 
absolutely wiped off because of tho activities of the 
banks nn«l because of the new rules with which they 
are not conversant. Banking was done fifty years 
ago by small people who are not now found even 
in villages. The difficulty is that you havo got in 
lake cash or notes from the big towns, and you have 
lo collect and pay money for tho produce that you 
get from these districts where thore are no banking 
facilities. Neither hundis nor cheques are available; 
you have to take cash in the form of notes; and if 
they are not accepted you have to take rupees in 
coins. The underlying idea in this is that we want 
more banking facilities, that is, more branches or 
more encouragement of funds and more easy money 
so that the small people who havo now left off banking 
may cotnmenco it again. Of course it may not ho 
paying to the Imperial Bank to have branches in 
small villages or* to the other banka to do so; the 
other 1ml inn banks also can. if they attempt, give 
facilities, hut I think with tlieir resources what they 
are doing is quite enough. Banking has not been 
developed ns much ns it ought to have been done, 
compared with other countries. Of course thero nro 
seven hundred thousand villages in India and if you 
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look at it you will aee that there is not a single 
branch in a village; there are one or two exceptional 
instances where the Alliance Bank had branches 
which have been taken over by the Imperial Bank; 
but even in towns yon do not find facilities because 
the charges arc heavy. The charges of the Imperial 
Bank for transfers are so heavy that sometimes 
people offer to take risks to even carry their own 
coins and their own notes. Therefore wo say that 
if more facilities are given in such places where the 
produce can be had it will supply a great need. 

4548. Would it bo a corroct inference from what 
you have said to say that in the opinion of the 
Chamber’s Commit too the whole process of provision 
of banking facilities for the country is in a state of 
transition P it is a question of going over from the 
original Indian methods of banking to the Western 
and the progress must necessarily be slow?- -Yes, 
certainly. 

4549. Ono question T would like to ask Mr. Madon 
in connection with a reply which he gave to Mr. 
Preston in connection with tho interest on tho two 
reserve funds. Mr. Preston’s Inst question was 
whether you would like that interest to be accumu- 
lated and to be sent to Tndia in the form of gold 
every year. If I understood your reply correctly, 
you said that you agreed with him. You are aware 
that these two items are at present being credited 
to tbo revenue accounts in the budget? — (Mr. 
Madon.) Yes. 

4550. Do you think that a hole in the revenue 
income of the Finiince Member’s budget could be so 
lightly made without* disturbing the budget? I do 
not think I understood Mr. Preston to sny that this 
should lie done immediately iu the first or socond 
year. Further, I understood the drift of his question 
was that if it was a matter of two or three million 
pounds a year of gold that we wanted to ship out 
from Englund, then there would be no disturbance 
to the London Money Market or to other markets, 
and if T understood Mr. Preston aright the source 
from which these 2J million pounds would come was 
not material. The question put to mo earlier, by I 
believe Mr. Preston also, was whether the Indian 
Chamber wanted the sterling securities to be 
immediately converted into gold and to bo all brought 
out; I said “ No,” and then the question followed. 
So it might be tliut the interest might remain; hut 
the underlying" Idea, that out of tho securities we 
might realise two or three millions a year and bring 
tlffft duYund-thfit would not create a disturbance, 
could be carried out. T believe that was Mr. 
Preston’s suggestion, that a small amount of gold 
should be taken away out of England without 
creating a disturbance; whether the gold came from 
the interest or from the principal sum would not 
matter to you, Sir? 

4651. (Mr. Preston.) Of course from the inception 
of the gold standard reserve until four years ago 
the interest was always credited to the capital fund. 
Of the 40 million pounds in the gold standard reserve 
fund to-day, one-third is represented by accrued 
interest so that in taking out tho accrued interest 
one was not robbing the fund of its original inten- 
tion, if I may so call itP — Yes; but if I understood 
&ir Purshotamdas Thakurdns aright, we would be 
robbing the Finance Department of a particular 
source of revenue to-day; whether that source was 
there before or whether it was a legitimate source is 
a different question. 

4562. (flfr Purshotamdas Thakurdns.) T only 
wanted to remind you of your answer that a gold 
standard reserve costs nothing; if it necessitated 
what Mr. Preston just now said, namely, to take off 
from the revenues such a large amount os this, you 
would call it an immediate cost to the taxpayer P — 
Well, Sir, that would compel me to go hack into some 
history. 

4553. I would leave it at that at present. I hopo 
you will be able to dear it up later P — Tf you please, 
you might reserve it for my personal evidence, 
bocause there is a history behind it. 
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4554. Just one muro question. Tt is in connection 
with tbo Chairman’s question to you regarding the 
difference between the control on the central hank as 
people wanted it in the West and tho control on the 
central bank us the Chamber’s committee here want. 
You want more Government control, and the Chair- 
man pointed out to you that in tho West they wantod 
to get uwny from (lovernmcnl control and wanted 
popular control, or at any rate control by non- 
government persons? -Will you permit me to point 
out one thing hero? T may have misunderstood tho 
Chairman’s question, hut 1 don't think that is tho 
way to put it. What ho said was that, although it 
was considered a desirable tiling for central bunks to 
be divested entirely of Government control, that 
thing existed only in England and on tho continent 
government control was the practice. 

4555. (Chairman.) T have not myself, I am afraid, 
adequate information to venture an opinion to that 
effect, Mr. Madon. It would require more knowledge 
than I possess perhaps of nil the European systems. 
1. should not care to generalise on quite so largo a 
scale? — Yes, Sir, you would not care to generalise. 
In any case what I tried to point out in my reply 
was that such Government control as them is to-day 
in the shape of representatives on the central board 
of tho Imperial Bank would not be excessive and that 
the United States considered even a far greater con- 
trol necessary and that we in this country in the first 
stages might continue to have some such control 
through officers who would be in very close touch with 
the working of tho bank. 

4550. (Sir Purshotamdas Thakurdns.) Do I under- 
stand that the committee of the Chamber feel that in 
asking for Government control they am only asking 
for control by a body which is responsibln to and 
perhaps at times responsive to the Assembly? — -Well, 
Sir, this has not been put in so many words either in 
committee discussions nr elsewhere, but that was the 
feeling that if Government representatives were them 
and if the Assembly did want to get information on 
any point, they could not lie turned down by saying: 
“Gentlemen, this is a private bank; we have 
nothing to do with it: wo don’t know r anything about 
it; if you want information please go to it.” The 
Assembly can nlwnys say : “ Hero am our own 
officers on the board. They arc them to represent our 
interests. It is their duty to tell us how things are 
going, and it our right to know.” I believe that is 
the idea at the back of the minds of those who are 
wishing that this kind of representation should 
continue. 

4557. (Sir He flirt a Id Mant.) Mr. Madon, just one 
question. You s;Kike of having Government represen- 
tatives on the hoard of the bank? -Yes, Sir. 

4558. Have you considered bow that arrangement 
could Ik? provided? At present, tho Government has 
experts in the Currency Department who am in close 
touch with the hank. But I understand that under 
your scheme the (Currency Department would bo 
taken over by the bank. The Currency officers would 
be officers of the bank?- -Yes, Sir. 

4*559. Whore will the representatives of Govern- 
ment conic from? How would Government be kept 
in touch with the hank? — Tho point is not very 
material, Sir, if you will pardon me, from my point 
of view. The officer of the Currency Department is 
on tho central board merely because he is one of the 
most important officers of the Finance Department 
to-day. If tho Currency Department becomes a 
department of the fnqierinl Bank, then the gentle- 
man representing the Finance department of the 
Government of India on that Board would he some 
other gentleman in tho Finance Department, or it 
tuny he somebody from some other Department that 
the Government of Tiuliu think right to put there. 

4500. But do you rnonn that uu officer of the 
Government of India would ho permanently stationed 
at Calcutta or Bombay for that purpose? — It is not 
necessary, Sir. The Central Boards don’t meet every 
day. 
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4561. Or (if 1 might finish) do you mean that an 
officer would be sent down from Simla or Dolhi, as 
the case inny be, to attend board meetings P — It would 
be that, Sir. 

4502. 1 only wauted to clear up whut your inten- 
tion was?— I hope I tried to make clear in my earlier 
answer thut wo don't want that officer to continuously 
interfere with details of working, but only with 
questions of policy. 


4563. And it is by that means that you would keep 
Government in touch with the working of the bank? — 
'Hint is the idea of the Chamber, Sir. 

4564. ( Chairman .) We have had a very long meet- 
ing, and I must express to you our thanks for your 
very full assistance in the matter. — Thank you very 
much, Sir. We are only doing our duty. We have 
got to put our case before you gentlemen. 


{The witnesses withdrew.) 


Mr. Kikahhai Pkkmckand and Mr. Mankcklal Pkkmchand called and examined. 


4565. (Chairman.) Mr. Kikabhui Prcmchnnd, you 
have boon kind enough to come and assist us to-day 
aud you are accompanied by your brother, I think, 
Mr. Mauecklal Premchand P- -Yes. 

4566. You huve been good enough to furnish us with 
a very concise memorandum* setting out your opinions 
upon the matters referred to us. For the sako of our 
record might 1 ask you, Mr. Kikabhui Preinchund, 
from what point of view you drew this up; you are 
ongugod in trade in Bombay? — Yes, as brokers, deal- 
ing in exchange, bullion and finance. I would prefer, 
Mr. Chairman, that you allow my brother to reply 
mi exchange and bullion becauso he manages the 
exchange and bullion Department of my firm. As 
fur as exchuuge and bullion is concerned ho will givo 
a joint opinion. 

4567. The general questions 1 desire to ask on your 
memorandum should, i understand, be addressed to 
you, Mr. Manecklal Prcinchnml? -Yes. 

4568. You have no doubt been engaged for a sub- 
stantial period in this form of industry in the city of 
Bombay ? — Yes. 

4569. Referring to your memorandum, 1 will ask 
you a few questions tending to show the points you 
lay special emphasis on and to elucidate any matters 
which may nut be ut first sight perfectly clear. If 1 
may say/ so, your memorandum is so precise that it 
will need very few questions on my part in order to 
elucidate tho matter. You have been good enough 
to follow the general form of the suggestions as to 
ovidenoe which wero originally put out on behalf of 
the Commission and to frame your memorandum in 
the form of answers to the suggestions on tho points 
raised in thut memorandum. Taking them in order, 
i understand it is, first of all, your opinion that, 
though the time will never lie completely ripe for u 
conclusive* solution of such problems, the present con- 
ditions are sufficiently normal to permit definite steps 
to be taken with thut view. 1 understand that you 
lay special emphasis upon tlie circumstance of the re- 
establishment of tho relation between the pound ster- 
ling and the gold sovereign in England. Let mo aak 
you, Mr. Kiknbhai, whether there is, in your opinion, 
any foreseeable circumstance in the currency or credit 
situation of the world at largo such us might tend to 
disturb any settlement that was arrived at as regards 
Indian currency problems, and for which it might be 
said that it would lie prudent to await the result 
before attempting to establish any now ratio for tho 
rupeo or the basis of an Indian currency system? — 
That is an exchange question; you might kindlv 
address Mr. Munocklal. (Mr. MnnecMil.) Tliero is 
nothing at present, Sir. 

4570. Secondly, as regards the question suggested 
as to the relative importance of stability in internnl 
prices and in foreign exchanges, you express tho 
opinion that the main thing to be desired is the 
smallest possible variation in the prices of essentials 
within the country; and you look upon this, no doubt, 
as a factor of inoie general importance to the people 
at large than stability in exchange?— Yes. 

4571. That is an opinion ta which I will refer later 
in connection with the ratio to lie recommended for 
the rupee. You then analyse with precision tho effects 
of a rising and a falling rupee. Might 1 summarize 
what you say ns to that thus, that you are of opinion 
war cue general efforts of u rise or fall In tho oxchange 
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value of tho rupee upon trade, industry and the 
people of the country are temporury effects which 
vanish aa soon us prices aud wages have readjusted 
themselves to the new level of exchange? — Yes. 

4572. And it is upon that opinion that you base 
some further opinions which you express? — Yes. 

4573. Referring particularly to the effects of a ful- 
ling rupee, 1 understand you to express the opinion 
that a stimulus is given thereby to tlie export trade 
of the country, but thut this is only a temporary and 
artificial stimulus to trado and that it iB followed by 
a period of depression. Is that your experience?- 
Yes, sir, that is my experience. 

4574. Of such movements of the rupee in the past? 
— Yes. 

4575. I understand therefore from your memoran- 
dum thut this opinion is not only, if I may put it 
thus, an academic one but based upon actual practical 
experience of Indian trade?— Yes. 

4576. You finally arrive at this conclusion: that 
you say there iN no magical level for tho rupee? — 
Yes. 

4577. What do you understand by that phrase, Mr. 
Prcmchnnd? What do you mean when you say thut 
tliero is no magical level at which the rupee should 
be fixed?— There is no level at which all problems of 
Indian finance can be solved. Thut is why i say, 
there is no magical level. 

4578. 1 should rather understand you to moan by 
thut that there are, in your opinion, no abstract 
arguments from equiLy or justice to lead you to select 
one level rather than another, but that you must 
judge tho level to Iks selected entirely on questions of 
[UC&cticftj convenience .and expediency ?—• Yes. 

4579. Indeed as you say, “ the desired stabilization 
should be accomplished with u minimum disturbance 
of existing economic and financial conditions '*? — Yes. 

4580. From that 1 should gather it is your opinion 
that a disturbance of tho existing economic and 
financial conditions is, in itself, an undesirable thing? 
— Yes, it is very undesirable. 

4581. What weight would you attach, as against 
ihn undesirability of that, to any arguments in favour 
of & higher or lower level than tho existing level 
bused upon grounds of some other consideration than 
immediate convenience? — It will disturb public con- 
fidence, which is very essential for a sound monetary 
system, when thousands of contracts have been entered 
into ; people have got more or less confidence that tin 1 
present rato will persist. The rate is there. 

4582. That rather leads mo to the next question I 
was going to ask. Towards the cIobo of your 
reply to question (2) A, you arrive at tho con- 
clusion that “ In view of tho comparative ease 
with which tho rate has boon maintained at or 
about Is. 6d. during recent months, we should suggest 
that stabilisation at that level would be most 
feasible . 1 9 I gather therefore, that your argument as 
to the undesirability of disturbances, their practical 
inconvenionoe, leads- you to the conclusion that tiro 
rupee should be stabilized at whatever figure it stands 
at the present time, and that is round about tho 18d - 
rate? — Yes. 

4583. I gather also that your argument may be ex- 
pressed ruther in this way, that your preference which 
appears here for the 18d. rate is not based so much 
upon any positive merits of that rate as the negative 
merit that there will he a disadvantage in fixing it at 
any other rate because of the disturbance P — Yes. 
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4584. Could you enlarge that answer a little by 
telling us, in the first place, what would he the nature 
of the disturbances which would be involved in select- 
ing a lower rato than the prevailing rate of 18d.?-~ 
It would disturb first of all public finance. r The 
Budget has been based on Is. Od. Secondly, this rate 
lias been the basis on which thousands of commercial 
contracts, both export and import, have been made. 
Lastly, it would create a lack of confidence in the 
market and curtail legitimate trade, and these are the 
practical grounds on which 1 advocate no change from 
tho present rate. 

4586. Let me put to you another point of viow. 
It is this, that the Is. 4d. rate was a rate that pre- 
vailed for long; that long term contracts were entered 
into at that rate; that tho fixation now of another 
rate than Is. 4d. would involvo a disturbance of the 
relative burdens under those long term contracts ; that 
the volume of interest under those long-term contracts 
should b6 considered rather than tho volume of inter- 
est involved in contracts entered into at the 18d. rate, 
and that for that reason the Is. 4d. rate ought to lie 
selected in preference to the Is. 6d. rate. J^et mo 
ask your opinion on that, especially directing your 
attention to assisting us, if you can, as to what is the 
relative volume of interest involved in the still out- 
standing long-term contracts entered into at Is. 4d. 
compared with those short-term contracts entered into 
at Is. fid.?- -The Is. 4d. contracts have run for a 
very long .timt, and in my opinion the majority of 
these Jhave readjusted to present conditions. Accord- 
ingly a change from the present level of Is. fid. would 
cause greater disturbances. 

4586. It is impossible then to express any opinion us 
to the relative importance of the interests involved 
in the long-term contracts and in the short-term con- 
tracts. Of what nature would theso long-term con- 
tracts be — mortgages? — They are \ery few here on 
the sterling basis. Most of the mortgage.** are on the 
basis of rupees except sterling debt and other Govern- 
ment loans in London. 

4687. With regard to a point indicated in your last 
answer but one, you referred to tho almost -violent 
disturbance which lias prevailed in the gold value of 
the rupee since the date when tho Is. 4d. rate has 
prevailed. That is the disturbance during the war 
period and post-war period. During that period thero 
were violent fluctuations? — Yes. 

4588. If I understand tlie implication of your 
answer it is this — (or have I misunderstood it) — that 
the disturbances already made as regards contracts 
entered into on the Is. 4d. basis have been so great 
that the difference between Is. 6d. and Is. 4d. now 
is comparatively negligible? — Yes. 

4580. With reference to your Teply (3), let inc 
put to you this question. Supposing the Is. 4d. rate 
were to be selected for stabilisation now, huve you 
been able to consider by what/ financial process that 
rule could be re-established, and what ifc would 
involve? — Well, it will involve a heavy loss. 

4590. That is rather a consequence of the process. 
T was directing my attention for the moment to what 
steps could be taken in order to put the rupee upon 
a Is. 4d. basis. How would one set about it if one 
selected Is. 4d.?— Once it *s definitely announced that 
Is. 4d. is to ho introduced the market rate would 
slump at once to Is. 4d. It could not possibly remain 
at Is. fid. or even Is. fid. 

4591. It would follow from that ihat any attempt 
at' a gradual readjustment would, in your opinion, 
fail?— Yes. If people knew that Is. 4d. is to ho the 
official rate speculative activity would immediately 
depress the rate to that level. 

4692. Will you describe in a little more detail from 
your practical experience (which would be of special 
interest to us) what would happen if Government 
stabilised the exchange at Is. 4d. P — At once when the 
result is known in the market there will be a rush 
to buy exchange, especially from importers; at the 
same time exporters would hold off and internal prices 
would be so disturbed that there would be an im- 
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mediate riso in all commodity prices. Such a move 
would disturb the equilibrium of financial machinery 
in the country. 

4593. What will be the disturbance to prices? - 
Internal prices would go very high. 

4954. Supposing things go as you describe, what 
would happen as regards the rate to which the 
exchange would fall? Would it be easy to keep it at 
Is. 4d.P — If Government establish Is. 4d. and sell 
councils and reverse councils, it muy he able to keep 
it at that. 

4595. You suggest to me ns a possible consequence 
that the rata might go even lower? — Yes. 

4590. What would be your opinion on that? — If 
Government is not selling reverse councils, the rate 
might go even lower than Is. 4d. temporarily; but 
as our balance of trade is generally favourable it 
would rise again and if Government did not sell 
council bills ut tho upper gold point, the rate would 
rise further. 

4597. It would put it up to your fixed rate? — Yes. 

4598. That suggests the possibility of market 
fluctuations before it settles down?— -Yes, because a 
lower rate creates, first of all, a demand for rupees. 

4599. Supposing we take the converse picture and 
con template tlie possibility of fixing the rate higher 
than the present rate, what practical measures should 
Ixi adopted to raise the rato of the rupee? — That 
means Government will have to refrain from opera* 
ting nt tho present rate. 

4600. Somo measures would have lo bo taken. 
Supposing it was fixed upon a higher rato — (let us 
take as an illustration Is. 8d.) - how would tho 
machine have to ho worked in order to raise the rate 
to that point? — You should soil first of all reverse 
councils to bring up tho market to that rato, and 
then it is doubtful if tho rate could lx* maintained 
at tho higher level. 

4601. Just ns in the first case you would have te 
tnko some measures for increasing tho internal 
currency, so in this case some measures would have 
to lie taken for reducing it? — Yes. 

4602. What effect would that have oil prices? Fall 

in prices. 

4003. Tn your opinion, would it. lx* as quirk; would 
the consequences work out ns quickly ns they would 
in tho enso of a falling rote? — Tho consequences in 
the case of a falling rat© will ho quicker. 

4604. In this case the adjustment will be small, 
and therefore tho less harmful? -Yes; but I prefer 
the present rate. 

4605. I am only asking theso questions in order to 
see what tho justification is for your view that tho 
]8d. rate should be chosen in order to avoid dis- 
t urban cos. Wo wore examining what the dis- 
turbances would be. Mow wo coino to the next bond- 
ing of your recommendations with the leading 
question, “ what ineaauros should be adopted to 
maintain tho Rupee at tho rate selected? 11 The 
procedure which you recoimnond is practically the pro- 
war procedure? — Yes; the pre-war procedure in 
preference to tho present procedure of sterling 
purchases in India through the Imperial Bank. 

4606. Will you amplify that answer by telling us 
why you prefer tho older procedure of councils mid 
reverse councils to tho now procedure of the purchase 
of sterling in India? — The purchase of sterling in 
India means that the official rato of Is. fid. is avail- 
able ; that is the rate at which Government is buying 
sterling. What has happened now is that exporters 
are holding off and saying, 11 we can sell, whenever wo 
want, to Government at the higher rate.” This 
attitude spoils business. 

4607. I do not think I quite follow that for tho 
moment. What is the adverse effect upon business of 
the new procedure? — Merchants hold up their bills 
right until the. due date. .Jim the old days every 
Wednesday there was a sale of council bills, and 
merchants sold their bills at any time during the 
week, except on Wednesdays. 

4608. Would it, in your opinion, be any remedy for 
the disadvantage if the purchase of sterling in India 

Q 4 



248 


ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE : 


10 December, 1925.] Mr. Kikabhai Pkkmghand and Mr. Manbcklal Pabmohaitd. [ Continued . 


wore to bo by louder instead of by private treaty ? — 
That would bo butter; but I think council bills in 
Jjundon or sterling purchase in India by tender urn 
both equally good. 

4909. Assuming the adoption of the tender system, 
you would not seo anything to choose between tho 
two methods? — Not much. Hut I think sulo of council 
hills in London would be the better of tho two. 

4610. What would be the still remaining advantage 
in the method of the sale of council bills P — In the 
case of council bills you will havo to have council bills 
not only at the various centres in India but you must 
consider the many foreign countries dealing with 
ludiu; London, being the most central market-, would 
be most convenient. 

4611. That ia really a practical difficulty in tho way 
of applying tho tender system in India? — Yes. It 
will have to bo at .5 centres, Rangoon, Karachi, 
Bombay, Ac. 

4GI2. In tho days of the electric telegraph, is there 
any great difficulty in that? -Still t lie re is. 

•1616. What is the naturo of the difficulty? -The 
time element; we w r ould not get tho results quickly 
enough. What about the foreign countries? They 
would have to send an application tho previous 
day. A lot of American jute contracts are mado and 
they would upply for councils. It is obviously more 
convenient to apply for councils in London. 

4614. So that, in general, you suggest no other 
substantial changes in the pre-war system, but your 
recommendation on this point is tho reestablishment 
of that system and the fixution of the ratio as you 
Tiiive it now? — Yes. 

4615. With reference to tho size of the reserves to 
he kept, would you tell us what makes you adopt the 
figure of 50 millions? — Yes, Sir. 1 hosed it on tho 
maximum ad verso balances of Lrado during tho last 
15 years. 

•1016. Then you rocoiiiiimnd that the control of tlio 
note issue should bo transferred to the Imperial Hank. 
There is a word which 1 have a little difficulty in 
apprehending. You recommend that there should bo 
a gradual transfer. What had you ill your mind us a 
gradual transfer?- -Because people up-country, when 
they see u change from the Treasury issuing notes, Lo 
tho Imperial Hank issuing notes, they might havo 
some apprehension. That is all 1 meant, 'ill is is why 
1 say " gradual. 11 

4617. Gradually us regards the steps to be taken? — 
Yes, us regards steps to bo taken. 

4618. Is it your view that tho transfer should be a 
definite transfer of control so that tho notes become 
the notes ot the Imperial Bank? — No, Government of 
India. The bank act us they net in tho public debt 
office ns tho ngont of the Government. 

4619. But tins actual management and control of 
the reserves, the support of exchange and so on, 
including the work of Government remittance to 
which we refer elsewhere, should, in your opinion, lie 
remitted to the management of the Imperial Bunk? - 
Quito. 

4626. But you would preserve in form the notes ns 
notes of the Government of India? — Yes. 

4621. Lh that with a view to avoiding any dis- 
turbance in the habits of the peoplo with regard to 
the note issue? — Yes, that is it. 

4622. 1 think it would be of advantage if you could 
assist tho Commission with any suggestions based 
upon your practical experience as to what further 
facilities are desirable us regards tho encashment of 
notes? — (Mr. Kikabhai l J r cinch and.) Of what nature? 

4623. You say : “ The Imperial Bunk of India 

should be given wider powers and larger balances to 
facilitate the encashment of notes. The present 
system of cashing them at Currency Offices is cumber- 
some and troublesome." “ Larger balances " is one 
point; what wider powers had you in mind? — I mean 
the issue of notes. If the system is transforred from 
the Currency Office lo the Imperial Bank, then the 
whole question will ho settled and they can give all 
facilities. The small notes 


4624. 1 will tako that ns a separate question. As 
regards the wider powers to which you havo referred, 
they would lie adequately conferred by tho control of 
tho Imperial Bank to which you have referred P — Yes. 

4625. Then wo come to the point of the one rupee 
note. In your opinion is it desirable or otherwise 
that tho issue of the one rupee note, or of noteB less 
in denomination than Rs. 5, should be continued or 
stopped?- He-introduccd. They havo stopped it now. 

4626. I im deist a n< l you think that is a mistake?- - 
(Mr. Kikabhai Premchand.) I think so. 

4627. Wlmt is the advantage to be gained by it? — 
It teaches the general public to uso currency notes, 
particularly the ryots and other people of that class. 

4628. It is a measure tending towards popularising 
and increasing the note circulation? — Yes. 

4629. Your opinion us to tho desirability or other- 
wise of a gold currency, as expressed in >our reply to 
question (6) A, is that 11 while the use of gold as 
currency is highly desirable, it is not practicable at 
the present time, in view of the widespread habit of 
hoarding. It can only ho gradually introduced over a 
period of years." Could you amplify the answer on 
that very important topic. How would you expect 
the widespread habit of hoarding to react upon any 
attempt to introduce a gold currency? — (Mr. 
Manccklnl Premchand.) At present, if gold coins are 
given in exchange for notes, people would simply 
bury them. 

4636. Your view is that, the more gold is available, 
the more it would go into hoards?- Unless gradually 
people learn the habit of investment; then it will 
gradually decrease. 

•1631. Ixjt me suggest there another point of view, 
which is perhaps tho converso of that. Supposing 
it was said that, by muking gold available freely in 
circulation, you would inspire so much confidence in 
the stability of values that peoplo would no longer 
want to hoard, wlmt would you say as to that sug- 
gestion? — People havo always wanted gold in India 
for hundreds of ye&rs. They w'ill not givo up the 
habit so quickly wheLlier gold currency is introduced 
at once or not. There is unother danger. The 
moment you give gold against notes they will also 
bring rupees and ask for gold coins. All the rupees 
already hoarded would como out. 

4632. You would say that the making available of 
gold for currency, and perhaps eventually, as you 
suggest, gold for rupees and notes would have no 
clfect ill educating tho people, und in restoring such 
a spirit of confidence as to educate them out of the 
linhit of hoarding r 1 Ultimately it will reduce hoard- 
ing when pooplo know that gold is available against 
notes, but tho first rush is going to be a very great 
one. 

4033. You tell us that the gold hoarding habit is 
such an inveterate habit with the people of India 
that fhat must bo a slow process? — Yes, I think the 
habit is very strong liore. 

4634. Now let me ask you what you expect would 
occur supposing one were to offer, os ono measure 
towards the introduction of a gold currency, to give 
out gold coins freely against rupee coins ?-- 1 think 
rupees would pour in to the currency office in very 
great numbers. 

4635. What effect will it have on those who hold 
rupees in hoards? — They will brin£ out their rupees 
and substitute gold coins in their hoards. 

4636. Do you expect that effect to be widespread 
und continual, or do you expect it to be local only and 
to cease as soon us it was seen that gold was coming 
out? T am asking you questions which I realise are 
difficult because they involve your opinion on what 
the state of mind of tho Indian publio is. These, of 
course, are matters upon which the Commission needs 
illumination?- _(il/r. Kikabhai Premchand .) If people 
know they are sure to get gold the habit of hoarding 
may gradually diminish. At first there will he a rush. 

4637. Havo you ever attempted to make an estimate 
of the amount of gold which might he required under 
such conditions in view of the total amount of rupees 
out-standing and so on? — (Mr. Kikabhai Premchand.) 
Required by the Government for coining? 
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4038. Let me put it in this simpler way. llavo 
you ever interested yourselves in making any estimate 
as to the total number of lupees still outstanding ? — 
(Mr. Mantckial P-mnchand.) The rough estimate is 
u limit 3U0 c roles. 

4039. What is your estimate based on ? — We take 
the Controller of Currency's report us to the rupees* 
minted und issued during a period of years. The 
rupee being a token coin nobody melts it, so they 
must lie in the country though we do not know 
whore. The moment people know gold coin is avail- 
able they will make their appearance. Whether all 
will come out is a question, but undoubtedly many 
of them will. 

4040. Recognising, of course, that a certain large 
amount will still ho required for circulation? -Vos. 

4041. You say the policy of minting gold in Judin 
should bo a free exchange of gold burs for sovereigns 
und vice versa , a reasonable charge being made by 
the Mint. 1 rather gather from the opinions that 
you express that you would not expect the result 
of the establishment of a Mint, with free coinage, 
subject to a reasonable charge, of gold bars to result 
in the pussugo of any large quantity of gold into 
circulation under present circumstances? — It will not 
bring any large quantity of gold into circulation ImL 
many gold liars will bo converted into gold coins. 
People will convert the bars into coins ami keep 
them. 

46-12. And then, us you told us, the gold coin will 
go into hoards P— lint possibly after an effective gold 
standard Jins been established for some years they 
may again circulate. 

4643. Have you given any consideration to what 
you would look forward to us the ultimate ideal of 
your recommendations? You express the view that 
the use of a gold currency is highly desirable. Let 
mo put it in this way; you recommend the establish- 
ment of tiie pre-war system? — Yes. 

4C44. I rather gather that you do noL recommend 
tlm taking of any further steps with a view to the 
encouragement of the use of gold ns a currency 
under present conditions?- -Under present conditions 
we do not. 

4646. You would wait for that until the habits of 
the people as regards gold hoarding have been 
improved? —Yes. 

4646. Would you look upon it as a relevant cireuiii- 
stance in that connection to consider the habits of 
the people ns regards the increased popularity of 
notes os a form of currency? Yes, 1 would. 

4647. In your opinion is the use of notes increasing 
among the uninstructed people; are they getting more 
confidence or not?- They are getting more confidence 
in the notea now than in the pre-war days or say 
20 years back. 

4648. What would you any to the suggestion that, 
if you waited long enough — (you recommend waiting) 
—you would arrive at a time when the people of 
India were so used to the usn of notes that notes 
would have become the circulation of India. Under 
those conditions would there be any advantage in 
looking forward to the substitution of notes by gold 
currency or not? — The more notes peoplo use mid 
the less gold coin, the better. Until such Time as 
people acquire the good habit of keeping notes and 
trusting them thoroughly, there may be some diffi- 
culty; but eventually it should be practicable. 

4649. I do not quite follow that. Would you pre- 
fer to have gold in circulation rather than notes?- ■ 
I would have notes rather than gold. 

4660. If you have notes then you would not trouble 
about gold for circulation?-— No. 

4661. This opinion of yours which I have explored 
is really summarised in your phrase that it is your 
conviction that ” a gold standard should bo gradually 
introduced concurrently with determined efforts on 
the part of the Government to discourago the hoard- 
ing habit.” That is what you have amplified now 
with the answers that you hove just given me. T 
nm not sure, but are you perhaps miming somo 
auggestion that you might care to make in connec- 


tion with the sentence: 11 We have in mind a practi- 
cal scheme ”?> — (Air. Kikabhai Prcmchnnd.) I should 
issue post office certificates repayable say after 3 or 
6 years nb n lower rate of interest than at present 
hut repayublo in gold, with the restriction that they 
should be paid in gold coin only when cashed on 
due date. If demanded earlier then they must lie 
paid in notes or silver. Such a scheme will educate 
people to tho possibilities of in vestment, satisfy their 
craving lor gold, and by creating a good demand for 
post office certificates, place at the disposal of Cl ovc ru- 
nic nt a large supply of funds now hoarded. 

4662. Is there nothing of that sort now?— No, not 
in gold. When you make the announcement adver- 
tised widely that certificates will be repayable in gold 
at maturity it will lie a very great attraction for 
small investors, and gradually the limit should he 
increased from Its. 10,000 to perhaps K«. 20, (XW or 
Rs. 25,000. 

4663. What is that limit? — The limit to be issued 
to ono individual. 

4664. Jn order to encourage the investment habit 
and to teach people that there is something belter 
to do with gold than to hoard it, you would issue, 
Lhrough the Post Office, a gold certificate repayable 
on a due date in gold?— That is so. 

4665. What, will lie the duration?- -Three or 6 
years. 

4656. As much ns that? -I am just trying to give 
a tentative idea of what we mean. You may have 
any other period suitable to Government. 

•1657. Do you think there would ho uiueli demand 
for a 3 years gold certificate? —Possibly. 

4658. Would not peoplo have to get some experience 
first that they are going to get, their gold hack? — 
Tho term could lie reduced to two years. 

4659. These certificates would not go well until 
they had begun to fall due and people had begun 
to find out that they actually could get repayment 
in gold? -Until then the demand will perhnps not 
bo very big, hut when they are convinced they will 
come in a rush for it. 

4660. Just to ciicoiimgo tho market you would not 
1 m gin with shorter certificates? i-No, not shorter. 

4661. You think that would In* impracticable from 
tho point of view of Government? — No; T would put 
it at three years or two years at the minimum. 

4662. Towards the end of your memorandum 
[question (8) (B)| you say: 11 Tho present pro- 
visions of the Paper Currency Amendment Act, 
under which currency notes are issued against 
liundis, is quite satisfactory and we do not 
consider a revision of these conditions necessary." 
Do you consider the nature of tho securities against * 
which emergency currency can he issued is incapable of 
improvement by extending tho list or making lilierul 
provisions as to the sort of securities which can be 
discounted ? 'flint is ono point. The other is as to 
increasing tho amount to which emergency currency 
can Imj allowed against securities?-. I think the present 
amount is quite sufficient, and present provisions 
adequate. 

4(563. In your experience, the present provisions 
of the Paper Currency Amendment Act provide a 
scheme which gives reasonable ami adequate elasticity 
to deal with the seasonal demand for currency? — In 
the present circu instances, ye*. 

4664. (Sir 1'ursho turn dun Thakunlas.) You said just 
now that for introduction of gold standard you would 
wait until the people of India learnt not to hoard. 
How long do you think you would have to wait for 
that?— It may be ninny years before they have learnt 
not to hoard. 

4666. The best part of half a century or a century 
perhaps? -1 do not think as much as that. 

4666. In how many cases do you think they will 
begin to forget this habit of what is called “ hoard- 
ing ”?— Ft is very difficult to say. 

4667. But you do think that a gold coin should be 
put on the market? — T think it should. 

4668. Mr. Muneklnl Premchand gave us a practical 
scheme just now os to how a gold coin could be put 
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on the market. How do you think then that Govern- 
ment could discourage the habit of hoarding P You 
say in (0) (B) : “ It is our conviction that a gold 
stnnUurd should be gradually introduced concurrently 
with determined efforts on the part of Government 
to discourage the hoarding habit .’ 9 What aorta of 
efforts on the part of Government to discourage tho 
hoarding habit have you in mindP — One is tho invest- 
ing habit through the Post Office Certificates; the 
other is that coins should be issued without any oblige 
Lion on the part of Government; that is coins or 
notes or rupees should be issued as in pre-war days. 
Government would undertake to give sovereigns only 
when they are available and they would not give 
them when they were not. In this way people 
would get more and more confidence, that although 
the Government were not bound to give gold coins 
Always against their notes, they could still get coins 
occasionally and they would thus be discouraged from 
hoarding. 

4609. You recommend that? — Yes. 

4670. Have you any idea how people will utilise 
this option which government gives thorn P Will there 
lie more rush for sovereigns than lief ore the warP- 
Tlioy always take it in the season, quite a big amount. 

4671. Was there any rush on the part of people to 
hasten with their rupees and get them changed into 
sovereigns?— Such an occasion did not arise, liecau.se 
sovereigns and rupees were fully available. 

<1672. So would rupees also be available when gold 
standard is introduced: it is not proposed to dis- 
continue the rupee: why do you then think that 
people will rush with tlicir rupees to get them changed 
into sovereigns hereafter? — Because for all these years 
since 1914 to date the people have not had any 
coins officially given to them; they have imported 
it as a commodity and therefore the first temptation 
would lie to exchange it; ultimately it will subside; 
it would be a rush only at first. 

4673. Do you not think they would take the bullion 
to tho mint and ask it to be minted P— Yes. 

4674. Which is more likely, tliAt they would take 
bullion to the mint or that they would take their 
rupees and ask to have them changed? — I think the 
rupees in greater number would come to the mint 
to bo changed into gold, and next to that would lie 
the change of bars into gold coin. If this is gradually 
clone, then fewer rupees would come. 

4675. If Government instead of legally undertaking 
to change th© rupee into gold said they would do 
so when it suited them P — The rush would be more 
gradual. 

4676. Regarding the contracts for produce whicli 
have been entered into, affecting the question of ratio 
of exchange, 3*011 said in reply to the Chairman that 
there would be a great upset in the financial con- 
ditions, because a number of contracts have been 
entered into in connection with the sale of cotton 
and seeds for export? — Almost all produce in India. 

4677. You have in your mind that this is the 
middle of the season, or rather the beginning of the 
season, I think, and people have got commitments 
for sale, and their contracts are not complete because 
tlm produce lias not boen exported; is that what 
you have in mindP — No; not even foreign 
merchants leave their contracts open as a rule; 
although they do not necessarily close the ffitchange 
and products contracts simultaneously. 

4678. When an exporter sells his produce and leaves 
liis exchange contract open, is he not speculating? — 
Yes. He cannot get away from such speculation 
entirely, but when government is committed to a 
definite rate of Is. 6 \d. he more or less relies on 
its stability. 

•1679. Ho could avoid that risk, could he not? — 
In some cases he could ; but sometimes he could not 

4680. Is it absolutely nocessary for him to leave 
Ins exchange contract open P— -Not absolutely 
necessary; but sometimes he is compelled to do it. 

4081. Why? — Because be may sell to Europe for a 
delivery in October; the goods may not come; he 
may be forced to cancel his contraet on the other 


side, which would leave him with an exchange 
contract outstanding. 

4682. Then, will you oblige mo by letting mo know 
if you can sell and buy exchange for the next twelve 
months or not? — We can. 

4683. Then, how does tho question arise? — Because 
contracts are generally for a particular month only; 
you cannot make a contract delivery December to 
next June, it is not allowed. 

4684. That is as far as the hank is concerned? — 
Yes. 

4685. Do you think the buyer on th© continent 1 
buys with six months option to the Bailor here? — No. 

4686. He also stipulates shipmont? — Yes. 

4687. Therefore for all practical purposes the 
shipper knows what time about he will have to 
present his documents? — Ho knows approximately, 
but he may get extensions there. 

4686. lie could get extensions here also with a 
slight penalty? — Yes. 

4689. Therefore lie need not take the risk of 
exchange ? — Not necessarily. 

4690. Those exporters who toko this risk of 
exchange choose to take it either for profit or for 
something else. Would you therefore say that their 
interests roquire serious consideration? — We do not 
say tho interests of any mail who speculates roquires 
special consideration. 

4691. Then will you tell me what financial con- 
ditions you had in mind which you are afraid of 
disturbing by altering the ratio from Is. id. to 
Is. fid. ? — We will have a big rise in the price level 
here, and the budget would be disturbed. 

4692. I propneo a little later to ask re the rise in 
the price of commodities and economic disturbance: 

T am at the moment thinking of tho disturbances in 
the financial conditions? — Importers who have made 
purchases abroad but have not fixed their exchange 
would bo very much disturbed. There may bo again 
a repudiation of contracts as happened at the time 
of the 2s. fixing; that danger may recur. 

4093. Any other that you have in mind?— National 
finance would be disturbed, the Government of India's 
budget. 

4694. These are the main ones?' -Yes, all that T 
remember now. 

4695. Now, regarding economic disturbance, you 
have in mind disturbances to the price level, or have 
you any other thing else in mind? — Yes ; rise in 
general prices which would tell very bady on the 
people who receive fixod incomes. 

4696. This rise or drop in general prices which 
always follows a change in the ratio, is it felt by the 
people? — It is felt. 

4697. When does it cease to be felt by the people, 
at what stage? Does it continue to he felt by the 
people or is it felt only for a stated period of time? 
—It would be felt for a long time. 

4698. For how many years would it be felt? — If 
wages rise in proportion, not for a long time; other- 
wise for a very long time. 

4699. Can you tell me approximately the number 
of years, one, taxi or three, or would it be six months 
or ho ?-»-I could not say exactly. 

4700. Do you think that the disturbance caused by 
the change from Is. Ad. to Is. 6d. is still in existence, 
or whether it bus ceased to operate in the economic 
conditions and price levels? — It has more or less 
settled down ; prices have adjusted themselves to the 
present level. 

4701. And when did the change from Is. 4 d. to 
Is. 6 d. take plaeoP — Tho change from Is. 4d. to 
Is. 6 d. took place for the last several months. 

4702. So it has taken only a few months to settle 
down? — Yes; a rising rupee after all does not do 
so much harm as a falling rupee. 

4703. A falling rupee does harmP — Yes. 

4704. More harm to tho consumer? — Yes; to the 
country as a whole ; particularly to the consumers. 

4705. A falling rupee does harm to the consumer, 
and does harm for a longer period than a rising 
rupee does. What about the harm to „ tho 
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agriculturist P — The agriculturist ia not very much 
1 harmed because he gets far more price for his 
> produce than he got in pre-war days ; ho lias been 
' getting much better prices for his produco than lie 
was getting when the rate was is. 4 d. 
f 1 4706. If he was not getting that, the rise would 
hit him?— if he wus actually losing by it, Government 
would consider it. 

4707. It does not matter about the Government; 
kindly toll us what you think ; kindly oblige us with 
your view. ..{f. there was no rise in the world prices, 
you would be opposed to a rise in exchange from 
is. 4cl. to Is. Qd. because the Cultivator would lose 
by it? — If the cultivator actually lost I would be 
against it. 

4708. In this case there has beon an advunce in 
world, prices?— -Yes; and they are getting more 
rupees for their produce. 

4709. Therefore in your opinion the agriculturist 
is one of the most prosperous men going in India 
to-day? — 1 think so. 

4710. What about industries as alfected by the rise 
in the ratio?? Do you think the industries also 
continue to Aourish as well as the agriculturist? — 
Those industries that have to competo witli foreign 
goods do not] the rest, are not affected. 

4711. That is mainly the cotton industry? — The 
cotton industry in particular is very well established 
in India, and they are not effected by the exchange. 

4712. Is that industry not affected by the exchange? 

■ 1 do not tlii nk so. 

4713. Whether the exchange was at Is. Hd. or 
Is. 2d., the cotton industry would not be affected ?- - 

(Mr. M. Premrhaiul.) No, Sir, l think the jarlep 
of raw cotton would vary in terms of exchange. 

4714. And therefore the industry would get tlio 
quid pro quo?- They would get the benefit of the 
price of cotton. 

4715. Therefore in your opinion a rise or fall in 
exchange docs not affect them? — A fall in exchange 
might affect them. 

4716. How?-- Because they have not only to use 
cotton, they have to use a lot of other material than 
cotton for the manufacture of cloth and yarn. There 
is the sixing, chemical stores, and so many other 
things. Only CO per cent, is cotton, tho rest is 
imported stuff, machinery, etc., on which tho costs 
would he relatively higher. 

4717. Theroforo, a fall in exchange would 
prejudicially affect tlic"cotlon industry? — A sudden 
fall, yes. 

4718. A gradual fall would not matter?- Well, 
things would then have time to adjust themselves. 

4719. Anyw ay a fall in exchange is not desirable? 
—Not so" far as the cotton mills are concerned. 

‘4 720! "And a rise in exchange?— A further riso in 
exchange under present conditions would also affect 
them. 

4721. But tho rise in exchange to Is. 6d. has not 
alfocted them? — In my opinion it would not affect 
them. 

4722. 1 have finished with Mr. Manecklal. T would 
like to put one or two questions to Mr. Kikabhai. 
Mr. Kikabhai, you are Agent for several loading 
Indian States in Bombay, and you happen to bo their 
financial agent hero, lending for them substantial 
amounts on various industrial and other enterprises 
in Bombay P — Yes. 

4723. Through you a very largo sum of one crorc 
of rupees has boon lent to one public Company in 
Bombay? — Yes. 

4724. (Sir Furshotnmdas Thakurdas.) Would you 
tell us — you need not give tho names if you don’t 
want to. 

4726. (Chairman.) We must be careful not to ask 
Mr. Pruncliatid any question that will embarrass him. 

4726. (Sir Punhotanulas Thahvnla*.) I am only 
asking him to lay before the Commission things 
which are generally known in Bombay— he need not 
give tho nameB if ho does not want to. 

4727. (Chairman.) Wo must exercise the utmost 
care, of course, not to embarrass the witness. 


4728. (Sir Purshotamda* Thakurdas.) Can you tell 
us wliut tho inclinations of Indian States are regard- 
ing hoarding -or what is called the hoarding of 
preciouB metals? 

4729. (Chairman.) Sir Pursho tain das, just before 
the witness replies, he might not reulise that^ 
although our proceedings to-day ure confidential, 
ultimately all the evidence will bo published? — (Mr. 
Kikabhai Fremchand.) Of course, I quite realise 
that, Sir. What you mean is whether they keep a 
good deal of hoarded gold or not? 

4730. (Sir I'urshotumdas Thitknrdns.) Do they 
keep a lot of precious jnetul in their treasuries? — 
To a curtain extent. 

4731. What is thoir motive, wliut is the special 
reason which leads them to do this? — They want to 
kuep that gold becauso they know that otherwise when 
they are in immediate need of it they may not get it. 
They want to keep a certain amount of gold ulways 
in the country. 

4732. Why do you say they may not gut it? Bom- 
bay and Calcutta are fairly near? — They may desire 
to have it on hand when they need it urgently for 
their own purposes. They might not satisfactorily 
realise on their investments if obliged to dispose of 
them. 

47:43. In order to etiahln them to carry out their 
responsibility to their people? Have there been any 
years when they have sold out their hoards P—No, 
YTiero have not. That is their underlying idea. To 
usn it in an emergency. 

4734. Do you think they are likely ever to part with 
their hoards which have been laid in with this under- 
lying idea? — Yes, when an effective gold standard 
is introduced or when they know that they will get 
gold against currency, they may realise their hoards 
in exchange for sovereigns. 

4735. Is that likely also to go further and they may 
keep nothing thinking flint they can always get it 
freely? — Well, it depends upon their views at the 
time. I think they would always keep a certain 
amount. 

4736. They would keep a certain amount in any 
case? — But they would not keep us much perhaps as 
they have been keeping hitherto. 

4737. You mean that their hoards would be 
reduced? — Yes. 

4738. Havo you found any great disposition on their 
part to invest in industrial enterprises lately? Have 
they beon getting increasingly disposed to invest in 
industrial enterprises? — l think so. 

4739. Steadily increasing tendency. Is there any- 
thing special that you think cun bo done regarding 
the Curroncy Policy of tho Government of India to 
induce them still more in this direction? -You mean 
currency policy about exchange? 

4740. No?--l think if they are assured that they 
will get gold against their currency they will prob- 
ably reduce thoir hoards. 

4741. Do you think these Indian States have more 
silver rupees hoarded or more gold hoarded? I mean 
within the last six months or so? — More gold. Silver 
also but less of it. 

4742. The quantity of silver is diminishing and 
tho quantity of gold is increasing?— Speaking 
generally. T want to put it this way. I am giving 
you my views about all the native states, not par- 
ticularly about my clients. This evidence may be 
published and they might think I am giving views 
about their private affairs. 

4743. (Chairman.) You understand very well that it 
will bo published?— Yes. T just wanted to noto down 
that l am giving you my opinion about the native 
states gonerally. That is my belief about all tho 
native states in India. T am not referring par- 
ticularly to tho people with whom I am concerned. 

4744. (Sir Purshotamdae Thakurdas.) Which of 
you, Mr. Kikabhai, is connected with tho bullion 
exchange here? Wasn’t one of you chairman?— No, 
my brother is a momber of tho committee of the 
bullion exchange here, not I. 
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4745. Would you, Mr. Mnnccklal, mind telling mo 
whether , when you had a gold coin in India, I mean 
before the war, trade in gold bullion was as brisk 
as it is to-day— dealings in gold bullion? — Dealings 
in gold bullion were comparatively smaller than they 
are to-day for the reason that the price of gold was 
"more or less fixed and there was no speculation in 
gold to the extent that we have seen recently. There 
wuh more or less stublo gold price throughout the 
year at Rh. 24 a tola and huge imports of gold came 
in tho shapo of small National Bank bars, or 
Chartered Bank burs or other bank bars, 10 ounco 
bars. Apart from that there was not such a big 
trade. 

4746. That is more due to the fluctuations of the 
gold rate? — That was one of tho reasons. But 
another important reason was that sovereigns were 
very convenient. People took them os coin. They 
thought this way: This is a coin as well as gold, and 
when we want it we can realise on it irrespective 
of tlio bullion market. 

47-17. Therefore, when gold currency is available, 
trade in gold bullion is on a smaller scale than other- 
wise? — Now hist year private imports on account of 
gold went up to something like rupees GO crores. 

4748. You imply therefore that, if gold coin was 
available tho imports on account of private 
individuals last year would not liavo been ns big 
as this? — They would certainly have been less if we 
had a fixed rate for gold and coin. 

4740. You mean fixed hy statute? — Yes. 

4750. ( Sir Norrot Warren.) These hoards that you 
tulk about in the Indian states, don’t they keep a 
largo part of their surplus in Government paper? — 
(Mr. Kikubhni Premvhand.) They do. 

4751. On which they get interest? — Yes. 

4752. And when they are in a tight corner, they 
can go to tho banks and gc?t loans?- -Yes. 

4758. Then why should they keep hoards of money? 
- They keep gold so that in oaso of a crisis they 
may not have to sell their Government paper. 

4754. I do not moan self — I mean a loan? — Well, 
even loan. They don’t want to pledge it to the bank. 

4755. Why notP — They do to a certain extent but 
some of them don’t. That is why they keep gold ns 
far ns they can, to be used when an emergency arises. 

4756. (Sir Alexander Murray.) You were referring 
to the large speculation that was going on in gold 
just now within the last year or so. Has that been 
due in your opinion to any extent to the possibility 
of exchange going back to Is. 4d.P People want to 
gather stocks of gold at the 13J ratio in order to 
realise 15 rupees for them later on?— (Mr. Maneckltd 
Premchand.) Yes. That lias been one cause, but 
not the only cause. They considered tho price was 
very cheap as compared with the pre-war price and 
they said, if by chance exchange went to Is. 4d. we 
would make a profit. 

4767. ( Sir Maueckji Vadahhoy.) What is tho 
practice in your market here? Generally for what 
periods are these contracts entered into?— (Mr. 
Manecklal Premvhand.) Contracts of what, Sir P 
Exchange? 

4758. Yes? — Contracts of exchange are entered 
from the monsoon months right on to the next year’s 
monsoon. Practically from July to June of next 
yonr. 

4759. Just about. 12 months? — 9 months. 

4760. Are there any contracts under tho old ratio 
scale subsisting?--! don’t think there are any con- 
tracts subsisting now. 

4761. You have stated that any abrupt change 
would certainly cause serious consequences, while we 
doubt if even a gradual but marked alteration of 
the present rate could bo accomplished without dis- 
rupting the financial machinery of the country. Now 
could this disturbance of the financial machinery of 
tho country be averted by Government issuing timely 
notice to say that they propose to bring this ratio 
of Is. 4d. or Is. 5d. or any lower ratio into operation 
at any particular date, 6 months or 12 months henco ? 
--The financiers and merchants and hanks have such 


enormous coins that they would anticipate Govern- 
ment’s dates and immediately take advantage of the 
market. Once it is known that Is. 4d. is coming, 
tho rate will go there, whether you announce it or not. 

4762. Even if you gave time? — Even if you gave 
twelve months’ notice, it would not do that. 

4763. Now two great industries of this country, 
ns I understand, aro, apart from agriculture which 
is not referred to at present, the textile and the 
coal industry. My friend, Sir Purshotamdas, has 
asked you questions about the textile industry. May 
I know how this higher rato of exchange would affect 
the coal industry? Have you thought over the 
matter?— Yes, Sir, I have. The export and import 
of coal is very small. British India statistics prove 
that. I mean that whilo the total trade of India is 
about 600 crnrcR, the total foreign trade in coal 
amounts to rupees a croro or two crores. 

4764. And whnt about tho internal price of coal?— 
With a higher rato of exchange foreign coal would 
compete, hut you have a duty on imported coal, T 
menu against dumping and so on. 

4765. At present wo liavo only 8 annas a ton? — 
I think the Tariff Board is considering the matter. 

4766. I want to know whnt effect the higher rate 
of exchange will have on internal prices? — It will 
put the coal industry in competition with foreign 
coni. 

4767. What rate will put it?— A higher exchange 
would. 

4768. (Sir Henry Slrakosch.) T wanted to ask you 
about tho bullion market in India. Very largo 
quantities of bar gold have been bought, especially 
during the last year. I would like to know a little 
how the gold introduced into India is retailed and 
dealt with, all over the country. Could you give 
us a short description?— Gold bars are imported by 
the bullion dealers of Bombay through the Exchange 
Banks here. First they buy tho gold through London 
brokers. The bars are imported here by the Exchange 
Banks, mostly British or some foreign Banks. When 
these bars arrive, banks give ten days* time to pay 
for those bars. Within the ton days they most 
probably dispose of the gold unless the demand is 
slight. Some of these bars are cut into pieces in 
Bombay and sold retail. Some of the bars are railed 
upcountry in boxes and they go there for distribution 
in the upcountry markets, while the small bars of the 
National Bank or the Chartered Bank are not cut 
into any pieces ; they arc sold as wholo bars. 

4769. So that it is hardly possible for a speculative 
position to exist in gold because the buyer has got 
to pay 10 days after the gold arrives here? — Ho buys 
the gold for 10 days’ delivery and he sells forward 
in the market. On the 10th day he may go to his 
banker and ask for n loan. 

4770. So are there big loans running on gold? — 
Enormous. Lust year some crores of rupees were 
locked up in gold. The Imperial Bank was flooded 
with gold. 

4771. Could you give an estimate of tho position 
to-day? Is there much gold pledged to the banks 
against loans? — Not so much, because the prices 
have boon more or less stable and the local price 
has been under tlic importing price, undor parity 
as we call it. 

4772. Which rather indicates that they had over- 
bought? — Last year they anticipated their require- 
ments for at least a year or so. 

4778. Can you tell me to what extent you think 
these purchases have been made on really speculative 
account in anticipation of the fixation of the rupee 
at a lower point than it stands at present? Can 
you give us an estimate of that?— You see they were 
talking in the Press that Is. 4d. would come, and 
the Bazaar had rumours that Is. 4d. was coming 
till the Budget last year when the Government 
announced Is. Qd. ns their Budget rate. People were 
always thinking that there would be some miracle 
coming and speculators were always attempting some 
sort of plan to push up the rate. Bombay merchants 
are always ready with the gold in hand. They are 
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the biggest holders of stock and the biggest dealers. 
Ho they always for their own interest spread some 
sort of rumours here to raise tho price. 1 could 
not nay that it was exactly due to that alone: the 
price was cheap and there was an idea that is. Gd. 
would not come. There is no risk of a drop in the 
rate of gold because cxchango is pegged at is. U^d. 
and therefore buying gold is a good speculation. 

4774. All then that they had to lose was tho interest 
to the Bank, and there was just the chance of making 
12} per cent, if the rate went down to Is. 4d.? — 
Yes. 

4775. You could not say more except what you 
have indicated that gold now internally is lower 
than the import point?— At present it is. 

477G. That- rather indicatci; that there was nil over- 
bought bull position of gold which for one reason 
or the other had to be liquidated?- Yes. 

4777. And that the bull position still continues?- - 
Yes. 

4778. Then 1 have one question to ask on a totally 
different subject. In thin country the paper note 
anil the rupee, or an it in very often called the note 
printed on silver, circulate sido by side. In the past 
the note has been convertible into rupee coin. Both 
aro tokens?— Yes. 

4779. The only difference between the one and llio 
other is that tho one is printed on very cheap material 
and the other is printed on an expensive material. 


But their internal and external value depends en- 
tirely upon the stabilisation of the gold value of the 
rupee through the exchange?— Yes. 

4780. Therefore in fact there is’ no difference 
hot ween the two classes of notes?— No. 

4781. What I wanted to ask you is this. In tho 
circumstances, is there liny particular reason why tho 
mite token printed on paper should Iks exchangeable 
into the other token printed on silver? Would you 
consider it an essential condition that the rupee 
note printed on paper should he exchangeable into 
the rupee note printed on silicr? — It should 1 m) made 
exchangeable. 

4782. But why?- That is only a mere hit of paper, 
as many ignorant people call it, and ns to the other 
they say it at least has some apparent value, some 
bullion value. Of conrsa to anybody recognising the 
stability of the Government and the paper currency 
and all that, it is absolutely more convenient than 
the silver rupee. 

4783. You say that, because of popular prejudice 
or popular ignorance, you would consider it essential 
to make the paper note convertible into a rupee note? 
— Yes. 

4784. (Chairman.) Ts there any particular point on 
which you wish to supplement your memorandum? — 
No. 

4785. (Chairman.) T should like, on behalf of my 
colleagues, to vay that we are very much obliged to 
you for your very full assistance in-day. 


(The iritncsxe* withdrew.) 
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Mr. PniHoxKHiiAji Mkrwanjrk Dai.al, called and examined. 


4786. (i Cliairmun .) Mr. PJiiimeshah Dalai, you arc 
kind enough to assist tho Commission with your 
evidence. Are you engaged in business?— -I am a 
broker, Sir, in exchange, finance and bullion. 

4787. In the city of Bombay? — Yes. 

4788. You have provided us with a very full 
memorandum* to assist ub in our preliminary nppru- 
hension of your opinions. 1 would, if 1 may, ask jou 
a few elucidatory questions on your memorandum 
which are all directed to testing the opinions which 
you express and do not imply the adoption of any 
particular point of view on tho part of the questioner. 
They are only put in order to understand your 
opinions in their full strength. Let mo direct your 
attention to the first paragraph. J n tho fimt pnrngra ph 
of your memorandum headed “ questions 1 and 2, ’ 
referring to the effect of the recent rise in exchange, 
you say that “ agricultural industries have not felt tho 
•train to tho same extent as manufacturing indus- 
tries owing to the high world prices for certain raw 

Appendix 24. 


products but you further express tho opinion (lull 
“they also will feel the effects in (ho years to c•onlo. ,, 
May X ask you what consequences you forsce in that 
expression ? — The opinion has been expressed that as 
the gold standard is established iu various countries 
a ud that if it is extended to oilier countries it will 
havo tho effect of lowering gold prices. Therefore 
agricultural products of India will not realise the 
same prices ns they have been doing in the past few 
years. 

4789. You are referring to a loss of the benefit to 
which you refer from the rise iu general gold prices 
rather than to any consequence still to work itself 
out in adjustments of the rise in exchange. If f 
may try and make my question a little clearer, this 
is your view, as I understand it, that there is a hud 
effect upon the agriculturist owing to a rise in ox- 
change, and a good effect owing to the shift in 
general world prices ; and further consequences which 
you foresee are a loss of the good effect owing to 
tho shift in general world prices and not to any 
further working out of the direct consequences of 
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the rise in exchange}' — Yes; also prices of certain 
roiniiioditirs have been very high during the lost 
few years, like cotton, owing to the shortage of 
crop in America. Hut we cannot expect such prices 
io last. We exported a 1U0 crores worth of cotton 
Inst year; wo are not going to do that always. 
Already the price of cotton is down, nearly Its 10<) 
per candy from last year’s price. 

4790. 1 think that is really another nspect of the 
general conclusions to which you have already 
referred. What importance do you attach, from the 
point of view of the agriculturist, in connection with 
the fall iu the price of cotton, to the counteracting 
benefit which he would obtain from a cheaper price 
for whatever cotton cloth he has to buy? — The public 
generally mid the agriculturist will benefit from the 
cheaper cloth; but I do not think India will realise 
the prices she has been realising in the last few years ; 
that is my point. 

4791. For the cotton which she grows P — Yes. 

4792. Now wo pass on to paragraph 2 of 
your memorandum where you refer to the 
disastrous consequences of a move of exchange 
upon Indian industries. I do not quite follow the 
conclusion in your next paragraph, in which you 
draw a conclusion against the stabilisation of ex- 
change at 18d. One must distinguish, must one not, 
between the consequences of a shift in exchange and 
that in respect of the maintenance of exchange at a 
given level. (7nn you make it dour to me why the 
disastrous consequences which result from the tran- 
sition upwards are an argument against maintaining 
the higher rate once the transition period is over; 
or perhaps that is not your content ion ? — You moan 
the third paragraph, Sir? 

471X1. Yin. I follow that that would he an argu- 
ment against a further rise in exchange, but 
I do not quite follow why they are an argu- 
ment against staying where we are? — The effect of 
staying where we aro will be felt for many years to 
come. 'Wo must produce at a greatly reduced cost 
a groat deal before we can meet foreign competition 
at the present level of exchange. We havo tried to 
reduce wages in Honibay lately and you know, Sir, 
that we cannot do it. Tho workmen resent; the 
Government themselves do not favour any reduction 
of wages. However, to meet this competition, this 
124 per cent, bonus that lias been given to foreign 
manufacturers should go. Are we to sufTer simply 
becauso the rate has been pushed to Is. 6d. during 
ihe last two years? What is the justification? This 
adjustment will not take place for years. There will 
he a great struggle before that adjustment takes 
place. 

4794. On the point of wages, you say that 
“ exchange has been arbitrarily raised 12 J per cent 
in the last few years, with no corresponding reduction 
in wages because any attempt to lower wAges meets 
with the most strenuous opposition/ 1 and so on. 
Now supposing it was said, true for other reasons 
labour has been ablo to resist a reduction, because 
there was a general tendency to a rise in wages in 
India owing perhaps to a better education, 
better ability to combine, and so on, nevertheless, if 
it had not been for tho rise in exchange, wages would 
have been higher than they are, and that tho effect 
of the rise has made itself felt not indeed in a rod uc- 
tion of wages, but in a prevention of n rise. What 
is your view on that? — I cannot agree that wages 
would have risen during the last two years during 
which exchange has been pushed from Is. 4d. gold 
point to Is. Cd. gold point. No such thing would 
havo taken place in Bombay. 1 do not think wages 
would have risen even at tho Tata’s Works at 
Jamshedpur. Even then wo were trying to get the 
wages reduced. Wo stopped the bonus of the mill- 
hands in that period. There was no question of rise 
in wages. It was not demanded. There was no 
question about it. 

47*05. The armiment that would, 1 imagine, be put 
by ono who upheld tho contention would be that, But 


for the rise of exchange, whatever effect that has had 
upon prices there would have been a demand for 
higher wages, and you would have seen wages rise 
to higher levels than they are at present? — There 
might have been a demand if world prices had risen 
during the last 2 years; if prices in India had gone 
up correspondingly there might have been a claim for 
increasing wages, but there is stabilisation of prices 
in tho world for the last 3 years, practical stabilisa- 
tion all over Europe and America. So how could that 
claim have been made for an increase in wages; it 
would never have been granted and it was never 
inado. 

479G. I understand it is your opinion that the rise 
in exchange has had no effect upon money rates of 
wages, even a masked effect which is concealed 
possibly by other factors at workP — T do not quite 
follow, Sir. 

4797. 1 was really only summarising the replies 
which you hnve given to my questions. The conten- 
tion is that there has been an effect, hut it has been 
masked by other kinds of tendencies. In your opinion 
there has been no such underlying effect as the result 
of exchange? — No. . 

479S. Although we must admit in the hypothetical 
region tho possibility of such an effect? — Yes, Sir, 
hypothetically you can say that. 

4799. Turning over the page, you express the 
opinion that competition from foreign countries, 
especially those with depreciated currencies liko 
Japan, France, Belgium, etc., may bo met by lower- 
ing the exchange to Js. 4d. Is the benefit that would 
thereby ho gained in your opinion a permanent 
benefit, or a benefit in competition which would bo 
tumporary only, passing with the working out of the 
readjustments after the change in the rate? -No; 
it will work immediately and it will work for nil 
time. Wo cannot stand competition from Japan 
whose exchange has depreciated nearly 25 to 30 per 
cent. On the top of that yon give them a bounty of 
12.} per cent. It makes things impossible, particu- 
larly in the cotton industry. 

4800. Let me put to you the supposition that the 
Japanese currency is once more stabilised and has 
ceased to depreciate, and that the Indian currency 
also is stabilised and has ceased to depreciate at 
Is. 4d., and that this state of affairs has existed for 
come little period of years. Ts tho fact that the 
Indian ratio has been stabilised At Is. 4d. rather 
than at Is. 6d., a fact which will tend to the perma- 
nent facilitation of competition between India and 
these competing countries? — It is a question of 
adjustment. Only after many years can that adjust- 
ment take place. As I have already said to you, for 
how many years are wo to suffer till that adjustment 
takes place. It will take years, say 10 years. 

4801. 'That is rather another question. I am trying 
to see how your recommendations work. 1 rather 
gather from your last answer that you would look 
forward to a period at which the benefit of the 
reduction to Is. 4d. would hare exhausted itself P— 
After a long period, Sir. 

4802. In order to test the length of tho period, 
perhaps one should examine and see what the nature 
of tho adjustment is, should not oneP — Yes, Sir. 

4803. What happens when we reduce the rate to 
Is. 4d. is that the exporter’s profits increase because 
he gets more rupees for liis foreign currency, so that 
ho has an immediate increase in his profits?.— Yes. 

4804. At the some timo, as we understand, the 
importer has to suffer a diminution in his profits 
because he has to pay more rupees for what he buys 
abroad ? — Yes. 

4805. If you take a trade like the cotton trade, to 
what extent do you think the cost of production in 
the ooLtnn mills of Bombay depends upon goods 
actually imported from abroad in tho form of sub- 
sidiary raw materials, machinery and so on. Is that 
un important constituent of their cost of production 
or is it quite negligible? — You can ask that question 
of Sir Victor Sassoon, who comes here to represent 
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the Millownera* Association. I am not very cloeoly 
conversant with these things. 

4800. You would not care to give an arithmetical 
estimate? Nevertheless, we have to recognise that 
this is a matter to bo considered when wo arc really 
appreciating the benefits of n Is. id. rule?. Yes, Kir, 
but 1 cannot answer those questions so well as lie will. 

4807. As regards the period of adjustment, we 
must contemplate that the reaction on prices of 
imports will be very swift after tho reduction of 
exchange. Obviously that takes place at once, does 
it notP— You mean the rise in the price of imports? 
Yes, it must come. 

4808. The detriment to tliu imjjorter in respect of 
imported goods must go pneo by pace with tho benefit 
to the exporter of goods? — Yes, Sir. 

4809. So that there is something to bo set against 
the prospective profits thero. Now let us consider 
the other great constituent in the cost of production, 
that is, wages. By what processes, as regards the 
currency, could the reduction to Is. 4d. ho achieved 
in your opinion? — -Well, by a reversion of the pro- 
cesses which have been set up in tho Inst 2 years. 'Hie 
Government should start buying sterling at a lower 
rate of exchange, or should notify that they will 
receive gold at a rate corresponding to a lower ruto 
of exchange. 

4810. Generally I suppose tho processes that have 
taken place by which the rate has been increased 
could, in your opinion, be summarised by describing 
them as various forms of restriction of the curroncy? 
—Yes. 

4811. So that a reversal of that process could be 
described ns various forms of increasing currency? • 
Yes, in proportion to tho country’s tiade as the 
country wants it. 

4812. Do you accept, in such a practical matter as 
this, the general theory, which is usually called the 
quantity theory of money, that when you increase the 
amount of your currency in some such way as this 
tho inevitable result is a general riso in internal 
prices?— All other things being equal that theory 
must prevail, Sir. 

4813. I do not know if it is the same in Tudia as 
it is elsewhere, but elsewhere ono would expect a 
general rise in internal prices, in its effect upon tho 
cost of living of the industrial classes, to result in 
demands for increased wages? — I do not think on a 
reversion to Is. 4d. any such demand Is going to be 
made, as I have already said, Sir. Tho wage-earning 
classes do not expect any further rise in their wages; 
they fear a reduction. 

4814. How should we stand if we recognise that tho 
result is a rise in the cost of living? If the wage- 
earning classes do not get any increase in their 
wages, then tho increased profit of tho cotton manu- 
facturers would really be at tho expense of the wage- 
earners, would it not?.— Hut will there ho increased 
profits? Just now they aro making losses, losses on 
stock. Aro they to make losses for the benefit of the 
country and for the benefit of the wage-earners? 
Aro they not entitled to have a fair profit; for the 
last 3 years they have been making losses. Tf you go 
back to Is. 4d. it will put thorn on just a competitive 
basis with other countries, just enough to meet their 
financial charges and to pay perhaps a dividend to 
their shareholders. 

4815. I quite agree with your point that ono ought 
not to. express it ns profits; it is really an improve- 
ment in the position of tho exporters. My question 
ought more accurately to be put in this form. If 
there is anything in the supposition that wo have 
been trying to follow out, does it not seem as if the 
improvement in the position of the exporters which 
you recommend in order to enable them to compete 
more successfully with other countries might be at 
the expense of the wage-earners of the country?— 
But it is just now the reverse ; it is the wage-earners 
who are benefiting by the position ; the position will 
ta then equalised. The wage-earner is now getting 
his wage at the expense of the whole country. 


4816. Would you say in that connection that the 
wage-earner could afford to make that contribution, 
as it wore, towards the success of industry?. -Yes, Kir. 

4817. Now further on in this paragraph you say: 

11 For as gold prices fall the price which India will 
realise for her produce will be less and tho trade 
balance in hor favour will get less. As prices fall 
all over the world imports into India will incroaso 
and competition of foreign imports will grow and 
India oan only face this if her exchange in also 
lowered. It will be therefore to India’s advantage to 
revert to the Is. 4d. ratio.” I think 1 can put ihn 
difficulty which I feel about that contention in tho 
form of this question. If tho anticipation of a 
general gradual fall in gold prices of commodities is 
realised (the emphasis there being on the words 
“ general 11 and “ gradual,” which 1 understand is 
what you are anticipating), why should this result in 
the trado balance of India in particular becoming 
less? - Shu will get less for her produce, ff there is 
a genera! fall in tho prices of tho various commodi- 
ties she exports, she will realise less. Even this very 
year the price of cotton realised in rupees will lio 
much loss owing to the fall in the price of cotton that 
has taken place. It may amount to 12 or 13 c.rores 
of rupees; but that is owing to agricultural con- 
ditions. If you extend that to all commodities as the 
result of a general fall in prices, the sum realised 
must he less; therefore the; balance of trade must get 
less. 

4818. She will get less for what she sells? — Yes. 

4819. But will she not also pay less for what she 
buys?— She will pay more at Is. 4d. and not less. 

4820. Let me put the difficulty in another way. 
Does not your argument here assumo that they aro 
changing everywhere else except in India? — Yes, 1 
assume the change all over the world, a general fall 
in gold prices must lend to a reduction of the balance 
of trade. The amount realised for exports and tho 
amount paid for imports will leave a lesser balanoe 
of trade measured in rupees; therefore you cannot 
have such a big balance of trade, and therefore you 
cannot maintain the Is. 4d. ratio. That is my point. 

4821. In spite of that we nro assuming that the 
change of prices in India proceeds pari passu with 
the change of prices elsewhere?- -Well, it must come 
pari passu once the exchange gets settled at Is. 4d. 
world prices must tell on India prices. We won’t 
have a different range of prices in India from world 
prices. That would he impossible. 

4822. In order to test tho matter, supposing, by 
some strange visitation of Providence, the prices of 
everything all over the world wore to be doubled to- 
morrow morning, would that have any effect on 
India’s balance of trade? — Well, Sir, that is not a 
supposition; that very thing happened in war time. 
Prices not only doubled, but trebled and quadrupled. 

4823. There would be great dislocations, would not 
there, in one place or another P — Yos, hut that 
happened in war time. We could not hold oxrhnnge 
at Is. 4d. Wo had to let it go and find such lovel 
as it could. But I am not talking of such times, I 
am talking of normal times. 

4824. I do not think war experience assists us very 
much, becuuse a feature of tho war period was the 
considerable dislocation of relative prices as between 
one market and another. However, let me pass from 
that to the next question. In the next paragraph 
you deal with sorno aspects of the Import of gold. 
You say: 44 The surplus savings of tho country are 
being diverted more and moro into gold and people 
prefer to buy gold rather than cloth and other 
necessities of life.” Do you sec, in the available 
figures, any evidence of the demand of the country 
for gold having been at all satisfied for the presont? 
— Sir, I have said in my little statement that India 
can never bo saturated with gold. We ran never 
go on that assumption because in the first place the 
customs and hnbitB and the religion of the groat 
majority of the people enjoins that gold should be 
used on certain occasions as presents, and therefore 
India will always be a buyer of gold so far as that 
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goes. Rut the point 1 have mode in this second 
paragraph on the second page is that if you lower 
tho price of gold from Us. 24 to Rs. 21-3, well 
naturally people will buy gold in preference to any- 
thing else, accustomed as they are to buying gold, 
accustomed as they have been to buying gold for a 
high price, to be suddenly given gold at Rs. 21-3. 
They must buy, they did buy and they will continue 
to buy. I do not expect any such saturation. India 
has never been saturated with gold. As a bullion 
broker for the InBt 34 years 1 can say that never 
has India been saturated with gold. She only stops 
buying gold when her production falls otf through 
famine or other causes. 

4825. And she begins to buy ns soon as times im- 
prove ?— Yes. 

4820. From your wido practical experience of this 
particular aspect of tho situation, could you give us 
any enlightenment us to where this gold goosP — 1 
mil in Bombay always; 1 seldom go up-country. 

4827. I do not moan geographically; what is it 
used for?-— In the lirst place every Hindu (and tho 
Hindus are two-thirds of the population of India) 
must, when ho marries, give whut is called Stri Dhan, 
that is, u gift of gold to his wife; Sir Purahotamdas 
Thnkurdas could confirm that; and that custom 
cannot go; it is enjoined by their religion; then 
they have certain years for the mnrringu season, that 
is, a propitious time for marriages; and in those 
years the demand is ubnormal. Then there are years 
which are not propitious and the demand falls off; 
but Ihero is a big average demand for these purposes. 

4828. Therefore in good times, as the family's posi- 
tion improves the dowry to the daughter about to 
marry is increased and this increase is in the form 
of gold ornaments? — 1 should think so; 1 am not 
a Hindu, but if you ask any Hindu gentleman he 
will probably confirm this statement. It is in pro- 
portion to their means; the very well to do classes 
do not confine t heniselves to gold; they go for jewels, 
diamonds, pearls and such gold; but gold they must 
give; that is written in their Shastras, gold and 
silver. 

4821). Tf I ask you any questions about this and 
I go astray owing to our rdaLivc ignorance ubout 
the habits «»T the Hindu household, fortunately we 
have members of this Commission who can put me 
right in supplementary questions. It seems to me 
interesting to bring out this point. If that is so, 
one must look upon this ns an inexhaustible sponge 
for sucking up gold, because the wealthier the 
country the wealthier the well-to-do Hindu family 
becomes. There is really no limit to tho amount 
which could lie used for ornaments of gold when a 
Hindu murrics his daughter? 1 would not say that; 
supposing a Hindu is worth five lakhs and the dowry 
is Rs. 10,000, he does not give such a dispropor- 
tionately large quantity of gold; n certain quantity 
is in gold and the rest in jewels. I do not think 
there is any fear of India sponging up all the world’s 
gold. 

4830. Tt is these considerations you hod in mind 
when you said that India can never he saturated with 
gold?— Thut is one consideration; hut the main con- 
sideration is this: people say that the price is lowered 
and 73 crorcs have come in and therefore tho country 
must ho saturated ; I do not believe in that theory. 

4831. Will the apparent cheapness of gold in com- 
parison with other commodities, such as cotton, cloth 
and so on, ho in your opinion a permanent feature, 
supposing the rate of I8d. wero to bo maintained, 
or would it work itself out as prices adjust themselves 
to the 18d. rateP— Tt will take many years to work 
itself out. 

4832. You would expect for many years the people 
of India to look upon gold as still cheap in relation 
to commodities P- -Y es . 

48133. Continuing, 1 understand that you contem- 
plate a reduction to Is. 4d. and that you would put. 
a burden upon the budget, whether it is temporary 
or otherwise, which would amount to something in 
the nature of three crores P—‘ Yes. 


4834. I understand you would say, in the first place, 
that that should be covered by economies ? — Yes. 

4835. But I also understand that, if it could not 
be covered by economies, you would not shrink from 
rocniu mending that tho additional burden should bo 
covered by additional taxation P — I would prefer 
additional taxation to screwing money out of the 
people by raising exchange and I have given the 
reason why. That ib much preferablo to getting that 
throe crores by raising exchange as has boon dono in 
the lust three years. 

4836. I quite follow that; but, making a further 
comparison, as against retaining tho present rate 
and thus incurring no additional burden in the 
budget I understand you would prefer that the rate 
should bo lowered, and you would not hesitate to 
suy that, if it wore necessary, the gap should he 
covered by additional taxation?— 1 would prefer that. 

4837. Increasing the burden of taxation has 
peculiar difficulties, has it not, in India now? — Direct 
taxation, of course, the people will resent; but if 
they saw the point which I have made here, thut 
the indirect taxation is a great deal moro than tho 
three crores which the Government gather into their 
treasury, they would say that they would rather pay 
tho direct taxation than thiB indirect taxation. 

4838. Turning back t.o tho position of the wage- 
earner which we have already considered, we rather 
arrived at the position that the wage earner’s wages 
wero not rising. If they resulted ill a fall and he 
also found that he might have to puy additional taxa- 
tion in order to balance the budget, it would not 
seem to be an attractive proposition to tho wage- 
earner? — This is a question of three crores of rupees 
divided among 32 erores of people ; what does it come 
to per head: further it need not he on the wngc- 
earner; it can he equally distributed among the 
various classes, the wealthier and the poorer classes; 
there are ways of doing it. 

4839. In the Inst sentence of paragraph 6 you 
say : “A budget which balances itself by raising 
exchange is unsound financially and economically.” 
Might not some criLic use tliaL phrase against <your 
argument by saying that a budget which is un- 
balanced by reducing oxclmngo is no more sound 
economically or financially than the roverso pro- 
cedure? — Tho Government started it hy raising 
exchange ; if you put the question to mo that exchange 
was Is. 4d. at this time as it was for many years 
and I were to say “ reduce it to Is. 2d.,” then you 
could direct that remark against me; but not now, 
for the reasons I have given. 

4840. Tn tho following paragraph we como to ail 
argument which possibly you can elucidate for us. 
You say that the natural rato of exchange is the 
rate at which the silver content of the rupee is 
exchanged for gold. I find some little difficulty in 
understanding the preciso connotation of tho word 
“ natural and in order to clear my mind let mo 
nsk, in the first place, whether you would be in sub- 
stantial agreement with an opinion which has been 
very often expressed to the Commission that the true 
way in which to look at the silver rupee is to look 
upon it as if it were a note printed on Bilver. Is there 
substantial truth in that P— I think so. 

4841. If the silver rupee is a note printed on silver, 
one would feel tempted to test your contention here 
hy asking, is the natural rate of exchange in respect 
of a paper note the rate at which the paper contents 
of that note could lie exchanged for gold P — But what 
does that paper note represent? If you want to sell 
that piece of paper as a piece of paper it has no 
value, whereas the rupee, though you may call it a 
note printed on silver, when you want to Bell it, 
can always he sold for its bullion value; the analogy 
does not hold ; one is quite different from the other. 

4842. I apprehend your reply, that there is this 
difference between the paper note and the rupee note, 
that tho intrinsic contents of tho one are greater then 
the other ; hut I am looking at it from the point of 
view of exchange and not from the point of view 
of intrinsic value at all. Does the word “ natural ’ 
there get us any farther if we recognise that, in the 
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some way, the natural value of the paper noto is a 
preposterously small value unless you take it ns n 
token? Are we not there, when we are considering 
exchange values, devoting attention to a circumstanco 
which is totally irrelevant? — I cannot answer it, Sir, 
straight; but 1 will answer it in this way: what was 
the rate of exchange in 1893 when they closed the 
mint? The value of the silver contents of the rupee 
expressed in gold was the rate of exchange ; that was 
the natural rate of exchange for a century or oven 
more. What did we do then? We said 11 We do 
not want it. This rupee fluctuates too much; wo 
will therefore give it a price, not a natural price, 
but un unnatural price.” And wo fixed it at the 
unnatural rate of Is. 4d. after great hesitation. 
Some of the members of the Hcrschell Cominilteo were 
opposed to Is. 4d.; they said it was unnatural, iL 
was too high; but it was fixed at is. 4d. Was tliaL 
a natural rate of exchange ? That is my point. That 
was an unnatural rate of exchange at Is. 4d. Wo 
have in the Inst two years shoved it up from Is. 4d. 
to Is. 6d.; and in last year’s budget it has. been 
described as tho natural rule of exchange ; how is it 
the natural rate of exchange? I say it is more un- 
natural than ever. Is. 4d. is unnatural; Is. 6d. is 
more unnatural; 2s. is most unnatural and is an 
absurdity. I am quite right in saying that this is 
not a natural rate of exchange; it is an artificial 
rate of exchange which we have created by making 
a scarcity of rupees. That is my point, Sir. 

4843. I quite appreciate that it is necessary to draw 
a distinction between a natural and nn artificial rale. 
My question is merely ail attcmpl to ascertain whether 
the test for a natural rale which you .suggest is a 
sound one, and I tried to express it hy an analogy. 
I will put the question in this way. If it is desirable 
to fix, ns I understand you to contend, the exchange 
value of the silver note as near as possible to iU 
natural value, the value of the contents of silver, 
would it not also follow that it would !>o desirable to 
try and fix the value of the paper note as near ns 
possible to the trifling value of its own paper content.? 
— That is n question l cannot answer, Sir. 1 liavo 
already answered it indirectly. 

4844. That was rather dwelling on the last sentence 
in thu paragraph that 11 even the Is. Id. ratio is 
not the natural rale, hut is nearest, to the natural 
rate, and should be forthwith restored.” In tin* 
middle of that paragraph you say: 41 After years of 
industrial and economic trouble Ibis unnatural rate 
or Is. 4d. became effective, and prices nml wages 
and other conditions settled down to the new ratio.” 
What would your opinion lie, supposing I ho conten- 
tion were to ho put to you, that, in tho same way, 
after a period of industrial and economic trouble 
the rale of Is,, fid. had liecoine effective and prices 
and wages and other conditions had settled down 
at tho rate of Is. fid.? 1 have already answered 
that, Sir. It will take years. We will have to suffer. 
Why should we? What have we done t<» deserve that, 
suffering simply because the Government want three 
erores more in their budget? 1 have already said 
wo aro willing to pay ns a nation. The nation would 
rather pay their three erores than have this industrial 
and other depression in the country. That is indirect 
suffering. That is indirect taxation. 

4845. Tho basis of your reply, if 1 do not mis- 
understand it, is that pricos, wages nml other con- 
ditions have not settled down at the new ratio? - 
Tlioy have not, Sir. 

4840. Are there any statistics hy which one can 
enlighten oneself upon that question ns to whether 
prices and wages have settled down at tho new ratio? 
It should be a matter susceptible of statistical 
examination, I imagine P — Yes, Sir, the figures can 
hi* produced and studied. 

4847. Which figures would you refer to for the 
purpose of illuminating one’s judgment as to whether 
conditions had settled down at the 18 penny ratio 

or not? You mean wages hnd settled down to the 

18 penny ratio? 

60568 


4848. Whether substantially conditions had 
adjusted themselves to tho new ratio, or whether, 
on the other hand, as you express the opinion, there 
mii? still maladjustments? — If y,ou study ull Ihe 
statistics of prices, the cost of living, you can arrive 
at that? Hut- that is not the only consideration. 
The main consideration is can industries in this 
country stand up against flint ratio? That is the 
main question. Can there he an adjustment of our 
industries to meet foreign competition at that ratio? 
I can say Hint there is no such adjustment nmv. 

4819. As regards prices, 1 believe we have ascer- 
tained that tho chief, if not the only, statistics avail- 
able aro the index numbers usually referred to as 
tho Calcutta Index Numbers P -Yes. 

4850. In your opinion, do tho recent movements 
in those* numbers show any substantial lack of adjust- 
ment between Indian prices at the present rate of 
exchange in comparison with tho general level of 
prices as disclosed hy the Tndex Numbers of the other 
principal gold-using countries?- -Well, 1 have got a 
memorandum, Sir, from the Secretaries which gives 
these figures. Tho exchange was Is. 4,' a d. in 
September, 1923. 

4851. May I ask what those figures arc that you 
are quoting now?- This is the historical memorandum 
which lias been prepared for the Comm i.ss inn of 
which T have been given a copy, Appendix VI L 

4852. Appendix V1T of the Ifistoricul Memorandum. 
T will just turn that up, if I may. so that I may follow 
you? — If you come to September, 1923, the exchange 
rate is Is. 4^4. I take that figure because it is 
near Is. 4d. The English index number is 1G0, the 
American 154, and the Indian 174. Then I would go 
straight down to July, 1925, on tho next page. Sir. 
There Great Britain is 105, that, is 5 higher, United 
States 159, 5 higher, and Indian lfiO, that is 14 
lower, compared to the parity 100. And at that time 
exchange was Is. fid. It had just, touched Is. fid. 

4853. The. figures of which most use lias lieon made 
in discussion before the Commission are the compara- 
tive figures of tho General Index Number of Calcutta, 
in the first place, the United Kingdom Statist Index 
Number in the second place, and the United States 
of America Labour Bureau Index Number. Taking 
the figures as in August, 1925, we find that, in com- 
parison with the base, Calcutta is 157, the Uni fed 
Kingdom Statist is 158, and the United Slates 
Labour Huron u is 100? -Sir. here it is shown as 105 
for Groat Britain in August. 

4854. I think that is the difference hoi ween the 
Economist and the Statist, With all reservation as 
to the amount of reliance which can lie placed on 
such an index number, especially in view of the rather 
summary methods introduced into the Calcutta index 
nu in her, for what they are worth these three figures, 
157 Calcutta, 158 United Kingdom, and lfiO United 
States of America, would seem to show, within the 
necessary limits of error, a substantial equalisation 
of prices under present conditions, would they not? 
The variation between tlio two British index liuinliers 
quoted of 158 and lfi. r > is probably due to a difference 
in methods of calculation? — Yes, Sir. 

1855. As to tho cost of living indices, T think you 
have some figures available. JTnvo yon been able to 
consider those?— T have not got them here, Sir. 

4850. Wo must draw our own conclusions from them. 
T need not burden you with them if you luivo not had 
an opportunity of considering them?— But may I make 
a statement, Sir? 

4857. If you please?- -You see T have taken these 
figures of September, 1923, and 1 have then compared 
them with those of August, 1925. Tho movement 
to raise exchange commenced about this period, 
.September, 1923. 

4857a. On what grounds did that move- 
ment tnko place?— Tho Government justified it l»y 
saying that they had to raise the exchange, in order 
to stabilise prices in India. And in the last budget 
they said that they had done it. Well, then, my 
point is they took credit for which there is no justi- 
fication. Prices had already stabilised in Europe 

B 
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and in America and India in 1922-23. Where was the 
necessity of raising exchange in order to stabilise 
prices in India P Where was the justification P 1 
say it was deliberately done in order not to stabilise 
prices but in order to raiso exchange for various 
reasons. And I say that there was no justification for 
that movement, looking at these index numbers. It 
was a deliberate attempt to raiso exchange and there- 
fore in my humble opinion a deliberate wrong has 
lieen done to this country, particularly to its 
industries and to its agriculture. It lias been 
repeatedly stated by high Government officials that 
it was in the interests of the country they were 
stabilising prices. Whore is the justification on these 
figures, Sir? Hero is this historical memorandum 
and in paragraph 18 and the previous paragraph 
they don’t conceal the fact that they deliberately 
raised the exchange. They say they contracted 
currency. Why did they do it? Where was 
the justification for it? I don’t think that they can 
sustain t-lmt contention of theirs that they raised 
exchange in order to stabilise prices in India. There 
is nothing in the figures here to show it and it is a 
Government memorandum. Therefore on that point 
I say that n wrong has lieen done to this country 
in raising exchange on that plea. Therefore exchange 
should bo put back to Is. 4d. for that reason, if for 
no other reason. It was wrongly raised to Is. 6d. 
on a wrong plea. 

4858. Would it be an unquestionable proposition 
that, in September, 1923, Indian prices, as revealed 
by the index number, were substantially stable? 1 
observe that in the conrso of that year they varied 
between 170 and ISO? — Yes, they did. But practical 
stability was reached in 1922. It started getting to 
practical stability then and since then it is 
thereabouts. 

4859. Further, wo observe that, during the period to 
September, 1923, there was a very substantial dis- 
crepancy between Tndinn prices and world prices a* 
revealed by the United States and Great Britain 
index numbers? — Yes, there was — 174, 100, 153. So 
1 wish to emplmsi7iO this point which I have put 
heforo you now, that exchange has been raised on 
the plea of stabilising prices. That action on the 
part of Government cannot be justified on these 
figures. Therefore it should be put back. 

4800. You recognise that, when you make tho final 
conclusion in your argument, that does raise the 
question as to whether conditions have or have not, 
in your opinion, adjusted themselves to the new rate, 
and that there would be disturbances involved in 
any further alteration of the rate? — Sir, in my 
opinion it would be a great, advantage even to have 
little disturbances and go back to Is. 4d. 

4801. Continuing your next paragraph in develop- 
ment of 3 T our argument, paragraph 8, I understand 
in thi* paragraph you express a doubt ns to whether 
tho present favourable balance of trade is likely to 
bo maintained?- 1 havo very great doubts about it, 
Sir. 

4802. In your opinion is it possililo for the foreign 
trade of any country to show anything but a balance 
ns between exports and imports, visible and invisible, 
for more than a very brief period? — To show a 
balance in favour, Sir? 

4863. To show anything hut a balance as between 
exports and imports, visiblo and invisible, for more 
than a very brief period? — It must show n balance 
one way or tl.o other, if you are reckoning visible 
exports and imports; if you tako invisible and every- 
thing, then it must come to an adjustment somewhere. 

4864. Except for very briof periods of dislocation, 
and particularly in a bad year, or when tho country 
is running into debt nr conversely?- -Yes. 

4865. If that he so, if it is impossible that there 
should he a substantial balance, could you explain 
why it is easier to maintain a ratio of exchange at 
a stable high level rather than at a stable low level P— 
In Tmlia we have got enormous foreign liabilities. 
1 he higher the rat© of exchange, tho greater the 
strain on tlio country to meet that liability. Wo 


havo got to consider that. I think that India has 
to remit nearly a hundred crores of money every year 
to meet foreign charges of various kinds, Govern- 
ment and private. Well tho higher the ratio you 
put, tho greater tho strain on the country to meet it. 
You must export more in commodities to meet the 
foreign obligation. 

4866. You consider that is u permanent factor 
which continues to operate, even after all adjust- 
ments of prices and so forth have taken place which 
result from any change in the ratio? — Well, the per- 
manent factor is the lls.100 crores to remit; you 
cannot get over that. You must meet it every year, 
and then it must depend on world prices whether you 
can meet it or not, and in my opinion if you fix it 
at Is. 6d. it is too high to meet; it muBt create a 
Btruin. Tho year that you cannot remit, you must 
then devise methods to remit that money by con- 
tracting the currency and by other measures, and tho 
effect of such action is disastrous on trade and 
industries. Why should such a risk be taken — a high 
rutc of exchange being fixed, and then trying and 
maintaining it at all costs at tho cost of the people? 
Where is tho necessity of fixing it so high? During 
the experience of nearly 25 to 30 years the Is. 4d. 
rate was nicely maintained ; why should we not revert 
to it? 

4867. Finally, with regard to the internal aspects 
of a change in tho rutio, half way down pago 3 you 
express the opinion that 11 any change of the ratio 
from Is. 4d. must upset the relations between debtors 
and creditors.” Wliat would your opinion be upon a 
contention which lias boon advanced that, as a matter 
of fact, all such relations havo boen so much upset by 
the period of extremely fluctuating ratios through 
which India has passod that the minor different*; 
between the present rate, say Is. 6d. and your sug- 
gested Is. 4d. would really be negligible in comparison 
with those upsets which hnve already taken place P— 
Sir, those upsets were in abnormal timos. Prices 
were all upside down. Tndia was getting enormous 
sums of money for her produce owing to inflated 
prices on the other sido, the destruction of commo- 
dities oil the other side. Such things are not notice- 
able in disturbed times, but they become very visible 
in limes like those when things are settling down. 
Then people begin to foei it. You may not feel a 
thing in years of great prosperity or years of great 
economic excitement, but when it all cools down, then 
the effects are more felt, even slight variations would 
lie felt. We wore able, for instance, to face any 
foreign competition when exchange was two shillings. 
Our industries were thriving. Now with exchange at 
Is. 6d. we cannot face it, bocauso the times are 
settling down, competition is growing. There was no 
competition then. 

4868. I am not sure that I quite follow that. Of 
course in timos of great excitement, distractions are 
provided to distract attention from mere monotary 
losses, but nevertheless a sharp rise of exchange to 
over two shillings and so on will have affected an 
actual financial disturbance of the relations between 
debtor and creditor, whatever distractions there were 
nl the time to call attention away from that circum- 
stance, will they notP — I did not quite catch your 
point. 

4869. I did not quite follow why the factor of n 
disturbance of the ratio, such os that to which }’ou 
refer during tho war period, should be of less import- 
ance only because the times are abnormal?— It is 
because we do not feel it, because the prices are so 
inflated that we do not feel it. 

4870. Why should one feel such a circumstance more 
at one time than at another? — When things have 
settled down, you will feel such things more. When 
a man is flourishing, when a nation is flourishing from 
various extraneous causes, we may not feel such 
effects ; when the realities come, the sufferings begin. 

4871. You say they have more time to think about 
their troubles. Nevertheless their troubles have an 
anodyne in the form of exoitementP — We do not feel 
it in those ciroamstanoes. 
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4873. However, that is entering afield of psychology 
too remote for this Commission. As regards tho 
question of the disturbance of tho relations on con- 
tracts, lot mo put to you, in order to elicit your 
opinion, another contention which lias been advanced. 
As I understand tho caso for the equity for tho Is. 4d. 
ratio, it is that a disturbance of that ratio disturbs 
tho basis of all contracts in India whou that ratio 
was in force. The contention to which I refer is that 
that ratio lias been in forco for some time, it is, 
therefore, only the long-term contracts which have got 
to bo considered in that connection. On the other 
hand, you must seo that a departure from tho 18d. 
ratio would disturb the relations between dehlor and 
creditor in respect of all short-term contracts in India 
during tho prevalence of tho current ratio. What, 
in your opinion, is the relative importance of these 
two interests, the interests based upon long-term con- 
tracts and those based on short-term contracts. Tn 
there any means of evaluating the ldativc importance 
lo be attached to the two categories of intorcstP---.lt. 
would lie more felt in tho case of long-term contracts 
tlmn in the case of short-term contracts. That is nil 
T can say, lint it would be felt. Tho one would be 
fdt over a longer period. 

4873. Would you find it possible to take the further 
step of making any estimate ns to the relative import- 
ance of the two categories, the long-term and the 
short-term interests? — I am afraid l am not able to 
help you in that matter. 

4874. Tn paragraph 13, you say that c< If 

exchange had lieoii allowed to recede to 

la. 4d. gold point, and Government had shown its 
willingness tn maintain it there, u free flow of money 
into and out of Tndia would have immediately com- 
menced, the money rates in India would hnvo fallen 
and tended (o approximate fo tho Hank of England 
rate, the nervousness in tho money market so notice- 
able in 1922 to 1925 would hnvo disappeared, a great 
demand for Government rupeo securities would have 
sprung up, the Government rale of interest on their 
leans would have i in mediately fallen, and the yearly 
interest charge would have liccn considerably 
reduced.” Further oil, in the next paragraph, in tho 
same connection you say that 11 not only has the rate 
of borrowing for Government, loans been high in the 
last few years, lint the Indian Corporations liavo also 
bad to pay high rates for their borrowings in India 
and the flowing of money into Government and Cor- 
poration loans at high rales lias made it exceedingly 
difficult for industrial concerns to raise money either 
by way of debontures or preference shares, and has 
l«een a serious check to industrial expansion, par- 
ticularly in Western India.” I want to put 
against that what, might lie the contention of a critic. 
Might not ui critic say that all those desirable con- 
sequences to which you refer as regards tho easing of 
money, tho facilities for the issue of debentures, tho 
reduction of interest rates and so on are advantages 
which can always be gained by any measure of in- 
flation; and might he not put against you that) what 
you are really advocating there was the advantages 
which members of tho school which advocate inflation 
desire to obtain, buL which tho experience of other 
countries, which have actually seen inflation, has 
taught thorn to be very temporary advantages which 
carry with them very dangerous consequences which 
more than counterbalance tho temporary advantages 
obtained? Would there be anything which you think 
would lie worthy of a reply in such a criticism? -T can 
answer that. Sir. When you talk of inflation, what 
kind of inflation is referred to? In the other countries 
referred to tho inflation is abnormal inflation, 
an increase in the note issue by various Governments, 
aa is now going on in France. If you refer to that, 
I agree with you; but when I say that, by having a 
fixed rate of exchange, you get money into tho coun- 
l|, .V in tho natural course of trade, that is not 
inflation. If India gets more money for her produce, 
the money comes in tho natural course and that can- 
not be called inflation. I do not want inflation. I 
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do not suggest inflation by going to Is. 4d. Besides, 
a* 1 liavo said in one of theso paragraphs, the inflation 
will chock itsolf. Automatically there will bo de- 
flation if there is inflation, 

4875. You would not advocute inflation in any form? 
—No, l do not. 

4876. Thu characteristic of inflation, is it uot, is 
that tho purchasing medium is increased in proportion 
to (lie goods and services which that money lias to 
purchase? — Yes. 

4877. And when that takes place, then there are 
these consequences to which you refer here, that, i> 
a fall in tho rate of interest, a greater ease in the 
money market, and so on. But, ns you say, there is 
no inflation. If the purchasing medium is continually 
to bo increased in proportion to the increase? in the 
turn over of tho goods and service**, how would it. lie 
that there will he a beneficial experience in tho easing 
of the rules of interest ami tho general facilitation of 
new issues and greater ease in the money market?-- 
Tliis way, that if you fix exchange, all the exchange 
hanks here are to make monoy with a fixed rate cf 
exchange ; if they find that there ate securities in the 
market yielding good rate of interest they will im- 
mediately draw upon their London office, put I ho 
money in the market, buy the securities and the value 
of the securities will rise and Lho rate of interest, 
would fall. That is another consideration apart from 
the natural increase in currency that may follow in 
trade movements. 1 have seen such things in pre-war 
days, exchange banks taking advaiiLago of every such 
difference in rates in securities lietween England and 
India. It used to lx? a regular business. I low can 
banks do that when exchange is uncertain ai:d 
fluctuating? Monoy rates are forced up ami they 
cannot bring money. They do nob know what will 
follow, and the natural consequence was that, the 
money rate was raised. Government continue to pa,\ 
high rates and industries cannot get any money at 
all. You cannot float any debenture cxrept at S or 
8J per cent. You enunot float a preference share in 
Bombay unless it is 8 to 9 per cent, and (lien you 
must pay onorinous commissions to get it. 

4878. But must not wo look at it from tho view of 
this fundamental consideration, that in order to get, 
in this connection, lower rules of inferos!, in other 
words cheaper money, you must inaki* money cheaper, 
and, in order to make money chen|>or, you must in- 
crease the proportion of money to tilings to ho bought, 
with money. If you do that you ure doing wlmt is 
ordinarily called inflation, ami unless you do Dial, 
unless you increase tho proportion of the purchasing 
medium in relation to tho things to he purchased, 
there is no reason to expect that you will have cheaper 
money rates. That is an ordinary little hit of 
economic analysis, is iti not? — There is a connection 
U- tween the London money market and the Indian 
market, which connection you hnvo dislocated by 
i ore nt exchange policy of the Government of Tndia. 
When that connection is established, rates of interest, 
in India must approximate to rates of interest in 
London. What T mean is, you must get rlnsor to the 
London rates and the money will flow not only into 
Government loans but into industrial concerns also. 
Foreign money will come in, nnd if there is an inflation 
as a consequence of that, as I have said in one of tho 
paragraphs, it will automatically check itself. We 
used to check inflation in pre-war days automatically. 
There are checks to inflation under an automatic 
system of currency. It is not that Government only 
can inflate nnd deflate whenever they like at their 
own sweet will. There are other automatic ways of 
inflation and deflation which were in force for many 
years and worked satisfactorily. Tho effect of Govern- 
ment policy lias been to create a money market in 
India separate from all tho other money markets of 
the world, to starve the market of money supplies so 
that exchange may go up. We know what the conse- 
quences are. They themselves have paid high rates 
of interest all these years. Those rates would have been 
lowered long ago. What is the cost to the country of 
that? They havo 3 croros in the budget, but what is 
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tlio cost of thoso policies ? Increased rates of interest 
and high rates of conversion that they had to pay. 
That is my point. 

4N79. Under question 8, paragraph 15, you say, 11 If 
it is decided to revert to is. 4d. ratio, 1 am of opinion 
that the transition should be achieved step by stop.” 
Let ine put to you ugain another contention. What 
would you say to the contention that, supposing it is 
decided to revert to the Is. 4d. ratio and that policy 
is announced, it will be impossible to maintain any 
intermediate stage; that the full would immediately 
he anticipated by dealers in the exchange market; 
that it would be sharp and sudden to Is. 4d. and 
that it might go even below 1$. 4d. followed by serious 
fluctuations of a somewhat violent nature, which 
will hit vo a very disturbing eifoct on trade? — You 
mean to say, Sir, that exchange will fall suddenly to 
Is. 4d.? 

4880. Yes?-— I am afraid I must agreo with you. 
It will have that effect. If you once say that your 
policy is to be Is. 4d., then it will go down pre- 
cipitately. It will bo difficult to check unless at that 
time there is a very big balance of trade in favour of 
India and if it is done at an inopportune moment it 
may go straight down to Is. 4d. 

4881. If that be so, will you tell us from your 
practical knowledge of these things whotlior, under 
the circumstances, it would bo possible for importers 
to keep their exchange covered P — Yes, Sir, 1 havo 
said so here. To-day in Bombay you can buy 
exchange 12 months forward. Day before yesterday 
business was done for T. T. on London at Is. Old. for 
December, 1926, wheroaa the ready rato is Is. 6 Ad., 
only a 16th difference. Why should an importer 
when ho wants to import a year ahead, why should 
he not cover and why should he run a riskP And if 
ho runs a risk Government cannot be responsible for 
that, when he has every facility to cover his exchange, 
if exchange is lower forward that point may arise. 
But exchange is the samo for 12 months to oome. 

4882. 1 do not know, but supposing it is onco 
known that exchange is going to fall to Is. 4d., cun 
the importer deal in this way and cover his forward 
exchange P — An importer to-day wishes to buy so much 
luiigcloth from Manchester. He sells it to his dealer 
here and the next moment he can fix the exchange. 
Tie need not wait. if any importer speculates in 
exchange and keeps it open that is his folly. Ho 
cannot tell tlio Government then “ you put me in 
trouble.” It is his own folly and not the Govern- 
ment's action. 

4883. Then tvo come to your recommendations as to 
the basis of a currency system. You aro in favour 
of a definite movo towards the establishment of a 
gold standard, by which we understand is implied in 
some form a gold currency? - -Yes. 

4884. You recommend the stopping of the rupee 
coinage, which is, 1 think, the only remedial moasuro 
which you would tuko in order to establish tho gold 
standard; and you say in tho next paragraph “ as 
regards the gold stamlnrd reserve, it will not bo 
added to if there is no further coinage of rupees, 
n ml the interest on the same should we carried to 
revenue oh now. When the gold standard is fully 
established the reserve can be used for some purpose 
beneficial to India, e.g. t reducing her sterling loans.” 
Does that apply to the whole gold standard reserve, 
40 millions’ worth of it?- --What will be the use of it 
when onco tho standard is established? If you got 
sufficient reserves of gold in the currency, why should 
the gold standard reserve be kept? When your 
currency is gold and rupee is a subsidiary and is a 
real token coin, there is no necessity for the reserve. 

4885. Your reserve has gob to fulfil the purpose, 
has it not, of piotocting tho oxchnnge value on the 
whole of your interim] currency? — Yes. 

4886. Would you then have tho internal currency 
consisting of notes and gold only or gold and rupees? 
—Notes nnd gold, and rupees only os a subsidiary, 
as n token ooin with a very limited legal tender. 

4887. And in your paper currency you would have 
enough gold to cover the outstanding notes?— Once 
it is properly established, it will be so. 


4888. As regards tho rest of the eurrency, you 
would roly wholely upon the gold whioh will return 
from circulation, or the contractibility of the gold 
circulation in order to adjust the balance of inter- 
national payments?— Yes, and on the gold in the 
currency reservos. 

4889. That suggests tho question, what reliance do 
you think can be placed upon gold in circulation to 
fulfil the purposes of a reserve for international pay- 
ments in cose of a bad year and a temporary turn in 
the oxchnnge? Is it prudent to rely solely upon tho 
return of gold from circulation ? — You see the position 
is that supposing there is a gold standard established, 
nnd, say, about 100 crores worth of gold is in circu- 
lation and a bad year omnos, people must part with 
that gold to buy things from foreign countries. That 
gold must go to tho banks in pnyments for imported 
produce. It will then go into currency reserve again 
and bo exportod. Such things have beon known in 
the past. T have known in famine years gold dealers 
besieging banks day after day with huge amounts of 
gold for sale and gold was exported to sustniu 
exchange, otherwise the exchange could not have been 
sustained in those years. There ore statistics to show 
the exports of gold from India. In a year of scarcity 
gold does come out. Tn a year of very high prices 
also for gold, gold is exported. In the period after 
the War when gold went very high large quantities 
were again exported. I do think once the gold 
standard is fully operative that gold will come back, 
must come back into the banks and flow from tlio 
banks into the currency office and lie available for 
export. Tliero is post experience for this. 

4890. The steps you are contemplating are, first of 
all, the initial stages when gold coin should be given 
freely— that is, against rupees or notes? — For notes, 
I mean, Sir ; and also if they give gold coin or gold, 
that is merely an exchange. What I really mean 
here is in exchange for notes. 

4891. But not for silvor rupees? — No. 

4892. You would make tho noto encash able in gold, 
hilt you would not undertake any obligation?- After 
the establishment of the gold standard, after proper 
reserves havo been amassed, then only this step can 
be taken. T have said so explicitly, that the Govern- 
ment should not undertnko tho liability to pay goM 
till a sufficient quantity of gold is accumulated. 

4893. That is in tho Inst paragraph — 11 The 
obligation to pay gold is not to be legally undertaken 
until vast amounts of gold are accumulated in tlio 
reserves, Ac.”P — Yes; Government must make tho 
people know as much as they can that gold is to be 
tho currency and that Government will givo them 
gold, keeping the power not to give gold until such 
time as the standard is fully established. 

4894. What will lie the process of the accumulation 
of gold in the currency reserve; how will it come 
there? — If there is a favourable balance of trade 
India will take gold ; thero will be an automatic inflow 
of gold on a favourable balance of trade. That will 
be the main source of the reserves. There are 
enormous quantities of gold in the country. As 
people got familiar they will not see tho sense ot 
keeping gold locked up; as their financial education 
progresses gold will not be hoarded any more. 

4895. The imported gold will come in exchange for 
notes? — Yes. 

4896. So thoro will bo a steady accumulation of 
gold in the reserves, and that would result, would it 
not, in a steady rise in tho proportion of the reserve 
to the outstanding note issue? — It would. 

4897. You refer to n vast amount of gold ; it might 
attain a high percentage?— It must be in proportion 
to the trade of the country. If you deprive it of silver 
currency you must supply a proportionate amount of 
gold currency, or notes backod by gold. 

4898. What is your view as regards tho expense of 
this process when you have this accumulation of a 
vnst amount of gold in tho reserves? — I must refer 
to this memorandum, a copy of which has been aont 
to me about the Gold Standard ; I received that from 
the joint secretary. It will no doubt cost something, 
but the country must stand the cost. We must pay 
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lor our follies of tho past. Wo havo bought enormous 
quantities of (silver, paying very high rates owing to 
stress of circumstances. Wo have to 'convert thorn 
into gold and pay the prieo ami tho penally for our 
liiisinauagement in tho past. But the country's 
general view is that it wants the gold stundard and 
it must pay for it. 

4899. Havo you been able to form any ostiinuto as 
to what the ultimate cost of theso measures for the 
introduction of a gold currency would bo?. -That l 
cannot say, Sir; I have not given so much time to 
this question. 1 received tho Co ve rumen t Memor- 
andum only lately during the lust two or throes days ; 
but it will (sertainly bo a costly process. But tho 
country, so for as I can see, is prepared to pay the 
cost and get an effective gold standard, and 1 think 
tho cost of a gold standard eventually will ho less than 
tho cost that we have been made to pay over the gold 
exchange standard through tho manipulations und 
the mismanagement of that standard. We have made 
enormous losses on that. Wo liavo borne it; well, 
lot us bear this also and go on to a proper standard 
and a much better standard. For instance, during 
war-time we bought 250 million ounces of silver from 
America at a hundred cents to 102 cents an ounce, 
which is un enormous price to pay. Wo lmd lo do it; 
hut wo aro losing on it to-day. in fact this memor- 
andum suggests it should bo sold off at 24d. if nothing 
more can be realised, i do not agree with that, i t 
depends on how it is sold. There are opportunities 
for selling silver, if the world markets require silver 
there muy lie opportunities for selling our silver, 
realising a hotter average price than tho 24d. which 
this memorandum suggests. It Lakes rather an 
exaggerated view of the cost of establishing the gold 
standard. 

4900. With regard to the proposal to which you 
refer on tho question of silver, tho proposal is lu sell 
off an amount of silver equal to about three times 
tho world’s total present animal production in the 
course of 10 years. What, ill your opinion, would ho 
the effect of that upon the silver market?- That is a 
difficult question to answer, Sir. Circumstances in 
future may bo such as to absorb that silver, ami 
circumstances may bo siicb Hint it luuy bo quite 
impossible to soil that silver; the world may not absorb 
it. It depends on conditions iu India and China. 
India itself will ubsorb 12 crorcs of silver per annum. 
Government might prohibit llic importation of silver 
into India for a few years and sell off this silver in 
tho country. That is possible, at a fixed rate. But 
the people will buy u certain quantity of silver, as f 
said, because their religious customs and other things 
prescribe it. Fix a reasonable rate und sell it in tile 
country itself. 

4901. Aro thcro any foreseeable circumstances 
which might operate to increase the world’s demand 
for silver in tho course of the next 10 years, or, on 
the other hand, to reduce that amount P- Well, Sir, 
there are various w r uys of looking at it. 1 think the 
currency demand of India is already loss. Whether 
you go to this gold standard or not, India is net 
absorbing so many coined rupees as she used to ; she 
is using more and more notes. So India I think is 
a lesser factor in tho years to come as a buyer of 
silver than she has been in the past. As regards 
China I cannot say, Sir. Vast developments may 
take pluoo there; sho may buy inure; that is a 
possibility. 

4902. Or sho might go from bad to worse? — She 
might do anything; I have no experience on that 
point, but I should think the Indian demand would 
bo loss. There are other undeveloped parts of the 
world, however, like Africa which may want silver 
currency, owing to the big population and poor 
population. 

4008. There is one aspect of peculiar interest that 
I should like to aBk you about from your wide 
experience of the bullion market. Making the 
assumption made in these memoranda, that from first 
to last the introduction in India of the full gold 
standard would require an addition to the imports 

56588 


of gold into India of an amount of gold of tho order 
of about 100 million sterling, what, in your opinion, 
would bo tho effect of that upon gold prices in 
general, and what would bo the reaction of that 
effect upon tho sociul ami economic conditions of 
India? — Well, Sir, wo liavo been always frigli toned 
that India will buy such an enormous amount of gold 
as to upsot tho world; that is one of iho bogies wo 
have boon confronted with. 

4901. Let mo make one little explanation of my 
question. I am asking tho question not at all from 
tho point of view of its effect upon any other country, 
but pimply and solely what would be tho reactions 
upon social and economic conditions in India itself? 
—As tho result of tho establishment of a gold 
standard ? 

4905. I am usking you to mako tlio assumption 
that a hundred million sterling additional supply of 
gold would bo required? — The effect of those 100 
millions being withdrawn from tho world? 

4900. Yes, on Indian priccR and social and 
economic * conditions in consequence ?----Tli is 
memorandum says it will tako 10 years, that is, at 
10 millions a year. Well that would produce no effect 
on the world. Jf anything tho world should welcome 
it. There is too much gold in tho world; too much 
going to America; why should soiuo of it not como to 
India; how is it going to do any harm? The estab- 
lishment of a gold standard in tho next 10 years enu 
do nothing but good to India and the world by 
absorbing the surplus production which tho world is 
not able to absorb. Jn tliut way India will act ns a 
reservoir and ns a balancer of tho gold supply. 

4907. Is it the common opinion tlmb tho world’s 
supply of gold in the foreseeable future is going to 
keep pace with tho world’s demand for gold?— In 
tho near future it looks like that. It looks as if the 
world’s demand will be more than met by tlio world’s 
supply of gold; in tlio near future— T cannot sav 
how long. 

4908. In tho foreseeable future?- -Yes, as far as it 
is foreseeable. Europe does not want so much gold ; 
well then let India have it. This is an opportune 
time for Tndia to go to a gold standard without dis- 
turbing Europe, which does not want much of lliiv 
gold which if nny thing is a surplus; well let it come 
(o India. 

1909. Finally, on tho question of cost, making the 
assumption, which is mudo in that memorandum, 
that tlio total final cost of the introduction of a full 
gold standard and a gold currency in India will bo 
something like 1 nr 2 crorcs a year, mid adding that 
to the 8 crorcs which you havo referred to us the 
possible cost to Government of the reduction of tlm 
ration to Is. 4tZ., I understand it to l>o your opinion 
that that total cost of between 4 and 5 crorcs would 
ho worth paying for tho benefits of tho two pro- 
posals which you make? -It will bo a lesser ovil than 
a manipulated gold exchange standard. I am 
opposed to any manipulation of currency. As the 
Premier, Mr. Baldwin, said the other day ho would 
not give tlio management of tho currency lo any 
government in Uio world, and our currency has been 
so badly managed in the last thirty years that l 
think we can undergo this cost rather , .hun havo this 
manipulation. 

4910. What difference would it make, in your 
opinion, ns regards the elimination of theso evils of 
interference and management to which you refer 
supposing the currency system adopted in India were 
to be n per fee* ted exchange standard system, 
perfected in this manner, that the legal obligation 
was undertaken to sell either gold for export or 
foreign currency against internal currency at a fixed 
rate, and if at tho same time the management and 
control of tho note issue, and thus of tho 
currency system of tho country, were to he trans- 
ferred from the Government of India to a central 
bank? Would such proposals ns those, in your 
opinion, materially eliminate those evils os regards 
the management and interference which you 
deprecate P— If a gold exchange standard were mode, 
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it you will excuse my using these words, both knavc- 
profit' :iikI loot proof, there may bo something to be 
said in its favour, if it is not trilled with or made 
an instrument of oxploiLution. But otherwise the 
gold slumlord is the best. Manipulation of curroncy 
in the hands of a government is the must dungorous 
power Ilia l can be given to it, therefore I favour a 
gold standard; but if it cun bo made, as 1 said, both 
knave-proof and fool-proof so that it cuunut bo 
manipulated, there may bo something to bo said in 
favour of it, tliut is uil I can say. 

4911. One or two minor points before 1 corn-luck*. 
' I understand you ure in favour of tlic rc-issuo of 

tho one-rupee note, as a measure, I suppose, lor 
popularisation and iiicrcaso of tho uso of notes ? — 
Yes. 

4912. And likewise of tho transfer of the note 
issue to the Imperial Bunk of India? Vos. 

4913. Also of tho trunsfer of tho remittance 
operations of tho Government of India to the 
Imperial Bank? — Yes. 

4914. With the limitation of the remittances to 
tho actual necessities of tho Government from 
period to period. If such a transfer wore made, I 
hupposo the question of nocrccy, upon which you lay 
stress, would no longer arise when the transactions 
ure conducted in the ordinary banking manner? — 
Yea; what 1 object to and what the market objects 
to is this secrecy. 

4915. Under present conditions?— Under any con- 
ditions, bccuuse tho main supply of money in India 
iN through purchases of sterling by Government or, 
wluit is tho same thing, the sale of council bills by 
Govern men l . If that thing is kept secret for thirty 
days, as it is done lioiv, how could the market know, 
how could the market judge its requirements? T am 
opposed to secrecy. There is no reason to keep it 
secret. Tf the Government has to remit 30 millions, 
it remits it in 12 months; it announces it has 
remitted so much ; why should there be any secrecy 
about it? What is the idea, unless you want to 
manipulate? Bocau&e thero is no reason for that 
secrecy unless Government manipulate exchange? 
Its business is to get 30 millions to tho other side, 
and why make a secret of tho remittances? 

4910. The transfer of tho remittance operations to 
the Central Bank would cloao tho door upon any 
possibility of Govern inent manipulating tho exchange 
market, would it not? — Tlmt is so; but even then why 
should tho Imperial Bank keep it secret? Thero is 
no reason; I think the world has a right to know 
how that money is boing remitted. 

1917. What would be known would be the total 
Government requirements for the year, which would 
be apparent from tho budget statement, I imagine, 
and it would bo known that thoso are suppliod by 
the bank to the Government as it were month by 
mouth. Is there any further necessity for tKo 
publication of that information under such con- 
ditions? -Tho world's trade is carried on with India 
mainly through moans of these remittances. So, 
how could von keep the thing secret like that from 
tho world? What is tho object unless you aro 
manipulating exchange, and what would he tho 
ohjivt onco you suppose that the exchange is 
recommended to bo fixed by this Commission at. a 
certain rate? What is the advantage to (lovcrn- 
mrnt? On the other hand it is a disadvantage to 
Hie public. 

4918. It occurs to mo that tho publication of tho 
Govern memt's domunds upon the bank month by 
rrioiif li would convey no useful information to tho 
public at all, because it would not disclose as a 
matter of fact that the bank had Wen making these 
purchases; those purchases would not be earmarked 
against the Govornemnt’s requirements at all. All 
that would be known is that so much is actually 
takon up by tho Government in such and such a 
month ; it might have been purchased at a different 
period? If tho Imperial Bank kept it secret how arc 
the exchange banks to know whether it is going to 
buy more of sterling or notP Supposing I am an 


exchange banker 1 must know how much tho Imperial 
Hank is going to remit; otherwise how could I know 
what 1 um to do? How can I gauge iny future 
action? Of course in the case of a fixed exchange it 
will only vary between gold points, and it will not bo 
such an imjiortant matter; but still it is not a thing 
that need be kept private, thero is no necessity for 
it. 1 tli ink the Government huvo only recently 
adopted this secrecy policy because they wanted to 
manipulate exchange; once that manipulation ceases, 
what is tho necessity of keeping it private? 

4919. (Chairman.) I think that concludes the 
questions 1 wuuLcd to ask. They cover most of your 
rocomnicndatious, with tho exception of your 
recommondutions us to emergency currency which ure 
set forth in very clour detail. I will now ask you 
to deal with any supplementary questions which any 
of my colleagues may want to ask you. 

1920. (Professor Cvyajer,,) You have said in para- 
graph 11 of your memorandum that any change 
of tho ratio from Iji. 4r/. which wan tho legul 
ratio for 27 years must upset tho relations between 
debtors and creditor*. As rogards this, a witness 
liofore this Commission has advanced the following 
argument which T shall put to you for your opinion 
and criticism : He argues that a great deal is talkod 
about tho gross inequity of tho proposals to raise 
the into of exchange above lx. 4 d. to the debtors. 
But the right method of redressing any injustice to 
tho debtors is not to restore the pro-war rate of 
exchange but tho pre-war level of prices, and this, 
if accomplished, would raiso tho exchange much 
higher than Is. Gi /. What have you to say on that? 
Could you givo us your opinion whether justice to 
debtors doos not rnquiro the restoration of the old 
level of prices rather than tho old lovol of exchange? 
— Does ho live in this world, or does lie live in a 
world apart from tlio one we live in? If ho wants to 
restore tho old level of prices ho wants to attempt 
lli© impossible; and if lie did attempt it, it would 
mean Iho most terrible strain on the country, as 1 
have explained in several paragraphs in my state- 
ment. There is not, if I may say so, much sense in 
that criticism, Sir. 

4921. But then the argument from equity as 
regards the exchange loses much of its force? — It. 
docs not loso its force at all, except that you want 
to live iu a price level of your own, secluded from 
tho world. Then you might argue like that, not 
otherwise; tho question of exclmngo immediately 
comes in. 

4922. Ho Llicn says that the outstanding contracts 
which were entered into before tho present ratio 
came in cannot be very many. That is another con- 
tention? -Thero must bo millions of outstanding 
mortgages and contracts between debtors and 
creditors; thero are outstanding contracts betwcon 
Govern incut and tho people, und tliero is always 
revenue to bo paid to the Government, which is a 
great contract, as it wore. 

4923. ( Sir Purshotamda* Thakurdas.) I would liko 
to ask you ono question regarding what you have 
said in paragraph 15. If a return to Is. 4 d. involves 
inflation, would you call that what is generally under- 
stood by tho word ,f inflation ” or wonld you say 
that this is stoppage of artificial and unjustified 
deflation in India?- -I would. 

4924. Is it likely that that is what was in youl 
mind? — Yes. 

4925. (i Sir Ttoginultl Mont.) Yon have stated in your 

memorandum flint as gold prices fall the trade 
balance in favour of Tndia will get less? Yes. 

49211. And you explained in reply to the Chairman, 
quite correctly, 1 think, that Tndia will got a smaller 
price for tho produce which she exports and will pay 
a smaller priro for what she imports? Yes. 

4927. And the balanco left over will also be smaller; 
it will bo smaller, will it not, in monoy, but will the 
purchasing power of that balanoe bo any smaller? 
Will you not be ablo to purchase exactly the same 
amount of commodities with that balanoe?— With 
that balanco of trade in her favour? 
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'1928. YeB ? — Meusurod in money, you mean, Sir, 
the balance of trade would be less. 

4929. You are perfectly correct in baying that. 
What I wanted to know was this, although it is less 
measured in money, will it not be of tho hjiiiio pur- 
chasing value because we are assuming a general fall 
in prices? — May I put it this way, Sir? What would 
you do with that balance of trado? In the find 
place, should the Government utilise it to make their 
remittances? Therefore tho balance which you have 
created by commodities goes apparently to meed that 
Government remittance. Those commodities at that 
rate of exchange must bo proportionately more. 
Therefore the people will have to export tnoro in com- 
modities at Is. Gd. than at Is. Id. to meet that 
Government remittance. That is tho first hitch. All 
the balance of trade does not go into tho pockets of 
tho people. How do the people benefit by creating 
that smaller balnnco of trude which, measured in 
money, has a larger buying power? 

4930. You mean really that India will suffer from 
a fall in prices becaiiso tho burden of her debts will 
be greater? — Yes, Sir, measured in commodities, it 
will bo greater. 

4931. That will equally happen whatever the rate 
of exchange may bo? — If it didn’t exercise any 
influence on prices it would. But at a higher 
exchange, with lower prices, other things being equal, 
it must. 

4932. The higher exchange would tend to reduce 
that burden of foreign debt? It will raise it, Sir. 
Because the people will have to pay more in produce 
lo meet that foreign debt. Not less, but more. 

-1933. How will they have to pay more at the higher 
rate of exchange? — Well, that is nut met l>y money, 
but by produce. If you lower the value of that pro- 
duce wo must give more produce to meet that debt. 
Therefore, we are losers. T mean tho country is a 
loser. If to meet that debt at Is. 4d. you have to 
export, say, a million bales of cotton, then at the 
higher exchange you would have to export a million 
and 125 thousand bales to meet it. In produce it is 
more. It does not look so in money, but in produce 
it is more because, other things being equal, you 
must do it, otherwise that Government remittance 
cannot ho made. 

4934. But how will raising tho level of exchnngo 
reduce the prico which you get for your cotton 
abroad? If you export a million bales, is it? -Say a 
million hales; wo actually export two and a half 
million hales from Bombay. 

4935. By raising the rate of exchange, you would 
reduce tho internal price in India. You would not 
affect tho price which you get for cotton abroad? 
Why would you have to export more cotton to meet 
tho same amount of sterling obligation? — Well, sup- 
posing the price of cotton in Liverpool is 10 pence 
a pound in 1924 nml the exchange is Is. 4d. Tu 1925 
the price is still lOd. per pound in Liverpool but tho 
exchange is Is. Gd. Then to get the same money you 
must export 12 per cent, more cotton. 

4930. We are assuming that the price in Liverpool 
is still 10 pence? — 1 assume that the price is stable. 
But even supposing prices went up, then India would 
not get the advantage of it to the extent of 12 per 
cent. 

4937. But assuming that the price in Liverpool is 
stable and we sell our cotton in Liverpool, surely we 
should get the same amount in sterling for it mid we 
should not have to export moro cotton to discharge 
our sterling liability?— How can we do that? Sup- 
posing T am a merchant and I want to buy a 
thousand bales of cotton for Liverpool. The prico this 
year is lOd. at Is. 4d. exchange. The next .year it is 
lOd. at Is. 6d. exchange. I go to a merchant and 
at Is. 6d. exchange he must give it at 12 per cent, 
less price in India. Otherwise that transaction will 
not be put through. 

4938. But you said just now that the man would 
have to export more cotton. We weren’t referring 
to the prioe he would pay in India? — Well, he must 
export more cotton to get the same value in money. 
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4939. To moot the same sterling obligation? — Yes. 

4940. I mu afraid I cannot see it. Now, you 
referred in your memorandum and in your answers 
to the Chairman to the greater drain that would he 
felt in Tndia by flxing ilio exchange at Is. Gd. instead 
of Is. 4d. 1 didn’t quite follow tlio reasons flint you 
gnvo for that view. 1 should bo gluil if you would 
explain it further?- Well, again, we must assume, 
Sir, that prices arc the samn as the outside world 
prices for all kinds of produce that India exports. 
As [ said, tho merchants there, when they do their 
business, look to their exchange. If I as a merchant 
get an order from Europe to buy a thousand tons of 
linseed, I ask my broker: 11 What is tho rato of 
exchange?” He says: 11 Is. 4d. this year.” Next 
year I ask him: 11 What is the rato of exchange?” 
He Bays: 11 Is. Gd.” Tho rato for tlio linseed being 
assumed to be the same, 1 must tell tho mail who sells 
linseed: ”1 will give you 12J per cent, less for tho 
linseed, otherwise I can’t sell it in Europe.” The 
merchant must therefore sell the linseed at 12 J per 
cent, less, or it will not he exported. 

4941. But you say that tho higher the ratio tho 
greater tho drain that tho country has to meet?-— 
Which paragraph is that? 

4942. Tho end of paragraph 10?-- -Well, Sir, 
then it refers to that remittance of 1U0 
crores per annum. You have got to remit commo- 
dities of tho valuo of 1UU crores or if measured in 
pounds, say 70 million pounds, which is the foreign 
indebtedness of India measured in gold. You must 
send it out of the country in the shape of commo- 
dities. Ur you must export gold, but that is not tho 
question. Well, then, other things being equal, to 
get that 70 million pounds abroad L must sell a larger 
quantity of produce at Is. Gd. exchango than 1 would 
have to sell at Is. 4d. exchange. You will have to 
sell a larger quantity abroad — if 1 have to pay you 
70 million pounds in London and 1 ean only do it by 
exporting my produce. T go to a merchant and say: 

I have got no money to give, blit I have got those 
bales of cotton. Tho merchant will say: All right, I 
will givo £72 in London if }*cu givo tno fivo hales of 
cotton if the exchange is at Is. 4d. If tho exchange 
is at Is. Gd. he will say six bides of cotton. 

4943. Are you referring to an internal transaction 
in tho country? — No, Sir, the reference is to tho 
foreign debt of India. This is what I menu, that to 
meet the foreign debt of India I must oxport moro 
produce to meet that foreign debt at Is. Gd. than at 
Is. 4d. 

4944. Although wo are assuming that the foreign 
price will be exactly tho same? — Yes. 

4945. I am afraid wo conus back to tho saino point. 
I am unable to follow you? — I am sorry, but tho 
paragraph refers to the foreign debt of India, and 
at a higher rale of exchange you would have to 
export more produces to meet that debt, other things 
being equal. 

494G. That is your view. Wo will leave it at that? 
-Yes. 

4947, Then in discussing tlio rates of interest pre- 
vailing in Tndia you pointed out correctly, 1 think, 
that the difference between the rates prevailing in 
India and uhroad is largely due to the fluctuations of 
exchange and uncertainty as to tho futuru course of 
exchange. You said, 1 think, that if exchange was 
stabilised the rates would tend to approximate ?.... 
Particularly to the London money rate. 

4948. That, is an argument really for stabilising 
exchange, is it not, and not for stabilising it at a 
particular rate?— Yes, T agree with you there, Sir. 
If it is stabilised once, then that argument is correct. 
Stabilise it mid the outflow of money will bo all right. 

4919. Just mio other question, Mr. Dalai? But 

may I supplement my last answer? If 3*011 stabilise 
that exchange at a rate which in the geuerul opinion 
of the country is too high, and if the country doubts 
if it can be maintained for all time, then some trouble 
will begin to arise. Doubt will begin to arise in tho 
minds of the operators of money that the Government 
may not be able to maintain exchange, and tho name 
trouble will arise. 
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1900. Yes, 1 follow that. You referred to tlio 
objections lo secrecy in regard to tho Covorn merit 
remittances, and .vou mentioned, 1 think, the sale of 
council bills as well as the purchases of sterling. Did 
you imply that there is undesirable secrecy in tho pro- 
cedure for the snlo of council bills?— Well, 8ir, when 
there is a .sale of council bills there is no secrecy, it is 
an open operation. But the Government stopped 
IhuL and began to buy sterling in India, which is the 
Mime operation at the other end, and when they 
stal led buying sterling at first there was no secrecy. 
*r.«ry liioriiing wo knew Lhat Government had bought 
rj much. Hut gradually we knew this only once a 
""niith. 

4951. That is (ho point I want to clear np--tlinL 
your objection to secrecy related to purchases of 
sterling ami not to the sale of council hills? — 
No, Sir. 

4952. (< Sir Ucnry Stmkosch.) I aiu afraiil I have 
to go back to the quesLion which you have just dis- 
cussed with Sir Reginald Mant, namely, the effect of 
the raising of the exchuugo from Is. 4d. to is. 6d., 
its effect upon the balance of trade, and consequently 
its effect upon the foreign liabilities of the country. 
Personally, L am sorry L could not follow the argu- 
ment which you have advanced in that regard. lx?t 
us first tako the many liabilities of the country 
abroad. Dot me introduce it by putting this to you. 
Do prices in India adjust themselves to world prices 
as they move? — With a fixed exchange, it must. 

406:1. Therefore it is true to suy that gold prices in 
India move in direct relationship to gold prices 
ah load?- They must with a fixed exchange, other 
things being equal. 

4951. Whatever the exchange may be fixed at? Let 
us say it is fixed at is. Gd., then at tliut ratio gold 
prices in India would move in direct relationship 
with gold prices abroad? — Once it is fixed, yes. 

1955. How do wo pay our debts ubroud, obviously 
by shipping goods?— Yes. 

1956. Very well, if we ship goods abroad and if 
prices in India move parallel with prices abroad, why 
should there be u greater amount of goods going out 
of the country to pay a fixed foreign debt? That is 
the point I cannot follow? — But the point is at what 
rate of exchange it goos out, at Is. 4d. or Is. 6d. 
That was what 1 was talking of in my answers to 
Sir Reginald Mant. 

1957. May 1 put it to you then in this way. If a 
K'lnmodity at Is. Gd. stood at a hundred in the world, 
gold, that Kclf-suuic commodity at Is. 4d. would stand 
J2.J per cent, higher, would it not? — It should. 

4958. Very well, then, that hundred becomes 112*5. 
Thereinto if you reduce your rate of exchange from 
Is. Gd. to Is. 4d., you would bo raising the price 
iulernully from 100 to 112*5? — Everything else being 
the same. 

■1959. But it cannot be the same? That is just the 
print. If you move your exchange, everything else 
cannot ho lliu same, because your internal prices, if 
they arc to move parallel with your external gold 
prices, must move accordingly? Therefore I cannot 
see why, jf you change your ratio of exchange, you 
should ship more goods than before? — You have of 
course put it in your own wuy and I can only explain 
it in my own way. 

4960. Would you ho good enough to show mo the 
Haw in my argument? We start from the proposition 
that, gold prices ill Indiu and abroad must move 
parallel. They musi. be equal, with the exception of 
the cost of transport. A certain set of goods at 
Is. 6d. will cost in India UK). If the ratio is altered 
to la. 4d., then the same goods will fetch in India, 
112*5. If tliut is so, 1 should be very glad if you 
would show me why it should be neocssary to export 
more goods to meet a foreign debt when the exchange 
is high than when it is low?— Well, I will put it this 
way to you, Sir. I get an order from a foreign mer- 
chant to buy this year 100 bales of cotton, with 
exchange at Is. 4d. this year; I got a certain price 
from that foreign buyer, “ buy n hundred bales of 
cotton for say £1,000.” My order is from Liverpool. 
I get that order, 11 buy a hundred bales of cotton for 


£1,000, ail charges included.” Very woll, 1 calculate 
mid tho exchange of the day* is is. 4d. to-day. Then 
i find that at is. Id. for that thousand pounds, 1 get 
11s. 15,000. Thercforo 1 tell my seller, “ 1 will give 
you Rs. 150 for each halo of uotUin: do you accept 
it?’ 1 lie says, 11 yes.” Now 12 mouths have passed, 
uud you raise the exchango to Is. Gd. and the same 
order is lepeated to me, 14 buy a hundred bales of 
cctton ut £100.” I culculuto exchange at Is. Gift. 

I can only get Rs. 1,325 for it. 1 toll that seller of 
cotton, 11 last year 1 gave you Rs. 1,500 and you 
accepted it. This year 1 am sorry on account of the 
high rate of exchango 1 will pay you lls. 1,325, will 
you accept it?” Then as 1 have more cotton tliut 1 
can use myself, 1 am iorced to accept that price of 
Rs. 1,325. Am 1 then a loser or not in taking 
Rs. 1,325 for that cotton owing to tho higher 
exchange? 

4961. I do not quite see where you are tho loser. If 
it is true that prices adjust themselves, then what 
you have done really is, you have given the cultivator 
in the first case 11s. 150 per bale, tliut is right?— 
Yes. 

4962. In the second caso you have givcu 

In nr Rs. 135. Rut with Rs. 135 buying 

exactly the same amount of goods as the 
Rs. 150 beforo, I do not see where the damage arises? 
We start f i onx the promise that prices adjust them- 
selves ; therefore the Rs. 135 which the cultivator gets 
wili buy exactly tho same amount of commodities as 
tho Rr. 150? That is correct. Therefore I suppose 
you will agree that a high or low exchange, provided 
it is stable, cunnot damage anybody within the coun- 
try? — Nor can the foreign debt charge in terms of 
goods he any heavier in either case. 

4003. That cannot affect the question, because you 
have to ship exactly the same amount of goods to 
meet that debt? I tako it that is so? — 1 will not con- 
cur iu that, so plcaso do not take my answer as yes. 

I want to think it over. 

4964. Would you care to reply now? — I will reply 
afterwards. 

4965. (Chairman.) Mr. Dulul says he would rather 
not answer to-day liecausc ho wants to think ovor the 
matter? — Yes.* 

4966. (Sir llnuy Strukusch.) One other point is 
not clear to me. You were saying that the cost of 
changing the ratio to the Exchequer would bo in the 
neighbourhood of 3 or 1 mires, uml you suid that you 
prefer higher taxation rather than screwing lhat 
amount out of the poople by exchange?— Yes. 

4967. Is it right, as I believe you have agreed with 
the Chairman, that the end effect of changing the 
ratio would be, on tho basis of your assumption, that 
one section of the community would have to go with 
a lesser income, for the beuefit of another section of 
the community? Would it not bo true to say that if 
you raise that amount by taxation, it would mean 
nothing moro than to raise from the whole body of 
the community a certain amount to favour a selected 
few, namely, tho ‘millowner and the exporter? — That 
is based on an assumption, Sir. I do not sec why it 
should be taken from any one class of people ; I say, 
distribute it over tho whole class. 

•1968. Exactly, but the effect of tlmt would be, 
would it not, that n selected class of the community 
would benefit by it, numely, tho millowner, and the 
exporter, and that the other members of the com- 
munity would to that extent bear a burden which 
benefits a selected class? — You mean the extra taxa- 
tion? It dei lends on how you distribute that taxation, 
Sir. You may lay it on the millowner, if you think 
a lower exchange is going to benefit him, you may put 
a tax on him, you may ask him lo pay more income- 
tax. 

* Mr. Dalai's answer given later.— I wili give my answer this 
way, then. If the price of a commodity in Loudon is £10 And 
exchange is Is. 4d., the price in India would be Rs* 100 (leaving 
aside freight am! other charges). If the exchange is raised to 
Is. 6<1. an adjustment takes placo mid the price drops to Rs. 186. 
The adjustment is permanent and a permanent lower prioe to 
the extent of Rs. 16 is established, and whether priors move up 
or down in London, the permanent difference of Rs. 16 must 
remain. India must get Rs. 16 lew for the £10 of produce, or 
sell a correspondingly greater amount of commodities. 
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40USI. But then he is just os badly off as before ?— 
lie would willingly agree lo that, than agree to this 
indirect taxation and indirect competition. 

4U70. With regard to tho question of the secrecy of 
Government remittances : remittances abroad 1 take 
are not n thing which is confined to Government? 
Wo ha vo to remit abroad money to pay for everything 
that the country needs? — Yes. 

4071. It is true that the Government is a heavy 
buyer of sterling to meet its charges abroad, but the 
importer equully has to buy a very substantial amount 
of exchange? — Yes. 

4172. Now 1 put to you a case ; if a big firm of 
bullion brokers were lo acquire u big amount of gold 
or silver and they wanted for that purpose to remit 
money abroad, would you advocate that this tran- 
saction also should be published? 1 can conceive of 
circumstances where a bullion broker might buy ten 
troves of gold in London which is a very substantial 
amount compared with the Government remittances. 
Would you advocate that his transaction also be made 
public property? — Do you want to put the transaction 
of a bullion broken and the Government of India 
remittances on the same level? The one depends upon 
secrecy for its success and the other not. 

4973. They arc both buyers of exchange? — Wlmt of 
that? But for different purposes. 

4974. 1 understood you to Buy that the public at 
largo that deals with foreign countries is dumuged by 
the fact that tho size of the transaction is not made 
public? Indirectly; because the hunkers do not know 
how tlioy stand in relation to exchange. Therefore 
they cannot render that service to the trade of the 
country which they otherwise do. 

4975. Should they not then know if a bullion broker 
wore to buy ten crores of gold in London? — They may 
nut know. The whole world would know when the 
ten crores of gold moved from London. 

4970. So would you know when tho Government 
publishes them at periods of certain intervals?— But 
those aro too long periods. 

4977. Wlmt would you say the period should be? — 
Every morning, the previous day's operations should 
be announced. 

4978. And tho bullion broker would not mind if his 
ha inaction became public? — Thcro is no analogy 
between the bullion broker and tho Government of 
India who control the finance of tho country. The 
very life of finance in Tndia depends on Government 
sales of councils or purchase of sterling. Without thaL 
e\ cry thing is in the dark ; tho country cannot move. 
Why should the country bo kept in the dark? There 
is no reason. 

4979. What is tho total import trade of India, if I 
may ask you?— I think about 250 crores. 

4980. Let us take it at 300 crores of foreign re- 
mittances have to boi bought to meet that. Tim 
Government remittances are but 30 or 40 crores. 
Don’t you think that tho remaining 200 crores an; 
a huge item in tho exchange murket and that if one 
individual or ono firm wore to wish to appeal to the 
exchange murkot for a very substantial sum of remit- 
tance that would have exactly the same effect upon 
the market as a purchase by tho Government? — You 
assume too large a figure. No transaction is in ton 
millions. I would bo exceedingly surprised if a trans- 
action in bullion is half a million, l moan in ono 
transaction ; and Bay a bullion broker wants to import 
ba'f a million worth of gold; on tlio other hand an 
exporter wants to sell half a million of bills and tho 
operation goes through the bank, buying and selling, 
but when there is a balance left and that can only 
be financed through these Govern incut operations ami 
by keeping those operations in tlie dark, the whole 
thing gets upsot, particularly when exchange is 
fluctuating. It won’t) matter eo much when tho ex- 
change is fixed. 

4981. ( Sir Maneckji Dadabhoy .) I just like to know 
with reference to your statement on page 5 about the 
obligation of Government. You state “ The obliga- 
tion to give gold should not be legally undertaken 
until a vast amount of gold is accumulated in the 


currency reserves, but Government should give gold 
as much as possible and convcnieut in tho transition 
period." What amount of gold would you recom- 
mend to be accumulated? Can you give some rough 
idea? — iu this memorandum which tho Government 
huvo prepared, it is 100 millions. J should think tliul 
until about 100 crores of gold iB collected, 1 would 
not venture to give gold. About 100 crores, worth 
about 75 million pounds. 

4982. And would there be any difficulty at the 
transition stage of collecting that amount of gold? — 

1 do not think so; in ton years you can collect that. 

I think in ten years you can eusily collect that. In 
one year, last year, we imported about 57 million? 
worth. 

4983. There is no difficulty P — None whatever to my 
mind. 

4984. And in fact you do not think that a largo 
amount of gold will be required for actual circulation 
— In the iniliul stages you will have to givo gold coins 
But 1 believe that the knowledge of tho pcoplo in 
these currency matters is growing very fast and vast 
developments have taken place in the laBt ton years. 
They arc taking gradually to the use of notes. Ten 
years ago during tho cotton season, if you sat opposite 
the Currency Office here, all the day you would see 
nothing else bub u string of carts loading silver rupees 
for taking up country. To-day you may sit there 
from morning to evening but not see one curt. That 
shows that they have been used lo tho notes in pre- 
ference to the silver rupees and the same thing will 
eventually liuppen iu the case of gold. At first they 
will want gold ; but when their economic and currency 
knowledge increases, when they know that they can 
always get gold, they will not want it. 

4985. In other words, the mcro fact that they 
could easily get gold, that their note issue is con- 
vertible into gold, will prevent them from asking for 
gold? — Yes; eventually it will. 

498G. (Mr. IV. E. Vraton.) Mr. Dalai. As there 
seems to be a possibility of some slight uiiBiiiidcrstuiid- 
ing on the part of members with regard to the 
acquisition of the gold required lor what 1 may call 
your purpose it would possibly clear the atmosphere 
if I wero just to say to you that assuming that all 
tho council bills uvailablo had been utilised; let mo 
put down a figure, 40 million sterling for a year’s 
requirements and when Government had announced 
that that 40 million sterling had been completed, 
and they wero not .selling any more councils or buying 
any more sterling from this side, it would simply 
mean the Exchange banks and others if they want 
further funds would have to ship gold from London 
to India? And silver for sale to the bazar. 

4987. And you wuuld givo out silver here ngaintt 
that?- No; gold ami silver. 

4988. lint you would have no coin to give? In the. 
beginning you would have to givo local currency notes 
or silver; it could only bo at some later date when 
you have got a mint going on and you get sufficient 
gold to produce the coins and even then of wliut value 
would the coins he to us unless they wero fruely 
moved about in circulation and were not hoarded? 
Otherwise, your system lias been defeated.- Lcl luo 
catch your point. You aro afraid that when gold is 
brought out it won’t go into circulation? 

4989. Supposing to-morrow Government were to 
say “ we draw the line. No more councils available 
and we have big demands here for cotton receipts 
coming on.” For any further currency which wo may 
require wo would have to sliiprout gold from London. 
You would have lo givo us currency notes or silver 
here ugainst the gold we are tendering? — Yes. 

4990. Taking a hypothetical figure of about 100 
million gold to constitute your fund, you would go 
on each year building up amounts of gold which we 
send out until that 100 million was acquired P — Yes. 

4991. And would you think, therefore, that, of tor 
the period of accumulation of gold, ten years hence, 
you might then begin to add up tho pros and cons 
and see whether the time wa« not then ripe for intro- 
ducing a gold standard in its entirety?— To under- 
take the full obligation yon mean? 
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4992. Yvx ? Y«-s # l would. 

4993. I am looking at it from this point of view, 
that the utmost obtainable might be 10 million 
sterling each year ?---L would take an average. 

4091. Not more than 10 yoars. Would you agree 
to that?— It mu y be 16; it depends upon the season. 
You would get that gold in ten years. 

4995. Supposing wo got 16 millions each year for 
ten years. That will coino to 160 millionn; and 
beyond that 15 millions no further gold would bo 
required under your scheme? — For the Government 
currency purpose; but the country will want more for 
its own purpose, i.e. for the arts, etc. 

•199G. The country will want more, yes, but now 
ne ure only dealing with currency?- -Yes. 

4907. {Sir y or cot. Warren.) Regarding Government 
remittances, are you in favour of purchase of sterling 
in India or selling of council hills in London or a 
combination of both systems?—! think if tho exchange 
is once fixed, the sale of council bills is the better 
system ; not particularly in London ; instead of selling 
council bills Government should make n public pur- 
chase of sterling in Tndia. 

4998. I want to know whether you are in favour 
of sale of council bills in London or purchase of 
sterling in India? I am in favour of purchase of 
sterling in India. 

4999. In preference to the council bills? — Yes; it 
in list bo public. 

6000. Ily tender? — Yes. 

5001. {Chairman.) There was a question I wanted 
In ask which slipped my mornory. It is in relation 
to the striking statement which you make under the 
heading “qiieslimiM 1 and 2.*’ panignpli J. where you 
say Unit foreign imports liavo increased ns a result of 
tho rise in exchange. When I rofer to the figures 
in that ennneetion I do not qnito apprehend what you 
intend by that statement, because on looking ul the 
official figures of imports, I see that the exchange 


began to rise, if I remember right, in July 1921, and 
if I look at the official figures of imports, I see the 
imports for 1920-21 were 336 crores and for 1924-26 
they were 243 crores. If one allows, say, 16 per cont. 
for the increaso in valuo, wo still get 278. So that 
from the courso of tho figures it docs not Boom that 
that there has been any very groat stimulation of 
imports? — Where is that, Sir? Which year do you 
mean. Sir? 

6002. Tn Appendix II. Tho critical year is the year 
in which tho course of exchange varied, July 1921. I 
was then looking at tho courso of the figures, at tho 
same time making a rough and ready allowance for 
tho rise in value. It was 260 crores in 1921-22 and 
243 last year ? — I have made a statement here. 

5003. I was not sure what you intended?- Lot mo 
make il cleur to you, Sir. Tho figure is practically 
the same; but the effect has been a great deal more 
in this way that we liavo imported on enormous 
quantity of gold in 1924-26, and u. very large quantity 
in 1923-24. Taking into consideration tho large 
quantities of bullion purchased by the people by which 
their purchasing power was reduced for other com- 
modities, these imports are very heavy. Therefore, 
they gave n check to the manufacturing industries 
of the country. That is what I am driving at. 

6004. It was not so much tho actual increase in 
tho imports of commodities? — No; but practically it 
becomes tho same. 

5005. As it were tho purchasing power of tho people 
was diverted to gold ? — Yes ; the remaining purchasing 
pow'er was divided between these imports and tho 
products of indigenous industries. 

5006. There only being this difference, that rela- 
tively gold did not enter into -competition with any 
of tho internal industries of the country ? — Yes it did ; 
if people buy gold they won’t buy doth 

Tho Chairman thanked the witness on behalf of 
the Commission and the witness withdrew. 


{Adjourned for lunch.) 

Sir Vlctoil Sassoon, representing tho Bombay Millowners’ Association, called and examined. 


5007. {Chairman.) Sir Victor Sassoon, you have 
coino to assist the Commission on behalf of the 
Bombay Millowners’ Association and you are accom- 
panied by the Secretary of tho Association? — I have 
got tho Secretary and also another member of tho 
Association who is more conversant with tho technical 
side, Mr. Stones, who is also a member of tho Com- 
mittee. 

5U03. Thu Bombay Millowners’ Association is an 
association of the owners of cotton mills? — The word 
11 owners ” is rather a misnomer. Wo ure more the 
managing agents of mills. It dates from tho time 
when most of tliu mills were proprietary, but I don’t 
suppose there is a single agent now who owns the 
mill lie manages. 

5009. For tho benefit of tho members of the Com- 
mission, who may possibly not bo familiur with the 
organisation of business in Bombay, will you toll us 
what tho typical work of tho managing agent is to 
the industry? — Shortly, the managing agent is a firm 
who lakes tho place of u whole time servant usually 
styled Managing Director at Homo. The Managing 
Agent is not, however, a whole time servant but nets 
for a number of companies as a rule, besides carrying 
on his own business, generally that of a merchant. 
Tho practice dales from tho tiuio that suituhlo men 
were very much sought after, and has the additional 
convenience of at any rate one partner being on the 
spot to curry on the work while the other is on leuvo. 
But besides carrying out the executive functions of 
a managing director, a firm of managing agents is 
largoly responsible for arranging any finance roquired 
by tho concerns they manage and to do this have 
to pledge their own credit. This is probably their 
most valuable function to-day and the reason why 
they havo not been superseded by whole time 
managing directors. 


5010. Wo have the benefit of a memorandum* from 
Mr. Maloney, tho Secretary of the Millowners’ Asso- 
ciation, which sets forth in some detail the proposals 
and recommendations of your Association, and I will 
proceed if I may to usk you some questions to elucidate 
the nature of your proposals and to ascertain the 
weight of emphasis which you place upon them? — 
If I may interrupt for a moment, Sir, what xny 
Association liavo allowed nie to say in coming before 
you is that we do not pretend to be experts in 
currency ; we obviously view the matter from a rathox 
domestic point of view, but at the same time certain 
members of the comiriittco thought that they would 
liko to amplify, if you notice, what we call sugges- 
tions; but really what we wish to emphasise 
is what affects us more closely, that is to say, the 
effect of an appreciated rupee to-day and the effect 
of a gold currency. That is what affects us more 
closely; the rest are merely suggestions, and I de 
not suppose I ahull be able to givo you opinions which 
would rank os weighty as those of tho experts you 
have had before you. 

6011. I should naturally suppose it would a mis- 
apprehension to conclude from what you havo said 
that your proposals refer only to the interests of the 
Millowners’ Association ; I should rather suppose that 
your proposals arc put forward on the ground of 
general public interest? — On the ground of general 
public interest certainly, Sir; but at the some time 
shall we say more from the business man’s knowledge 
rather than from a currency expert’s knowledge. I 
mean we have certain views which you may call com- 
monsense views held by business people; but certainly 
my knowledge as to the details of some of these 
technical questions is by no means extensive, and 1 
should not perhaps be in a position to reply ifl to 

* Appendix, No. SB* 



MINUTES OF EVIDENCE. 


267 


11 December, 1925.] 


Sir Viutoh Sassoon. 


ICuntinuvd. 


certain causes and effects if it concerned the very 
highly technical part of currcucy questions. 

d0l2. Wo uro U> look upon your proposals in the 
sense that you uro only prepared on behalf of the 
Millowuers’ Association to deal with these muttors in 
so far as they affect the practical interests with which 
you are acquainted ?- And also, shall wo say, a lay- 
man uud not as an export; it is chiefly that side 1 
want to emphasise; L do not pretend to be uu expert 
at all or to huvo expert knowledge. 

5013. 1 think wo shall probably all agroo that know- 
ledge which is based upon practical experience is Ihc 
only knowledge to which very much attention should 
be paid in such matters. You say: 14 They further 
consider that the two main essentials for tho perma- 
nent solution of the currency problems are: — The 
introduction of a true Gold Standard in India with 
the valuo of tho rupco fixed at u rate which will 
correspond with countrios where currency lias 
returnod to its normal vuiue. ,J You continue: 
44 With tho rupoo exchange ut tho prose lit rate 100 
United States of America gold dollars arc worth 
Ks. 272*4 as against its. 307*8 in January, 1914. 
From this it would seem that tho present value of 
Llio rupco is far too high unless tho Government oi 
India nro in a position to show that the United States 
of America has a depreciated currency.’ * That 
leaves sumo little doubt in my mind, and the doubt is 
this: too high in relation to what?- In relation to 
tho gold dollar. 

5014. What standard aro you referring to in the 
relation of tho rupoe to tho dollar? — Wo are tuking 
the standard which was in existence before tho War, 
wluvt you might call the par values which were in 
existence fur a number of ycurs in this country and 
for a large number of years in others, and wo are 
comparing tho position to-day as far as India is con- 
cerned with a country like the United States which is 
commonly supposed to bo very prosperous and to 
liave couio out from the effects of the Wur better than 
most other countries of tho world. It uppears 
illogical that tho United States should have a 
depreciated exchange as compared with India com- 
pared with tho pre-Wur values. 

5015. Of course, it is apparent that the present 
value of tho rupee is higher in relation to the dollar 
than it was, but it seems to need greater clearness us 
to whether it is necessary to proccod from the obvious 
circumstance that it is higher to tho further con- 
clusion that it is too high. Do you mean that in 
relation to Indian prices the rupco is overvalued in 
the external v«lue?--Wo were rather looking at it 
from the point of view of our external relationships 
in our competition in the world markets, the com- 
petiliun that India has to fight from an industrial 
point of view. We take the example of tho United 
States, because, although wo are not as advanced 
industrially as they are, we, in common with them, 
are largo exporters of product*. Further, wo note 
that tho United States docs not appear to be in favour 
of having an appreciated exchange, and have been 
helping the pound sterling to regain its par value, 
and to keep it. This was confirmed to me by my 
hanker friends in New York on my visit there last 
summer. 

5013. is it then your opinion, or is it not, that tho 
i upeo is still overvalued as regards its external valuo 
in the sense that there has still got to be a sub- 
stantial readjustment of internal prices in Indiu in 
onler to produce an equivalent of the internal and 
external value of tho rupee? — As far ns internal 
prices are concerned, there is no doubt that ooroals 
and pulses, which nro tho products of the large bulk 
of the agricultural worker, are much below prices they 
should be at if yuu take into consideration the rise in 
cost of living and if you tako into consideration the 
rise in wages and salaries that have taken plaoe in 
towns and in industries in Indiu. That is, talking 
generally, if wo tako the particular point of wages in 
industrial concerns like our own, we find ourselves in 
tho position that the pre-war par wus reached, l 
think, somewhere about last September. The present 
Qd. rate was only reached, 1 think, in March of 
this year. Our industries and the industries of this 


side of India— 1 am leaving out the Eastern si do 
where they have gut special conditions — have not been 
ilourish ing during the lust 15 months, and we find 
ourselves in tho position that, through the riso ill (lie 
gold value of tho rupee, our labour is being paid 121 
per cent, more from the world point of view than it 
was before, although you cannot tell a mill hand that 
his wages uro 124 per cent, more bccuu.su ho is only 
thinking in rupees. And this high exchuugo is also 
hitting us as regards all our fixed charges which we 
cannot get uwuy from. It is not only hurling us 
seriously us regards our trying to export our finished 
article; it is also hurting us internally because it 
acts as an advantage to competitive imports as well , 
ami, therefore, if wo were merely to go buck to Llio 
position wo were in 15 months ago as regards charges 
wo would have to reduce salaries and wages, which 
are the only things wo could reduce, by something like 
13 per cent. 

5017. I do nob quite follow thul last figure?- If wo 
aro to he in tho suine position us wo were 15 mouths 
ago, when tho gold valuo of exchange was Is. 4d., sis 
regards computing with tho world in India alone, wo 
should have not only to reduce salaries and wages hy 
12 per cent., bub by un extru half per cent., to make- 
up for tho incroa&o in gold vulues that wo have to 
pay on rates and taxes, insurance and similar items 
which wo cannot control. It is always said these 
matters udjust themselves. It is very difficult in 
India to adjust wages, and 1 tako it that oven the 
Govonimcnt must find it difficult, because I have not 
heard that there is any suggestion that tho Govern- 
ment salaries and wages should bo reduced by 12} 
per cent, owing to the appreciation during the last 
15 months. 

5018. What lias been the general tendency of wages 
in the cotton industry in Bombay over a considerable 
peiiod, shall wo say, for the last 25 years? They have 
always been upward, of course ; wo have got a 
nominal 70 per rent, increase in wages siuco the 
wur; actually, if you tako the pre-war figure as 100, 
tho wage would ho 231, while the riso in ull com- 
modities (1 am taking these figures from the Indian 
Trade Journal of the 12th November) would be Ml 
per cent, or figures of 1(K>. 

5019. You have given us some very helpful figures 
compared with the pre-war period. Your general 
reply would bo that, for tho preceding period, tho 
figure would he upwards? — It would not ho 
downwards. 

5020. What lias been tho tendency of W'uges since 
this actual movement in the general level of world 
prices, since about tho middle of 1921? Wo have had 
no cuts at all; the wages have not altered; to-day 
they are getting the same wages as they were receiv- 
ing, they still receive tho peak; other countries have 
had cuts since tho wur, u r o have not. 

5021. In view of those circumstances, that there 
was a general riso in wages which appears to have 
ceased in 1921, I want to ask your opinion upon a 
contention which might he advanced from another 
point of view, that is, that although tho riso in 
exchange has not been olf-set by any reduction in 
money wages, it has in fact been offset by the pre- 
vention of the regular increase, and Lhus ail adjust- 
ment has taken plare, although tlio adjustment is 
masked by the general tendency of wages in Bombay 
to rise? — That, of course, is rather a difficult question 
to answer; wo can obviously show you how tho average 
rest has dropped from 179 to 190, I moan the average 
cost in all commodities, since September lust year; J 
take that dale because our exchange was then about 
Is. 4d. gold. 

5022. That is the general index number of prices of 

commodities? — Yes; but tho great trouble is that 
there is a considerable amount of masking thorn — I 
moan it is very difficult to answer, bocauso world 
pi ices obviously do affect our own prioea hero; you 
cannot get awuy from that, especially whon you are 
dealing in world renunodiiios, such us wheat and 
linseed and Buch liko; but 1 do not think that, 
although, admittedly, they are bound to be affected, 
the one balances the other. In my mind, although it 
may have masked a possible rise 
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5923. Lot mo put it to you in quite a crude way 
in order to mukc it clear that our minds aro at ono. 
Wages suddenly liegau rising; then exchange began 
to rise; at that point wages stopped rising, and that 
was, as a matter of fai t, effected by the adjustment 
ri-Milting from the rise in cxchango making itself fell 
upon wages? — I did not follow that; that is quite 
easy. In other words, your point is that if it hnd 
not been for the rise in exchange wages would have 
risfii since last September. That is much simpler. 
1 can say “ no,” because (I am talking since 
Si ptember, 1024) there hml been no rise in wages for 
some period before that. 

o()24. 1 am taking from July, 1021, which is the 
point at which exchange liegan to rise? — Wo are not 
complaining about any rise in exchange up to the 
1 m. 4d. gold which took place about September, 1924. 
I do not think, as far as our industries are concerned, 
that, even had exchange remained where it was, that 
there would have been a further rise in wages during 
the last year. 

5925. That is an important relevant consideration 
which you have now advanced. What ure the grounds 
for your opinion that there would have boen no 
further rise in wuges } even if exchunge hud not 
chunged? — Recause owing to certain world conditions 
the industry was not in the healthy position in which 
it had boon when the extra wages were given. It is 
obvious that workers ask for an increaso only when 
the industry prospers. 

5025. Is that obviously the case always? In Tudi.i 
I think that yon can take it that tvlicii lnliotir sees 
an industry prosperous, as during the boom years, it 
is supported in its demand by public opinion; on the 
ether hand, when the industry is not holding its own 
the question that confronts your JuIxHirer is not 
whcl her lie can get a further rise, but whether lie 
can keep wliaf lie has got, especially when wages in 
similar industries abroad have fallen and his has not. 
for it must bo remembered that both Lancashire and 
America liavo made wage cuts from their top. f 
think that the psychological oiroet that other countries 
had made cuts and wc hnd not would have prevented 
any serious demand for a wage increaso during Lho 
pci iod you mention. 

5927. You would then attribute the cessation in the 
liv* of wages rather to the psychological effect than 
to any change in the cost of living?. -Yes; I am quite 
cei lain of one thing tlint the rise in the rates of 
wages of the millhaiids, being, aa it was, 249, was 
much higher than the highest commodity rise; let us 
take the highest that I liavo got hero on this sliced ; 
in 1921 the average commodity value was 181; it was 
lower than 1920, when iL was 204; in 1922 it was 189, 
and in 1923 it w*as 175; in 1924 it was 177. These aro 
general index numbers. So there was nothing from 
the point of view of rise in cost of living to liavo 
justified a rise in wages, when they wore getting 230. 

5028. That must bo tho Calcutta general indox 
number? — Yes. 

5029. Do you think the Calcutta index number 
tli rows very much light on the cost of living? Should 
it not rather bo in lho form of a budget of a wage- 
earning household? — To be very frank, T ulways view 
all l hose cost of living figures with groat suspicion. 

5030. T quit© appreciate tho force of your reply; 
hilt, apart from that, does oven a highly scientifically 
based and calculated indox number of general commo- 
dity prices throw very much light upon tho coat of 
living index?— It gives you tho trend of prices, even 
if you do not take tli© actual average; when I look at 
it I rather look at cereals, sugar and the more 
obvious things that wo know tho labouring man takes. 

5931. The point is thiR, that tho into, on the 
in ci age, must lie so very different for the budget of the 
working class household, whom you have got the con- 
stituents composed mostly of lentils and so on, that 
Jem run the risk of getting a very misleading figureP 
- I quite agree, blit as far as we aro concerned here 
we do know from practical observation that the rise 
in wages of our mill hands is more than the riso in 
the cost of living. It is proved by the way they are 


spending their money. They are buying luxuries 
tiiey could not afford before. I am even now taking a 
census in my mills of the number of men who uro 
wearing imported doth costing 30 per cent, more than 
what we sell them, because we always let them have 
out cloth ut reduced prices; in the old duys they 
could not afford to buy the imported kind. Then, 
uguin, tho domand for money orders to tho districts 
from which these men come has increased tremen- 
dously, and that demand is still keeping up. You may 
take it that they are much better off than they were 
in pre-war days. 

5032. Your opinion is that there lias been a steady 

and substantial increase in the real wages, and, in 
consequence, an increaso in the standard of living? — 
No, Sir; the increaso lias not been in tho standard 
of living; tho incrcuse has been in tho purchase of 
luxuries, in drink; instead of drinking country 
liquor the workman now likes to drink a bottle of 
wine with a foreign name on tho outside; some of 
them huvo boeu sending money to their homes; these 
people no doubt have obviously increased tlioir 
standard of living when they return home; hut there 
has been a good deal of 

5033. You are referring more to the moral aspect of 
it?— I would call an increase in the standard of 
living, living in a better room, or having fewer 
people in the existing rooms, but they do not do that; 
they still Jive huddled up as they did; they will eat 
more, and drink more and enjoy themselves more 
now ; lmt if you take eomo of their moiioy away they 
will only have to do wiLhout their luxuries, for their 
overheads, such as rent, have not gone up. 

5034. The increase in the rate of wuges has resulted 
in an increase in expenditure on luxuries ? — Expendi- 
ture which is not necessary. 

5035. i wunted to follow out whether, ns a con- 
sequence of that, you aro recommending that it would 
bo inadvisable to stabilise the rupee ut a higher value 
Ilian Is. 4d. gold?— That is from the point of view 
of fluctuations. 

5030. Lot me generalise the question: 1 understand 
your general recommendation is that the rupco 
should be stabilised at Is. 4d.?_YVe think that it 
would bo a point which you can stabilise it at owing 
to tho experience of the post; whereas wo do not con- 
sider that it can bo stabilised at Is. 6d. 

5037. Is tho basis of your recommendation because 
it can bo stabilised at Is. 4d. mid cannot bo at Is. Od. 
or is the basis of your recommendation the advantages 
that would be conferred upon Indiu pr any part of 
tho Indian community by the selection of tho Is. 4d. 
rate?— Our main point iB that the Is. 4d. ruto is to 
tho advantage of India as a whole and to the largo 
majority of the inhabitants of India. Our second 
point is rather taking the point of view of tho mer- 
chant who says: “ Let us have a stable exchunge; if 
you give us a stable exchange I do not mind what the 
rate is.” The first point is the reason why we ure 
really fighting for this Is. 4d. But wo say that, if 
you are talking to a merchant who does not mind 
whether the rnto is Is. 4d. or Is. Cd. so long as he is 
able to buy the goods and ho can trade (and T, too, 
am a merchant, and I am speaking from practical 
experience) but who does want a stable rate, you 
will get it with Is. 4d. more easily than with Is. fid. 

5038. Dealing with the first aspect, namely, the 
positive advantage that the Is. 4d. rate might confer 
on the Jndiun community as a whole and on various 
sections of the Indian community, carrying out your 
original suggestion, it would be useful, I think, if I 
were to ask you as to the effect this would have on 
tho particular interests with which your association 
is concerned. What would bo the effect upon tho 
business interests with which your association is par- 
ticularly connected of tho reduction of the rate to 
Is. 4d. P — At the present moment, ns you know, Sir, 
the excise has been removed, and therefore this would 
obviously appear to be a distinct advantage to the 
mill industry, not necessarily from tho point of view 
that they are going to mako more, but that they can 
sell at a lower prioe by its removal. I have worked 
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out the difference between the present Is. 6d. raty 
uud Is; 4d; Yfite as a very littlo less than the excise, 
So to-day, with the excise removed, all we are sotting 
Is, t think, a ’03 per cent, advantage over what we 
would have had if tlie excise had been left on and we 
had our Is. 4d. gold as w r e had last year. 1 am afraid 
1 have not been clear P 

5039. Ab 1 follow your reply, it is that whatever 
bad effect was produced by tho rise to Is. 6d. is sub- 
stantially counteracted by the removal of tho excise P 
— dU though it is generally considered that we must 
have benefited by tho removal of tho excise, that is 
not tho cnee; it is merely giving us back what was 
taken from us "before by the rise in exchange. 

5940. There is a minus to set against that plus? — 
And the position to-day is that from what wo can see 
of trade generally, the mill-industry ns a whole will 
not be able to work at a profit during the coming 
your, in spite of having got the exciso removed. 

5041. You are assuming in your reply (I don’t say 
whether rightly or wrongly} that the reduction of the 
rate to Is. 4d. would confer some benefit upon tho 
cotton industry. What l wanted to ascertain was 
wha t benofit that would be and how it would act?-- 
T'thmk in the first place, it would moan a reduction 
of 12 per cent, in wages, which would not bo modo up 
by a rise in wages. J. don't think, Bpcaking generally, 
4hat if you went bock to Is. 4d. there would be any 
consequent rise in wages, certainly not in our 
Industry and not for a large part of India. I think 
it would probably lead to higher prices for certain 
produce like cereals and pulses, and wo, as mill- 
owners, would wolcomo that because, although the 
cost of living might be increased slightly in conse- 
quence, moro monoy would bo going to our purchasers 
who would have more to spend. Tho trouble which 
we find is that our customers, who are the poorest 
people, the agricultural people in Tndia, have, in 
spite of fiyq. good monsoons, not been able to buy as 

'much* 'of our products os might bo expected; and 
, although, as I havo admitted, these index numbers 
1 are often misleading, 1 think tho fact that you have 
only got 135 as the figure for cereals, and 241 for 
cotton manufactures, can bo taken as fair support of 
wlmt I have boon saying. We think that if tho index 
numbers of cereals and pulses approach moro nearly 
to the general average mid more particularly nearer 
to tho figure for cotton goods, the ryot would have 
more money to spond on our products. 

5042. liOt ii 3 follow thnt up a littlo. The mi 11- 
owner’s position would bo improvod because, on the 
fall in exchange, he would get more rupees for his 
foreign currency for which ho soils his exports? — Yes, 
it would help us in our exports. 

5043. The importer, on the other hand, would have 
to pay more rupees for whatever he imports, in order 
to lay down tho same foreign credit ns he paid for 
these imports. That would result in a rise in the 
price of imported goods P — Which, Sir, nro not, or 
a very infinitesimal portion of which is in our opinion 
bought by tlieso poor classes with which wo aro 
dealing. 

5044. Laying that point aside for u moment, lot 
ine ask to what extent docs tho cost of production, if 
at all, in your cotton mills depend upon imported 
goods ?— The replacement of machinery— J am not 
taking the main machinery because that is already 
there — replacement of machinery and stores .... 
let me see, for yarn it is 1J per cent., for cloth wear- 
ing it is 5*7 per cent. 

5045. That makes a total of round about 7 per 
cent. P— No, tho yarn is included in tho other figure. 
If you take it on the finished cloth, it is 5*7. 

5046. Your reply is that the proportion of tho cost 
uf production which is affected by the price of 
imports is round about 5 per cent. P— Between 5 and 
0 ; say 6 per eent. to lie on the safe side. 

5047. Now, take the other greut constituent in tho 
cost of production, wages. You have expressed tho 
opinion that the cost of living depends very much 
upon the cost of those foodstuffs produced and con- 
sumed in Tndia P — These cereals. 


5048. Yes. Tn your opinion would tlio rise in tho 
price of imported foodstuffs havo no reaction at all 
upon tho internal prices in India of those articles? — 
Sugar, of course, is a separate commodity. Even 
then they have gut their unrefined sugar, they could 
use that for the poor. But most of the imported food- 
stuffs are imported for the Europeans. 1 don’t think 
they compote with your ryot at nil or your mill hand. 
His rice, his cereals, there are no imports of these, or 
of anything that eoiihl compete with tlieso. 

5049. Let us take it from another point of view 
which may perhaps make dearer the scries of con- 
tentions which, in order to apprehend your views, I 
am venturing to put for your opinion. Supposing 
tho rate wore to be fixed at Is. 4d., by what methods 
ns regards the currency of the country would* tho 
change ho cffoctcdP — There iny association havo 
allowed me to suggest that we should not bo dog- 
matic, as we are not currency experts, os to how it 
should be done. Wo only know that it has only risen 
from Is. 4d. to Is. Gd. exchange in the last fifteen 
months, and we aro convinced that a return to the 
Is.. 4d. rate would not causo a national crisis or any- 
thing of that sort. As for tho actual methods, ns to 
how it should be done, whether quickly or spread over 
ft period, our point of view is that it is for the 
expert to point out tlio best way. 

5050. Bo thnt perhaps I ought to venture to load 
you a little moro. Would it ho nn answer, were it 
to he put to us, to say tlmt just os a rise to Is. Gd. 
lifts been brought about by a restriction of the 
currency and by various methods that have been 
explained to us, so a fall to Is. 4d. would bo brought 
about by an increase of tho currency, and by a re- 
versal of tho methods previously employed to restrict, 
the currency P- Well, Sir, if your point is how a fall 
shoujd he effected, T think thnt two bad monsoons 
will certainly give you that fall without tlio necessity 
for inflating (if you want tho word) currency. Our 
point is that it is only through tho occurrence of five 
consecutivo good monsoons that the Is. Gd. gold rate 
lias been got. Thnt is a record, and the chances are 
that we will have a series of bad or only partially 
good monsoons, wliich would automatically bring your 
rupee down without any need of increasing the 
currency. 

5051. Now to bring you to a point upon which the 
(Commission would be glad to have your opinion, may 
T ask you to make nn assumption that the Is. Id. 
rate is attained by a reversal of tlio methods by. 
which wo nro told that tlio Is. Gd. rate was* attained, 
that is, by some letting out of currency? -May 1 also 
assume, Sir, that that currency is to be lot out against, 
gold delivered to the currency offico, or is it to ho 
merely a pure inflation with no hacking tn it? 

5052. That is really not the question. Tf the 
transition within a reasonable timo is to lie attained 
to Is. 4d., can it be attained otherwise than by nn 
increase in tho purchasing medium in proportion to 
the things to be purchased P- -I think, Sir, that it is 
purely n question of whether you allow your gold to 
bo imported or converted into currency. Tf tho 
Government chose to say to-day, in practice we are 
making a Is. Gd. gold imported point, tlmt is how it 
is being worked, whatever the reason may bo — if you 
chase to say that for tho next three months wo aro 
going to make it Is. 5}d. and then afterwards Is. 5d., 
and then gradually bring it down by stages — there 
may be a disadvantage. As T say, wo aro not experts 
from that point of view. What we know is thnt the 
moment it gets normally to Is. 4d. wo should get the 
Is. 4d. rate fixed, but you are likely to get there 
within two years automatically. 

5053. I will ask >*011 a question about that, if I 
may, in a moment. I gather, thon, it is your opinion 
that reversion to Is. -4d. can be attained without any 

increase in the cost of living in tho country P I don’t 

say that, Sir, but I say thut %ny increase in the coat 
of Hvin&would not be anything like tho 12| per oaat-, 
difference between tho two currencies. It would he 
a much smallor one. 
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6054. Supposing there in an increase of even that 
small amount in the cost of living, would it be possible 
to resist a demand for increase in wages P — From tho 
mill lm lids' point of view, yes, because they have 
already got so big uu increase that it would be 
ii fm itesi inul, they would not feel it. 

5055. Lot mo put to you a final point which might 
be put by a critic, hi so far as there is any increase 
in the cost of living, and in view of the circumstance 
that you do not con template any rise in wages as a 
result of tho change, what would you say to the 
suggestion that, under those circumstances and to 
that extent, tho oxteut to which there wus a rise in 
tho cost of living, the benefit was being obtained by 
the cotton mill industry and tho cotton industry at 
the expense of the interests of tho wage earner in tho 
industry? — That could be said. Of course, tho answer 
would probably be, you have got so much moro than 
any possiblo rise in cost of living. You havo liad no 
drop at all since the peak, which has not been the 
case in any other country. Of course, if tho industry 
could stand higher wages, it would probably pay, but 
I do not think that tho industry would lw over- 
pmsporous even with this. Tt is a question of letting 
it live. 1 am assuming now that the advantngo tho 
industry gets would merely enable it to moko some 
sort of profit, to pay its depreciation charges and so 
on instead of as at present letting it mil at a loss, 
and 1 am assuming it could lie said that lalioiir was 
losing to tho extent of a small rise in the cost of 
living, lint, on the other hand, it might pay labour 
to have a smaller ronl wage, to a very slight extent, 
rather than havo tho mills closing down, in which 
case fhey would havo no wages at all. 

505(5. Hut, generally speaking, if we considered tho 
results of this change over a substantial period of 
time, is it, or is it not, your opinion that, as a result 
of readjustments following upon the change of internal 
prices and internal wages, tho benefit conferred upon 
tlio cotton industry might prove to be only a tem- 
porary one which would exhaust itself aftor those 
adjustments have taken place? — No, Sir. Sinco 
lnlxmr has been getting these high wages, one of its 
little luxuries lias been an increase in the absentee- 
ism. Tlicy have not boon working as regularly as 
before, and there is no reason why a man should not 
take away just ns good wages ns he has to-day hy 
merely being a little more regular. Since the hours 
of work have gone down, absenteeism has increased 
b enormously ; and one of their reasons is this. 44 If 
wn havo got tho money, spend it.” Wo maintain that 
labour has only got to work satisfactorily ns it used to 
work before to bo able to get the wages Ihoy aro 
getting to-day without any increnso in the cost of 
production. 

5057. I am aware that it would be an irritating 
contention, hut might not n critic contend that, as a 
matter of fact, this permanent benefit was being 
obtained at the expense of labour by robbing him of 
one of bis favourite luxuries, the luxury of absentee- 
ism? — When you arc dealing w r ith a manufacturing 
industry like the mill industry, I am Bure that tho 
mill band in Lancashire and America would not 
wolconio any cuts in his wages, but he has had to have 
them, and he has realised that when the industry is 
doing badly, he has got to hour his share of the 
burden. In this case, T quite agree if your cost of 
living is going up even by *0001 per cent. And you are 
giving no rise in wages, it is perfectly true that the 
labourer is suffering to that extent; but I might ulso 
say that during the last year his wuges have gone up 
12) per cent. I am perfectly sure his cost of living 
Tins not gone up, it has gone down instead, and we 
Imvo not got any of that hack, no lie would rtahy 1m> 
going linVk to where he was a year Ago, or fifteen 
iiioiTt1is"ggc). Wo lire really taking something which 
HT.TSi not expect that ho was going to got. 

5058. If w T © had n labour leader hero arguing 
agains( your point of view, ho might add this to the 
reply that “ it appears to mo that the porvnanent 
benefit which you expect to the cotton industry is to 
he obtained not really ns a result of a fall in exchange 
bill as a result of labour putting up with rather less 


wages and working harder ”?— 11 Less wages” or 
41 harder work,” isn't it, Sir? If they work harder, 
they are going to get exactly wliat they had. 

5U69. Very well, 41 or ” ; 1 accept your correction. 

Would there be anything in that contention? Only 

if a labour leader were going to assume that any 
advantage which came fortuitously was not to ho 
token away; I maintain that tliis rise in wuges 
within the last fifteen months was not asked for by 
labour at all; they just got it. We are taking away 
something that they got by luck and never expected. 
Labour never expected fiftoon months ago that they 
were going to get a riso in wages, or that the industry 
justified it. I do not think that even a labour leader 
would urge that. If he did, he might ask for la. 8d. 
exchange. One thing is certain, that either some- 
thing of this sort would have to tako placo or they 
will still have to forego this 12} per cent, and have 
that cut in wages; otherwise we cannot live. This 
year we have just got our figures, they are con- 
fidential, but I may give them to you — the industry 
has lost two crores of riipocs; and no industry can 
keep on at that rate of loss. 

5060. Tho point I wanted to ascertain was whether 
these fundamental difficulties in the situation would 
receive any permanent alleviation from tho change in 
the rate, or whether the alleviation would only he 
temporary? — I think that it would be permanent, 
because, us I said, tho rise they have got is 
unexpected. 

5061. Turning to the other aspect of the recom- 
mendation in favour of the Is. 4d. ratio, it is your 
opinion that a Is. Gd. rate is more difficult to main- 
tain than a Is. 4d. rate? Yon sny that 14 if the value 
of tho rupee was fixed at Is. Gd. gold, my Committee 
believe that in the event of two successive failures of 
Cho monsoon it would be found impossible to maintain 
its parity.” If we assume any scientific system as a 
basis for the currency of the country which provides 
for tho automatic contraction of the currency when 
there is a heavy demand for foreign currencies to 
cover foreign payments, why does your Pom mi Lt cm 
think that there is anything more difficult in tho 
maintenance of tho rate at tho higher stable figure 
than at the lower stable figure? The same reasons, 
Sir, for which it would be more easy to keep it stahlo 
at Is. Gd. than at tw*o shillings. 

5062. That is just the question. Would it?- Tt has 
been shown that it has not boon possible to keep it at 
two shillings. It has been shown in the past that it 
has been possiblo to keep it at Is. 4d. W© have got 
our record of the post to show that you cannot keep 
it stable at 2b. hut can keep it stable at Is. 4d. 

5063. Must you not try to distinguish lietween the 
difficulties of achieving a higher rate in comparison 
with that which prevails at a given moment, and the 
difficulty of maintaining that rate after there has 
been a period of adjustment during which prices and 
so on have accommodated themselves to the now rate 
— I am assuming as between two stnblo rates? — You 
are not assuming that prices have adjusted themselves 
to Is. fid. gold exchange? 

5064. I am making hero two assumptions for the 
purposes of a comparison. On the ono hand I am 
assuming a Is. fid. gold ratio to which pricos havo 
adjusted themsolvos, and on the other hand a Is. 4d. 
gold rate to which prices havo adjusted themsolvos, 
and I want to ascertain why it is easier to maintain 
tho lowor rate than the higher rate? — I think, Sir, as 
tho point is to maintain the rato when tho tendency 
is for it to drop, it is obviously easier to maintain a 
lower rate than a Higher rate. 

5065. It ii. not perfectly .obvious. tp -TO., why P— But 
it would appear, Sir, in practice--! am not an 
expert — in practice we do know that la. 4d. has 
been maintained, and wo are maintaining that if you 
have Is. Gd. gold since last March, and if priees could 
adapt themselves so quickly to Is. fid. exchange— it 
has been below Is, fid. and only reached Is. 4d. gold 
last September — a Is. 4d. rate cannot be any groat 
hardship, and we cannot see why there should be any 
reason to choose Is. fid., which is more or less a new 
six-monthly rate, 
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6066. You refer to the failure to maintain tho two- 
shilling rate. Should wo not reflect that, at the timo 
the offort was made to maiutain tho two-shilling rate, 
there was no provision for tho automatic contraction 
of currency, and would it not be a justifiable opinion 
that the reason why thore was a failure to main Lain 
tin. two-shilling rate was in fact because currency was 
not automatically contracted during tho sale of 
reverse Council llills P On tho contrary, thorn was no 
controction of currency, and does not thnt suggest 
that if you have got a system which provides for the 
automatic contraction of currency, once prices have 
adjusted themselves to one rate it is ns easy to 
maintain the one ns the other? — Now, Sir, you aro 
ashing me a hypothetical question and I am not 
technical enough to know. 

6007. The practical part of the question was 
whether the failure to maintain tho two-shilling rate 
was not really due to the failure to contract the 
currency? — Wo do know that us merchants wo 
consider that it is not going to bo beneficial to tho 
country to contract tho currency more than is abso- 
lutely necessary, and our point rather is, why choose 
the Is. 6d. gold? What is there magical about the 
Is. (kl. gold. And wo sny, why choose- tho Is. 6d. gold? 
It has not been Is. 6d. gold at any period that wo 
know of. Tho two-shilling rnto had one advantage, 
iliat it line existed in tho dim past, but it never has 
been Is. Od. What is the advantage? 

6068. 1 should put tho contention which has to bo 
met in this way, that there is nothing magical about 
Is. 6d., just a^ in the sumo way as there is nothing 
magical about Is. 4d. ; that the only big characteristic; 
about Is. fid. is that it is thn existing rate to which 
prices have substantially adjusted themselves, and 
that any variations from thnt rate would involve dis- 
turbances. Therefore the argument in favour of tho 
Is. fid. rate which is put before us w not thnt it has 
any positive advantages, but that it has tho negative 
advantage of avoiding any disturbance?— May 1 say 
thut if you had boon called hero ft little over a year 
ago, when the Is. 4d. rato was in forco, then it would 
have been said that as it was tho rate at the time it 
was a good rate. 

5069. Those contentions to which T havo referred 
apply with equal forco to tho la. 4d. rate, with the 
single reservation that the Is. 4d. rate had prevailed 
long enough to allow for substantial adjustment of 
prices? — I maintain that the Is. 4d. rate existed a 
great deal longer than la. fid. rate has existed. T 
think that any adjustment* that would have taken 
place with Is? fid. rate must have taken place since 
last 'March, which is a very short time, and I think 
that considering that you have Is. 4<1, so long, that 
it has really been in existence since the war, and tho 
Is. fid. in our view has only been made possible with- 
out artificial support because of your five good mon- 
soons, which is a record, it is advisubla to take a rate 
which is normal and suitable to tho fineness of the gold 
sovereign. Tt has been in existence for a long time, 
tho rate at which this country lnid down a good deal 
of machinery. The bulk has been laid down at 
Is. 4d. ; Is. fid. is an entirely new ruto. It might he 
that some machinery has boon laid down at over 2s.. 
hut 1 don't think much, and the bulk of it has cer- 
tainly been laid at Is. 4d. 

6070. Of course, the advocates of this contention to 
which I havo referred would, I imagine, say thnt the 
question is not whether once upon a timo prices were 
adjusted to some other rate, but whether they are now 
adjusted to the present rate, and I rather gather thnt 
your replies are based upon the fact that prices are 
not now adjusted to the 1*. Od. rate?— 1 do not say 
they are not; but I do say that if they are adjusted, 
the adjustment hns taken plane, between March and 
now. If you went buck to Is. 4d., they would 
readjust themselves with equal simplicity and without 
nay more trouble. 

6071. That makes it necessary for us to consider 
what that equal simplicity was. Your contention, as 
■ understand, would be that the adjustment to Is. fid. 


could only be attained at the cost of very groat dis- 
turbance t.n the various interests in tho country?- I 
maintain that tho Government is going to lose a 
great deal in LaxnLinn and that a large protective 
measure will have to be probably passed, protective 
measures for certain industries. I have got one liLLle 
point which may help you. The Tata’s steel ns a pro- 
tection of something like 11s. 12 a Lou. I am told 
thnt the difference in exchange between Is. 4d. and 
Is. fid. works out at 11s. 20 a ton. So tho Govern- 
ment will cause a great deal of trouble to themselves 
by having this new Is. fid. rate, whereas it' they went 
back to Is. 4d. they will probably find that a number 
of industries which now want protection will not need 
it, or they can justifiably refuso it. That is a point, 
in favour of going hack to tho last year’s rate. 

5072. If .1 may pass from thnt to the recommenda- 
tions of your Association as regards the basis of the 
currency system, do you prefer the English sovereign 
or an ludinn coin for legal tender? — As far as my 
association is concerned, 1 think they would like an 
English sovereign to he a legal Lender; hut I think 
they would probably also like an Indian coin of the 
same value. 

5073. Yon would see no inconvenience in having 
two coins circulating?- 1 do not think that there will 
bo any more inconvenience than ail English sovereign 
and an Australian sovereign circulating. 

5074. Docs the Australian sovereign circulate in 
India? — No, ImL in Australia they take English 
sovereigns. 

6075. Assuming there is iio difficulty in getting tho 
English sovereign into circulation by suitable arrange- 
ments, T want to know whether you have any objec- 
tion to the simultaneous circulation of an English 
sovereign and an Indian inohiir? I rather thought it 
was your opinion that you would havo both? T think 
they rely on English sovereigns to circulate. I do not 
think thnt my couimitten looked at it from this point 
of view. I do not think my committee has any par- 
ticular view one way or the other. 

5076. Then you recommend that gold certificates 
should bo issiiod on tho basis of Hs. 15 to the 
sovereign n gainst gold held in reserve in Tmlia. Any- 
liorly who brings gold will gcL gold?— In that con- 
nection 1 may say that my own personal view is not 
quite that of my committee. I am not so much in 
favour of it, I do not consider it so essential that 
there should ho gold currency as long as they have 
got the note, which is fully covered by gold. But 
taking it from the point of view of my committee, 
they consider that for a few years all the gold 
tendered should be taken and not necessarily gold in 
sovereigns, hut. nntes against this gold should he 
issued. They think that in that timo you would got 
a ratio of the metal held to the total amount of notes 
in circulation and tho silver rupees in circulation, 
which would compare very favourably with the Bank 
of England at the present time. 

5077. The accumulation of sufficient gold, to meet 
the obligation of converting outstanding rupees inLo 
gold, would no doubt involve tho accumulation of a 
very largo amount of gold in tho reserves?- The extra 
gold for present rupees? 

5078. Yes. If you are contemplating undertaking 
the liability to convert rupees into" gold at some 
future time, that would require the accumulation of 
largo gold reserves? On the same parity us in 
England. 

50/9. I do not follow? You will havo to have 
reserve of metal to the same percentage of tho note 
issue. 

6080. A ou contemplate only a percentage, approxi- 
mately equal to that of any currency system ? I 
think wo ought probably to have more. I think even 
t(Miay they have got trniro. J worked it out, 1 may 
bo wrong ; 1 looked into tho “ Economist " just now, 
and 1 find that the Bank of England has a 35 per 
cent, margin, whereas India to-day, on the assump- 
tion that your silver rupees are worth 8 annas only 
in bullion, has a 68 per cent, margin. 
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5081. That may be so. What I want to know is 
what your ultimate idea is. Is it your ultimate idea 
that Lho rupee should cease to he legal tender and 
should be replaced by the sovereign, by the gold 
coin? -T think that eventually, and here my com- 
mittee realise tliat it is very difficult for us to Bay 
when it should he, but it should be the ultimate aim 
of (jiovernment to limit the number of rupees which 
should be legal tender. 

6082. Can that bo done unless you have as a pre- 
liminary measure undertaken to convert outstanding 
ru|>ees into gold, rupees either in circulation or kept 
in hoards or other forms as stores of vuluo? Other- 
wise they might complain that the limitation of legul 
tender had seriously affected the value of their 
hoards, and that they bad not been given tho oppor- 
tunity of su list i In ting for them some more satisfac- 
tory medium?- As long a k the silver content of the 
rupee is not worth less than what is now, they would 
not be worse off. 

5083. Supposing 1 bold 1,00,000 rupees in my hoard 
and the (Government suddenly comes along with a 
declaration that these are no longer legal tender? — 
More than a certain number? 

5084. More than, say, 50 or 100 or any number. 
Will that not seriously affect the value of my sfcoros 
of value, because T cannot use them any longer? — 
You can go on changing the fifties. You can change 
for notes slowly. 

5085. i am assuming that, if you are holding a lakh 
of rupees you may not Ihiuk that you will he feeling 
secure? - Yes; though they know that the rupee is a 
token coin, they feel happier with the silver than with 
a note. Only it is a question of time. 

5085. Would you not admit tliat ihcrc would lie a 
necessity for nit intermediary period during which the 
rupees outstanding might lie changed into gold? — 
No; if you do not make any more rupees, the 
increased requirements of the country for single 
rupee currency would probably tnko caro of that, and 
you must remember that if nil the now currencies nro 
hacked by gold your percentage of gold to your total 
would bo even higher. To-day il is 33 per cent., if 
you merely lake the gold sterling reserve. I gave 58 
including half the value of rupees, but if we take 
uteri mg and gold it works out lo-da.v at 33 per cent., 
which is only 2 per cent, lielow England. 

5087. Supposing wo liavo about 150 crorea of rupees 
in active circulation?- I have got 200 down. 

5088. Supposing wo liavo the same amount, or per- 
haps a little less, of rupees held up in some form or 
other, could you estimate at all how long it would 
take for tho normal increase in tho requirements of 
currency of the rupee circulation to absorb those 
hoards into circulation? — The difference between good 
and had monsoons which bring out rupees would 
make adjustment- easier. It would moan that a large 
number of those rupees after had monsoons would 
eome hack into the coffers of the Government, who 
would refrain from re-issuing thorn. 

5089. lint at. the same timo you remember we arc 
meeting tho needs of the country for a normal 
increase of circulation liy tin* import of gold and the 
issue of gold certificates against it? — Let us tnkn a 
had monsoon when your rupees come from circulation 
into your coffers. Then it is for the (Government to 
decide wild her they should re-issue those. They could 
gradually incll those down and sell it as bullion, nr 
use it in other ways. Every year you will find a very 
great shortage in the change for your rupees. Tho 
demand for small coin is increasing and the silver 
rupees that are withdrawn might he melted nnd used 
for that. 

5090. Chairman : You further recommend that the 
sale of Council Rills should he restricted to the actual 
needs of the Secretary of State for tho financial year 
in which the sales are made; that the whole of the 
remittance operations of the Government of India 
should be entrusted to the Imperial Bank; that the 
control of the note issue should bn handed over to the 
Imperial Rank with definite regulations regarding its 
expansion and contraction; and that I think com- 
pletes tho positive recommendations contained in your 
memorandum ns regards possible improvements. 


5091 . Sir Alexander Murray : You referred a moment 
ago in reply to a question of the Chairman, Sir 
Victor Sassoon, to the point tliat Government should 
have intervened at Is. 4d. instead of ut Is. 6d., to 
fix exchange at Is. 4d. instead of at Is. 6d.P— 1 think 
I suggested that on the argument that had been put 
forward if this Committee had been sitting a year 
ago, tho Is. 4d. rate would have been uphold. As a 
matter of fact my own feeling is that tho mere fact 
that tho Committee is sitting to-day or tlicn is not to 
my mind sufficient reason to advocate either a Is. 4d. 
or a 1b. 6d. rate. 

5092. Rut the fact is that Govornmont did actually 
intervene on a Is. 4d. basis, isn’t that soP—Yos, it 
did for a period and then changed. 

5093. But they actually intervened on tho basis of 
Is. 4d. gold?— And then if T remember rightly, thoy 
moved up to 1b. 6d. 

5094. You suggost that we would be better off on 
a gold standard? Isn’t it true that gold prices in 
India would fluctuate with gold pricos in other parts 
of the world ?-~They would he influenced by world 
prices. But wlicro you have got a country which 
exports foodstuffs you do not get tho fluctuations as 
absolutely as in a country like England which imports 
its foodstuffs and which would feel the influence to the 
full extent. In a country which produces its own 
foodstuffs a good deal depends upon tho harvest. 

5095. Speaking generally one of the main advantages 
of going on to the gold standard is that prices will 
fluctuate uniformly all over tho world on the basis 
of tho gold standard? — 1 do not think thnt that is 
so. In certain cases they would; in the imports they 
would; hut in your foodstuffs they would not neces- 
sarily, that depends on your homo harvest; just as 
sometimes you might got your prices locally, even 
under the gold standard, above the gold prices of the 
world. 

5090. Do you remember that a year ago America's 
price index number was actunlly 149 whereas tho 
index figure for India was 179, Calcutta 181, Bombay 
an average of 180; that is to say, gold prices in India 
a year ago were actually 31 points higher than 
American prices?— The danger of the index figures, 
which the Chairman has already pointed out, is more 
emphasised when you are dealing with a country like 
the United States and comparing it with a country 
like India. The index figures are not so useful in 
comparing one country with another as in showing 
the fluctuations inside the country and even then, 
ns the Chairman says, it is dangerous to rely on them. 

I do not agree that ns a comparison they have any 
value at all between conditions so wide apart as those 
which exist in the United States and in India. 1 
mean the standard of living in the two countries 
is so different that I do not think you could compare 
them. 

5097. It is rather an extraordinary coincidence that 
now in 1925 the price index numlicrs in nil three 
countries, Great Britain, the United States nnd India, 
are more or less in line with one another, namely, 
157 P— I shall be interested if that is tho case to know 
exactly how tho prices of your cereals and pulses com- 
pare with those of those other countries. 

5098. Tho cereals and pulses are included in your 
average prices?— Yes, but I should liko to have those 
taken out here. Cereals and pulses affect something 
like 80 per cent, of the agricultural population. 

5099. You cannot take individual things; individual 

pricos must fluctuate even under the best managed 
system P— But if 80 per cent, of your population has 
to depend on cereals nnd pulses, I think those should 
he taken into account. . 

5100. You are a representative of tho Bombay Mill- 

owners’ Association?— Bnt ns the Chairman put it at 
tho beginning, I am also hero to make suggestions 
for the benefit of tlio country and not merely from 
our point of view. , . 

6101. From the millowners* point of view am t 
right in saying that the wages in Indian mills have 
gone up 130 per cent. If 100 is the pre-war figure 
it is 231 now P — Quite true; th#y hove gone np from 
100 to 231. 
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6102. But the cost of living has never boon above 
190P — That is right. 

5103. And your last wage increase was given iu 
1921 when the cost of living level was actually only 
about 177 according to the figures I have here? --.That 
is where the discrepancy comes in. There oro two 
forms of raising wages. One is a percentage which 
is an increase over all rates, that is to say, if your 
rate is 100 and you give a 70 per cent, increase for 
cost of living he gets 170; but the mill industry ns 
well as giving that 70 per cent, over the 100 raised 
the basis, raised the 100, and tho nut result is wc 
have 231, if you take wages to-day compared with 

msr 

*''15104. And the cost of living to-day is 161 as against 

100P— Yea. 

6105. And you think you are justified in not putting 
pressure on your workers to reduce tho cost of living 
as they have done in other countries. For instance 
when you gave the lost increase of wages in 1921 
the index figure in Bombay for tho cost of living was 
177. In the United Kingdom it was 219. In the 
United States it 217. Well, since then the United 
Kingdom and t)> ; 4 suited States of America havo each 
dropped their ^4dcx number by 40 points. You have 
oidy taken yours down about 20 points? — Well, tho 
cost of living is not the same in two different countries. 
1 think a good deal depends upon tho percentage of 
necessities against the total amount of tho cost of 
living in the two countries. 

5106. Quite true, but 1 take it the cost of living 
is more or less on the same lines in those countries. 
What I mean is that other countries lmve reduced 
their cost of working expenses more in keeping with 
the reduced cost of living? — Other countries have 
certainly reduced wages but one of the groat argu- 
ments of labour to us when we have given thorn 
these figures, is that although they agree that they 
huve had a much bigger rise in wages than there lias 
been in tho cost of living, they maintain that the 
standard of living was so low before the War that, 
it should he. raised for the industry, and do not 
propose to go buck to the state they were in before 
ihc War. 

5107. Not entirely? - Not at all. If you ask Mr. 
Joshi ho maintains it should be increased to-day. 
As you know, where un industry is making money, it 
does not mind sharing some of it with the workers, 
hut not otherwise. 

5108. Yes, hut you have not been making money for 
the last few montlisP - Well, we tried to reduce the 
cost of living. 

5109. Not having got that, you got the excise duty 
removed P — To lie quite frank, haying tho excise duly 
reduced so buluuces the wages and the exchange that 
\Vc are really no better off than we were before; hut 
os a pledge has been given wc have to restore the 
cuts. Asa business man I can say it is not justified. 

5110. And the Millowners’ Assoc iation now suggests 
that the rate of exchange should he reduced from 
1s. Gd. to Is. 4d. in order that the 12-.} per cent, cut 
you would like to have made but could not might 
be covered in that way? — Not entirely or merely in 
our own interests. It is going to benefit the 89 P C ‘J‘ 
cent, of agricultural labourers who nro dependent 
on tho cereals and pulses and in that way it wi 
benefit the whole country. Wc arc not asking for it 
against tho country but with the country. 

* 5111. Sir Maneckji Daduhhoy: Sir Victor, am I 
right in inferring from your discussion that tho ratio 
of Is. 6d. has not continued sufficiently long to give 
us any idea that it has settled down at that rate 
and that we could revert conveniently to the former 
ratio of Is. 4d.P— I take tho view that if it only 
took from March to now to got that rate nml it was 
done so Bimply and so easily and wages have not in 
my knowledge dropped during that period to make 
up for the exchange rise, if you returned to the 
Is. 4d. there would be no necessity for wages to n c 
hern u hc’ wages did not drop in that period. 

5112. There would not- be any appreciable economic 
disturbance?— 1 say we did not have a drop in wages, 


so there need bo no riso in wages; tho two balance 
each other. 

5113. And people during the lust 25 years havo got 
accustomed to tho ratio of Is. 4d. in all their dealings 
nnd transactions, and to thorn that ratio would ho 
more preferable than the ratio of Is. 6«1.P — Certainly. 

5114. You have stated in answer to tho Chairman 
that if wo went back to Is. 4d. there would bo no 
riso in wages in your districts. Do you fear any 
serious disturbance in tho internal economy of the 
country in rural areas?- I think there would probably 
lie some rise in the prico of cerculs and pulscN. I 
think I said to the Chairman that 1 thought that 
in ices would probably rise to some extent but to a 
very small extent compared to tho J2J per cent. 

* 5115. Can you give us sumo idea of Mint rise as 
compared with the 12* per ceil l . Have you worked 
out the figures? No, hut I am just looking nt the 
difference between September, 19*21, for roroals and 
October; there has been a drop of 7 points there, 
but of course the big trouble admittedly in this is 
that articles like cereals are affected by world prices 
to a certain extent, and that this drop of 7 may 
not be due entirely to the exchange going up to 
Is. Gd. ; it is bound to lie affected by world conditions 
us well. That is the danger of taking these figures. 
I do not feel somehow that in the short period lielweeu 
March and now we could bo feeling the drop; wo 
ought just to lie beginning to foci the drop. There 
is always some delay. I do think that any drop there 
might have been during that period due to exchange 
would only just be beginning now to make itself felt. 
So if you turn to the eeonrunie side of the matter, 
the people would not- have been feeling the effect 
of the drop till very lately. 

5116. Amt would you do it immediately or would 
you require soino period? — My own personal feeling 
is that if it is done immediately, you would have no 
trouble at all because the effect of Is. Gd. is only just 
beginning; tho quicker you are, the less the effect 
will be and the less you will have to undo. 

5117. Regarding a gold coin your Association 
expresses its preference for the sovereign?- A 
sovereign or else an Indian coin of the same value. 

51 IS. From the point of view of tho Empire, would 
it not ho more advisable lo have one gold coin all 
over 1 lie Empire like the sovereign? You mean in 
contradistinction to having an Indian sovereign? 

5119. 1 mean if you are going to have a gold 
currency would not. that bo desirable? — If everybody 
else* has it. Blit supposing South Africa, nml the 
Dominions; Australia has its own golden sovereign 
I know. T have seen them and handled them ; if 
they want their own sovereign, there is no reason 
why we should' not do the same as they do, hut I 
s«c no reason why we should have only the English 
sovereigns. 

5120. And would you have gold coins of smaller 
denomination? — As T say, my oxvn personal opinion 
is. not quite the same ns my committee's. My com- 
mittee have not only meant the sovereign. Feeling 
ns I do that it would be better not to encourage 
hoarding of gold, I should personally only have the 
gold sovereign, so that if they want to hoard they 
will only hoard the sovereign and not smaller coins. 
That is my pcrsonnl view. 

5121. (Sir Furxhntnmrbis Thnkitrdns.) Regarding 
wages you said you had made no cut since 1921. \Vnx 
not there something like a bonus which you paid to 
the millhniids which find been taken off? I was talk- 
ing of n cut in wages which did not include bonuses, 

5122. Do you include tho bonus in tho figure you 
gave, 231?— No; they havo had bonuses on top of 
that 231. 

5123. When did you discontinue the bonusP— Two 
years ago. 

5121. Therefore since 1021 you havo actually 
reduced something from the return to labour, which 
it had lief ore? — That is true, but it has not been 
included in the increase over 1014. 

5125. Any way you have made a cut or a decrease 
in payment to labour? — Yes. 


MS* 3 
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5120. if you uriri it to tlio 281, what would that 
come to? — it wus one month's wages per annum; but 
only some of them mudo the full amount, since most 
of them worked only for cortain periods. 

5127. What was the average!' — It was about 5 per 
cent. 

5128. When did you begin to give the bonus? — 
19J9 

5129. And when did you discontinuo it? — 1921 (i.e., 
no bonus was paid in 1924). 

5130. Did the labourers go on strike when you cut 
oil' the bonus? — Yes. 

5131. How long did they remain on strike?-- Six 
weeks. 

5132. Ami then they reconciled themselves to it. 
They camo back to work without the bonus?- -Yes. 

5133. Just one more question: it can bo said by 
some critic that you are seeking the Is. 4d. rate in 
order to benefit the industry at the sacrifice of the 
labourer. Would this ho a correct representation of 
your point of view? You have said in your written 
statement that if Is. Gd. was to continue it is likely 
that you may have to insist on a out in wngeB, and 
that might entail a long strike and a good deal of 
trouble between labour and their employers? — As 1 
said in reply to the Chairman, Is. Id. cxchuugc would 
merely make a cut of an extra amount which the 
labourer got without knowing it in the Inst fifteen 
months; if we do not have it, ami conditions do not 
alter, 1 think wo will have to make a cut which would 
entail another strike. 

5134. Which means that Is. 4d. would enable the 
employers to avoid that cut which would otherwise 
have to be made?- Exactly. 


5135. (Sir Vunthula nidus Thukunh.*.) If the scheme 
of gold standard was likely to cost the country a fair 
n mount, do you think tluiL in the interests of the 
Lux-p.iyrr you would disapprove of tho introduction 
of the gold standard owing to that cost? 

5130. (Chairman,) Perhaps it would he nioro con- 
venient to the witness to answer if you put a figure 
to him. 

5137. (Sir Pursholamdas Thakurdan.) Say a (Toro 
or so per year? — I should think that the advantages 
to the government from the existing taxation under 
Is. >ld. would more than make up anything like u 
crore a year; they would get a bigger return from 
their present rate of taxation by certainly inure tliun 
u crore, than they would gel by Is. Gd. 

5138. I was thinking more of the cost the gold 
standard and currency would entail on tho tax-payer: 
if it ciiLails an additional cost of a crore of rupees on 
the lax-payer, would you have a gold stumlnrd in 
preference to a gold exchange standard at that 
additional expense, or do you think it would bo too 
much to pay?- I do not Lliink that it would be 
necessary, because I think that the gain to the State 
by going back to the Is. -Id. rate would more tliun 
compensate for tho one crore. 

5139. (Chairman.) Just to make it clear, T think 
what Sir Pursliotaindus refers to is tho cost of intro- 
ducing a gold currency, while you are referring to 
the cost of returning to Is. 4d.? — 1 personally would 
prefer to have a gold standard; I foel sure my com- 
mittee would prefer to pay a crore and have a gold 
currency. 

5140. (Chairman.) The Commission is very much 
obliged tn von and your colleagues for your very full 
assistance this afternoon. 


(Th u mi i n rss «ri th drew.) 


FIFTEENTH DAY. 
Monday, December 14th, 1925. 


Pkemknt. 

This IIiuiit Hon. l<M)W,AltD lilLTON YOUNG, P.O., D.S.O., D.S.C., M.l\ (Chairman). 


Sir llAjKKimANATii Mookkrjre, K.C.I.K., K.C.V.O. j 
Sir Xohcot Hastings Ykelkh Waurmt, K.C.I.K 
Sir Reginald Mant, K.C.I.K., C.S.l. 

Sir Mankckji Nykamji Daimiuioy, K.C.I.K. 

Sir JIknhy Stkakohck, K.B.K. 

Sir Alexander Robertson Murray, C.B.E. 


Sir Purni iota m dab Thakuudah, C.I.K., M. 1). 
M.L.A, 

Professor Jahangir Coovkhjek Coyajee. 

Mr. William Edward Preston. 

Mr. G. H. Baxter ( Joint Secretary). 


Dr. Balk rib una, called and examined. 


5141. (Chairman.) Dr. Ilidkrisliiia, you are a 
Master of Arts and a Doctor of Philusox>hy? — Yes, 
Sir. 

5142. And Principal of the Baja ram College, 
Kolhapur?-' -Yes, Sir. 

5143. You are kind enough to come to assist us 
to-day with yeur evidence, and in particular you have 
given us tho advantage of a very full memorandum,* 
in which you set out your recommendations and 
support it by your reasons, which enables us to 
apprehend tho nature of your views. I should like 
to ask you a few questions to understand precisely 
liow your scheme in your opinion would work, and 
to elucidate any point that requires elucidation. 1 

Appcuriix No. 25. 


understand your proposals arc that, while a gold 
exchange standard should ho returned for a yeur or 
two, until 1928 in fact, the ultimate idoal should 
be what you describe ns a gold standard, that is, a 
standard with a gold currency? — Yes. 

5144. In the first paragraph of your recommenda- 
tions you say: — 14 Tho most ofioetivo measure to 
secure both stability in internal prices and foreign 
exchange is to introduce gold currency in the country, 
ns the Gold Standard is comparatively the mod 
stuhb standard . 99 Could you amplify that a little 
by giving us your reasons why it is that a gold 
currency in the country achieves a greater stability 
in the standard? — Well, going through the last fifty 
years, that is, from 1870, 1 should say, or 1874, we 
find the countries which were hawing a gold standard 
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had of course got fluctuating prices to some extent, 
just as in England, for instance, prices were fluctu- 
ating, but from 1900 practically we find, up to the 
outbreak of war, prices bad been rather stable. There 
had not been much change. Wlieu we come to the 
war period, of course the conditions become abnormal, 
and therefore we cannot base our conclusions for a 
gold standard or any other standard because prices 
were altogether divorced from the gold standard, and 
they were based merely upon tine inconvertible paper 
money. Therefore, our conclusions can bo based only 
up to the war period, that is, 1914. From 187U 
roughly, of course up to 1914 we find that Uio 
countries which were having this standard show ii*i 
great fluctuations in prices. 

5146. The countries which were having which 
standard P — The gold standard with a gold currency. 
England and Germany, Franco and the United States. 

I do not say that those wero not having fluctuations, 
or a rise and fall in the prices, hut not so much. 
And the world prices moreover ore linked together, 
and therefore there is always a stability for lime as 
well as for space. And thus, as T have Baid, gold finds 
its own level. Naturally, the prices will Ik* made 
stable. They will not fluctuate so much in varimi* 
countries, and if they don’t, that is within the con- 
fines of the country also, there will net to much 
variation in prices. Wo have to see the effect of tlic 
gold standard over time as well as over space, and 
I believe that NlntiNtics also go to prove that there 
has been such stability both in lime and in space. 

5L46. By n gold standard you are referring to a 
standard, the principal feature of which is a gold 
currency, and, ns T understand you bn*o your opinion 
in this paragraph upon your observations of tlm con ■ 
ditions in those countries to which you icfer before 
the war — Euglnnd, Germany, France and the United 
States P — Yes. 

5147. Can you tell us what proportion of the active 
circulation of thoso countries was in gold? — Well, in 
England wo might say it was merely one per cent., 
me or two per cent., not mow than Hint, 
of the whole money instruments, that is credit 
instrument* included, note circulation and gold 
coin. All these put together, if we say the ratio 
between actual gold circulating in the country and 
credit instruments combined, of course functioning 
as money, I will put it between one and two per cent, 
only. But it is not a question of the proportion or 
ratio between the actual gold circulating in the 
country and the credit instruments which are 
functioning as money, but the real question is whether 
there is a convertibility — a free, automatic conver- 
tibility between gold and all those instruments which 
do the function of money. Drafts, cheques, notes, 
these things when they are freely, automatically con- 
vertible into gold, then there is no question whether 
the circulation of gold actually is large or small. It 
is the gold basis, and the belief that, they can he con- 
verted at any time into gold that places them on 
the same level as gold itself. 

514H. We arrive then at the first elaboration of 
your paragraph, that one must not regard the actual 
amount of gold in circulation as that which gives 
stability but the .ready convertibility of the nctual 
medium of circulation into goldP — Yes. And along 
with tliis convertibility there is the second point also 
which we should say is the free flow of gold, that is 
export and import also. People know that whenever 
they want gold they can export it or they cun import 
it. Free and automatic gold standard or full gold 
standard means free convertibility as well as a free 
flow of money. 

6149. When you refer to convertibility, do you 
mean convertibility for internal payments or conver- 
tibility for international payments, or do you perhaps 
mean both P— Both. Therefore, I say freo flow of 
money from and to a country. Therefore, both. 

6150. What do you think is the relative importance* 
°* these two aspects of convertibility in securing 
stability P — Well, 1 think it differs in various 
countries. It all defends upon the use of gold which 
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people are habituated to and at the same time upon 
the idea of security which the people have got regard- 
ing thoir governments and the hunks. Therefore, 1 
don't think there can to any cut and dried figure 
given here us to the relative importance of conver- 
tibility of ilicsG two items. In India, for instance, 
we find that there is a great deni of apprehension thut 
the Government may not “ convert rupees and notes 
into gold." And similarly there is not much use of 
gold also. The people are not habituated to it, 
naturally we require a great deni of circulation here. 
There will ho a greater circulation of gold hero than 
in England where the peoplo are linhii tinted to thoso 
things and the people have got an idea about the 
full security of the Government ns well ns of the hanks. 

5151. You now make an illuminating reference to 
the question of confidence. Could you tell us whether, 
in your opinion, tho convertibility of the internal 
currency into gold, apart from tho question of con- 
fidence, has any effect upon tho stability of prices. 

I am differentiating now between internal and 
external convertibility, and I am asking whether, in 
your opinion, the fact. that, the token currency is con- 
vertible into gold for internal purposes lias any effect 
upon the stability of prices, apart from the question 
of confidence? — Yes. If the token money which is 
now, for instance, the rupee, is inconvertible, then 
it means that tho agency which is issuing that token 
motiey has got full control, and instead of automatic 
agencies wc have got. controlled agencies, that is, 
a managed currency, and all the evils of a managed 
currency will ho there. Jt is only according to the 
dictum or the discretion of t he Govern merit to issue, 
to expand, t he currency, ns well as to coni met the 
currency, and naturally tho prices will depend moro 
or less upon their discretion and not upon the auto- 
matic operation. 

5162. I quite follow that. Leaving aside for one 
moment tho question of the possibility or inflation, 
you would agreo, I imagine, that, apart, from that, 
stability of prices is secured by making your internal 
currency convertible at a steady rate into the medium 
of international payment? — No, T beg to differ. 

5153. T am reserving tho question of confidence and 
of inflation? — Well it is not a question of conver- 
tibility into nn international medium- the conver- 
tibility of the money that is circulating in this country 
for instance into ail international medium, because 
prices are not l believe controlled or influenced h.v 
only tho international medium. Prims in India have 
been going oil, say, in one course, while priees in 
England might to going in another course. We 
cannot say that prices are controlled altogether by 
any international medium. There is no such thing. 
Tn that case convertibility into nn international 
medium does not meun milch. As T have shown, our 
internal trade is vastly more important, and in each 
country of course it is much more important than 
the foreign trade; and, moreover, if India has got 
the rupee, ns it has up to this time, inconvertible, 
the prices are altogether divorced from international 
prices. I should not use the word " altogether," 
htit they are divorced. 

5154. You would not agree that if the external 
convertibility of your token currency for external 
payments is assured, the effect of internal conver- 
tibility upon prices is not a matter that can directly 
arise ? — We shall first have to ask ourselves what is tho 
standnrd of value, gold or the rupee. 

5155. Of course prices can he upset hy the currency 
authorities hy increasing the amount of internal 
currency in relation tn the business of the country. 
Can you assist the Commission hy explaining how 
and why it is more difficult for tho currency autho- 
rities to do that with what you describe as the gold 
standard than it is with what you describe as the 
gold exchange standard. What are the additional 
safeguards ?— Under the gold exchange standard for 
the present, are wo to postulate that gold will not 
he given for internal purposes, gold in exchange for 
rupees and rupee notes P 

8 3 
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6160. Yes; fur an exchango stundard you should 
postulate that gold is given only for export, either 
in the form of foreign exchunge or in the form of 
gold inutalP — Well in that caso there is no automatic 
flow of gold oither into or from the country, and 
India, so to speak, is separated from the rest of tho 
world in the quantity of its money. 

5167. Supposing the currency authority undertakes 
to buy uml sell gold for export at the gold point, 
cun it he suid then that there is no automatic export 
of gold? — There will bo to a certain extent. But 
the question is whether tho rate at which they are 
selling this gold iB a controlled rate or wholher it is 
the natural rate winch is in the market at that time 
prevailing. If it is a pegged rate, naturally there 
will be a difference. 

5168. It is a fixed rate, fixed if you like by Btatute? 
-But take tho 2 shilling rato at that time when 
it was so fixed and the murket rate which was quite 
diircreut. in that case wo know what has happened. 
Thu market rate may bo Is. 10d., und the statutory 
rate 111 : 13 ' he Is. 4d. : how are the two to lie accom- 
modated ? 

6159. Tho ordinary working of a gold exchange 
standard is that it is based upon reserves adequnto 
to enable the currency authority to control the 
exchange market, W'ithin foreseeable fluctuations, in 
a manner that will enable it to keep the rates within 
the gold point. If the market rate diifcrs from tho 
adopted rale, if the market rate actually moves 
outside tho gold point, the reserves arc exhausted and 
tho s 3 ’stciu breaks down P- -Wo know that the system 
broke down in 1919-20 when the rate was fixed at two 
shillings. 

5100. We will leave that question for the moment; 
let us go back to the question which 3 011 are assisting 
us upon as regards this danger of inflation. What 
are the safeguards under your gold currency standard 
which do not exist under any exchango standard 
system P — There is, first, as i have said, tho free 
minting of gold. Gold will be brought into the mint 
nml exchanged for sovereigns and sovereigns may be 
brought in for gold bullion. This free minting of 
gold automatically serves to stabilize tho foroigti 
exchange as well as the internal prices. Secondly 7 , 
we have got the question of the free export. When 
England had laid an embargo upon the export of 
gold, naturally', 011 account of that tho price of 
sterling could not bo kept to the gold point. So there 
lias been a depreciation. So in India also will lie 
the case. Free exportability as well as free minting, 
then free convertibility, that is so far as notes arc 
concerned, these are the three things which will be 
done under a gold stundard and they would always 
depend upon market conditions. If luoro money is 
required, people w'ill be coming forth with their gold 
to gel it converted into sovereigns. If Jess money is 
required, naturally they will send in their notes and 
tho money will contract. So these things arc not to 
llial extent possible under the gold exchange 
standard. 

5101. Might it nob bo said that your safeguard 
against inflation is the observance of a due propor- 
tion between your reserves and the currency issued 
against those reserves, if the currency authority, 
whether the Government or the Batik, chooses to dis- 
regard the normal or the legitimate proportion of 
reserves to currency', then what is there to prevent 
it doing it in the one case rather lhAn in the other I * 1 
In order to put that question to tho test of practical 
experience, did those countries to which you refer, 
England. Germany and France, which had the gold 
standard which you recommend, find the least diffi- 
culty in inflating to their hearts’ content during the 
war? — Well we cannot say that there was the same 
automatic stundard during the war us before the war. 

5162. That brings me to tbe point of my question, 
and that iB, would any standard prevent the 
currency authority from inflating, if it chooses to do 
so? Oh, yes. When we come to the actual gold, we 
know of course tliut is a very small amount in circu- 
lation, in uctive circulation. Largely of course money 


depends upon credit instruments, whether currency 
notes, bunk notes or cheques. In that cose it is these 
which have to expand and which have to contract 
and they have got an automatic tendency. People 
will be bringing back, sending their choques, their 
money, for deposit or sending their notes back to tho 
banks. Naturally money will contract, but hero there 
is no such thing. Our rupoe is inconvertible under 
the gold oxchango standard and the whole manage- 
ment is under the Government. Wo know of coursu 
that Govern men ts are tempted to issue more at certain 
times. 

6163. I understand that your preference there for 
a gold currency is based upon the circumstutice that, 
under the exchange standard system as it wus 
functioning in India, thore was no provision for the 
automatic contraction of tho currency, which », 1 
think, admitted on all hands to have been an obvious 
defect of the pre-war system. Is that defect 
remediable, in your opinion, on an improved exchange 
standurd system, or is it not? — I do not Bland for a 
managed currency at all. 

5164. I am trying to examine a little deeper the 
process of your reasons for and against ?■ — I have said 
that Governments cannot bo relied upon in this 
mutter; no Government, not the Indian Government 
alone; the Governments of Germany, England, all 
Governments ure here on tho same basis. Therefore, 
we should trust this function only to the Banks. 

5165. Just examining your last reason, which 1 see 
weighs with you, against tho exchange standard 
system, that is tho failure to make any provision for 
t lie automatic contraction of tho currency under that 
system before the war, I should liko to have your 
opinion on this contention which has been put to 
us by various witnesses: that you might have an 
exchunge standard system which would ho automatic 
as regards the contruclion of the currency in this 
matter. It was not automatic before the war because, 
whc'ii there was a demand for sterling with a lulling 
exchange, that could he covered by borrowing from 
the gold standard. When the gold standard reserve 
was reduced, there was no reduction in tho currency 
reserves, and therefore no automatic reduction of 
the currency. What has been said to us is that you 
can remedy that by combining the gold standard 
reserve and the paper currency reserve, so that 
there should bo a fixed relation botweon your reserves 
in any form of currency, and there could bo no possi- 
bility of diminishing your reserves by the sale of 
sterling against locul currency without an immodinto 
contraction of the local currency. Would that, in 
your opinion, remedy this defect to which you refer, 
tho failure automatically to contract the currency? 
— For the last few years the paper currency reserve 
as ivcll as the gold standard reserve have boon com- 
bined. Paper currency reserve also was located in 
London, I moan so far as the gold portion is 
concerned. 

5166. They were not combined in the sense of there 
being any necessary relation of strength between tbe 
gold standard reserve and the paper currency reserve. 
But in this essential, particularly from the point, of 
view whirl 1 I am considering, there was no such com- 
bination, was there? — The paper currency reserve, 
so far as 1 know, was in tho minds of the autho- 
rities also kept up for exchange. In that case, in 
Hie gold exchange standard, we have got much 
emphasis laid only upon the stability of exchunge 
rates. We are viewing currency from the point of 
view of foreign exchanges. Why is foreign exchange 
alone so very important that it should be kept in 
view? The prices, internal prices, and the stability 
of internal prices as well as the other things which 
nrn connected with a sound currency system, why 
should they ho not before usP Wo have to see how 
wo can attain, how wo can achieve, a sound currency 
system in India which should work both for internal 
purposes as woll for foreign exchanges. The foreign 
exchange standard merely Bhifts the question. It 
lays a stress upon, say, a part and a very minor part 
1 should say, while the major portion is altogether 
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neglected in that way. The latter is shunted off from 
our way. I do not think a gold exchange standard 
can give us a sound currency. 

5107. It is important to remember that that is 
the first question with which we began, — how gold 
currency in relation to internal convertibility, as dis- 
tinguished from external convertibility, can possibly 
affect internal prices. Now let mo ask you one or 
two questions upon points which aro of interest in 
your memorandum. Under question 4 you deal with 
the important question of the future of the rupee? 
— Yes. 

5168. I understand it is your recommendation that, 
thn rupee should ultimately be demonetised to the 
extent of making it no longer legal tender for any 
sum above Rs. 1,000P — That is for the present; not 
for ultimate purpose. Only at present, for a few 
years. I have suggested that as a tentative measure 
only. 

5160. Then T think I hnvo not quite followed you. 
Do you suggest that there should be an immediate 
measure to demonetise the rupee to that extent, or 
that you should wait? — Up to 1,000 it should be legal 
tender. Rut if wo find that this also will be incon- 
venient we can reduce tho limit to 100 or to less 
even. As present 1 propose that this should be as 

1 have stated according to the reasons I have given. 

5170. That you would do nt once? — Of course; in 
1028 as I suggested, if we are having this as a 
standard, naturally tho rupee will bo legal tender up 
to 1,000. 

5171. In paragraph 3 you say that “ tho people of 
Tndiu are used to the rupee for the last several 
centuries. The demonetisation of silver will not be 
liked by themP ” — Yes. 

5172. Do I understand it is your opinion that that 
adverso effect would bo wholly prevented by main- 
taining tho largo limit, of Rs. 1,000 ns legal tender? 
— I want to introduce slight changes if possible in 
the very beginning. That is my point and as a 
largo amount of business is still to be done with 
rupees or by moans of rupees, tho people ought not 
to he put to any trouble. Tho masses generally uro 
more or less habituated with tho uso of tho rupee 
and therefore I want to cause as little trouble ns 
possible. 

5173. To understand bow this will work, you say 
tho gold exchange standard should be continued until 
you take complete control, with this modification that 
rupees and rupee notes sbnll bo redconiahlo in gold 
notes. Clold notes would be redeemable in gold, 
would they not ? — Yes. 

5174. What I wanted to make dear was that in 
that case in effect rupees and rupee notes would bo 
redeemable in gold. You get your gold notes against 
rupees and rupee notes, and gold against gold notes? 
— No. Gold notes will be given in exchange for 
rupees up to 31st March 1928. I Ray, let gold notes 
alone be given in exchange for rupee notes and 
rupees. Thnt is, gold is to be given for foreign re- 
mittancos and not for internal use. 

5175. But the gold note is not itself to be enensh- 
nhle in goIdP — No, not up to 1928 according to my 
scheme. Wo want to bring in the uso of gold notes 
and when the people havo boon habituated for 

2 years with their use and Government reserves also 
are sufficiently backed up, then it may bo that gold 
winy be given in exchange for gold notes, .rupee notes 
and rupees. 

5176. If one’s desire is to inspire confidence, would 

not there be certain disadvantages in issuing a thing 
called a gold note which is not encash able in gold ? 
Might not that tend very much to discredit your 
efforts to inspire confidence in tho free availability 
°f gold? — I think not; because we will have gold 
hacking for gold notes. That L made clear; and the 
people when they havo that confidence that with a 
Rub! currency gold standard will begin from 1st April 
1928, then naturally there will not be any appre- 
hension. jp 
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5177. For this period till 1928, against gold notes 
people could only get silver rupees? — Yes, silver 
rupees and silver notes. 

5178. And you do not seo any disadvantage in pro- 
ducing an impression that u thing called a gold note 
is in fact a thing against which you can only gel 
silver rupees? - This is to huhitiiato tho people, 
instead of rupco notes, with gold notes and to have 
tho unit of value, so to say, gold instead of silver. 
Thnt can only ho done slowly. Therefore we go step 
by step and that is tho first step that [ am proposing. 

5179. My difficulty is that it appears to mo that 
what you would he habituating people to is that they 
must understand that tho thing called a gold note 
is a thing Against which they can only get Bilver? — 
It is only for the interim. It is tho mercantile com- 
munity and the educated people who havo to under- 
stand the whole thing, not the masses. The masses 
will not uso many notes. If the mercantile com- 
munity nnd the educated classes know thnt the inten- 
tion of the Government is to begin initiating full gold 
standard from 1928, they will have confidence in the 
thing. We must allow some period for the reserves 
to ho built up and if from the beginning wo go on 
giving gold, naturally our reserves will he depleted. 

•*il80. When you come to the period at which you 
begin to demonetise silver, ns soon ns it gets known 
that silver rupees are to he no longer full tender, 
oven with tho limit of 1,000 you fix, what effort will 
thnt have on tho holders of rupees in hoards and ns 
stores of value? — T do not think there will ho much 
depreciation. That is tho reason why I keep that 
limit very high. I do not say that rupees will he 
demonetised, because the stock of rupees when the 
population is increasing and when the demand for 
trade also incenses, no rupees being coined, will barely 
suffice and Lhero will he no demonetisation in the 
actual sense of the word. 

5181. At this period yon will he beginning to give 
gold against rupees? — Yes. 

5182. Would not you look upon if as at any rate 
possiblo that the result might he a great rush to 
change tho silver hoards into gold, nr do you think 
Ihut is not likely? — T do not think so, on account 
of tho reasons I havo given. I say that the demand 
for the rupees will ho sufficient and therefore T pro- 
pose that there will he no actual demonetisation of 
tho rupee, unless of course we find by experience 
that a great quantity has been returned to the 
treasury. 

6183. In view' of the possibility of a rush, do you 
think it will ho prudent for the currency authority 
to undertake the obligation to give gold against 
rupees without providing against, nt any rate, the 
possibility, because it is a serious thing, is it not, 
to undertake an obligation which may attain a certain 
maximum limit without having covered that maxi- 
mum?- I find that about 71 crorcs of rupees are in 
the Lwn reserves in London, thnt is tho figure for 
1924-25. 

5184. 74 crorcs of what? — Gold and gold securities. 
Then there are 21 or 22 crorcs w r itli the Currency 
Depart merit, gold. I mean. This comes to 95 crorcs 
and within these two years w F e will he getting gold. 
If we got it even at tho rate of 20 crorcs, we will 
have 40 crorcs. 95 plun 40 conies to 135 crorcs and 
so there will he a large amount of gold there. 

5185. What is your estimate of the amount, of rupees 
which is likely to he presented for substitution by 
gold P — rt all depends upon the stock of silver rupees 
that w r e have got. 1 could not come across any latest, 
estimate of tho rupees in circulation. 

5186. You hnvo not been able to form an estimate of 
that?- No, I could not. 

5187. Without forming an estimate of that kind, 
it is difficult, is it not, to form an estimate of tho 
amount of gold that should be held before tho step 
could safely he undertaken ?— I think there will not 
he a rush, on account of the reasons given before. I 
am sure because evory day there is the use for the 
rupee. There will be no question of a rash of that 
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kind. The rush ean only be when there is any non- 
confidence in the Government or in the inconverti- 
bility ol‘ the rupee. When they have got full con- 
fidence in tho rupee, when they know that they can 
convert it at any time, there will be no rush at all. 

5188. Will it not be a bit of a gamble to depend 
upon thcro not boing a rush?— No; we havo to see 
human nature. All of us are, of course, students of 
human nature and I do not think that when thero is 
confidence in the currency authority regarding tho 
full convertihility of the silver into gold and gold 
into silver there can be any rush. The peoplo will 
uot lie panic-stricken in any way and the price of 
silver will not be going down much because we are not 
demonetising silver to a very large extent. 

5189. In order to attain greater confidence in con- 
vertibility before you initiate this step, the only posi- 
tive step that you would take, so far as 1 under- 
stand, is to issue gold notes instead of rupee notes ? — 
Yes und building up the reserves. 

5190. Is that a matter which impresses itself deeply 
upon tho psychology of tho hoarder, tho percentage 
of your reserves?.. .The masses are led by tho educated 
clusses and when tho mcrcaiitilo community lius gut 
that confidence, this confidence breeds confidence and 
it percolates to the masses also. What is our agency 
for creating any agitation? It is tho papers and the 
mercantile community voicing forth their grievances. 
When they have confidence in the full convertibility of 
gold into silver and rupee into gold, 1 think thuro will 
ho thorough confidence amongst the masses also. 

5191. Your proposal is that the amount of reserves 
accumulated need not cover the maximum possible 
dflmand there might he; it need not take into account 
a rush for gold. If peoplo really apprehended that 
tho amount that you havo aecu inula ted is not enough 
to cover tho maximum possible demand, may that not 
suggest to them tho advisability of being first in the 
field and getting what there is to get? — This question 
can, £ think, lie elucidated by studying the rutins of 
notes to gold reserves. Well, in the various countries 
we find that this ratio differs from 14 per cent, 
gone rally to say 30 or 35 per cent. There are some 
countries which havo higher reserves after the War, 
if wo sco the conditions before the War and leaving 
Franco of course out of tho question because the llank 
of Franco has got about 40* per cent, of its holdings in 
gold; leaving Franco out of consideration and coming 
to tho normal conditions before Lite War we find that 
lliis nitio varied from 14 to 30 or 35 per oenL. gold 
in the banks against notes, etc., which they had issued. 

5192. You are referring to the amounts of reserves 
held in tho Central Banks in European countries 
against, note issues in pre-war times? — Yes, and in 
that case if full convertibility is achieved we do not 
find that thero should lie any difficulty hero when we 
havo about 40 per cont. 

5193. Does that, really provido us with an analogy 
which gives any guidanco as to the amount which 
wo may require under special Indian conditions, 
where, as wo are told, wo must contemplate the possi- 
bility at any rate of converting into gold a very large 
aeeiimuliition of silver rupees which are held as stores 
of value in hoards? Is that not a very s|NM’ial cir- 
cunistanceP - I do not think thore is a very large hold- 
ing of rupees in the country. I was just making an 
estimate of how much would have been left in Lho 
hands of the people by referring to tho silver imports 
from 1850 onwards up to 1925. If wo study that, and 
allowing for a depreciation of 5 per cent, for vurioits 
uses, then I find very little stock will be left in the 
hands of the people. 

5191. 1 must not trouble you about the actual figures 
because you have not the moans to make nn estimate 
and we have possibly the best evidence available as 
to what they are. Turning to another point 
of your memorandum, let mo ask you n question in 
regard to tho location of the gold reserve. You give 
some reasons in favour of locating all, or most of, tho 
gold lesnrve in London. I understand the reasons 
against that ar© possible suspicion and misapprohen- 
sion on the part of the public ns to the uses to which 


the gold is being put? — Not all of them object on that 
account. 

5195. Not all of them do. That is just the point. I 
want to know, apart from that question of confidence 
to which duo weight must bo given, what ore the prac- 
tical reasons against locating these reserves in a 
foreign centre and not in an Indian centre? — One is 
that we are buying securities and applying that money 
for financing foreign trado. If we have these reserves 
in our own country naturally the trade and industry 
of this country will be financed. This is the greatest 
thing. If this 74 or (50 crores at prosent used in that 
way to finunce other countries were used to finance 
our own trade and industry, there would be so much 
more good done to it. 

519(5. These are the currency and exchango reserves P 
—Yes. 

5197. Just to follow out you opinion, would you 
assist us to understand how those credits will become 
more available for the financing of trade and industry 
by being kept in India?— Of course it is to be sup- 
posed that the management will he with the imperial 
Bank, not with the Government altogether, but with 
some Bank. 

5198. That is your recommendation ?— Yes, with 
snino bank ; with the Imperial Bank, the State Bank. 
In that case the hanks havo their branches outside 
also and they aro always buying foreign paper. Every 
bank in every European country to make remittances 
does hold foreign credits, so at tho time when it is 
necessary they will remit those foreign credits for 
making up tho exchange if there is an unfavourable 
balance of trade or buying more. It all depends 
upon the market conditions. 

5199. But are not thoso processes just the same 
whether the reserves are held in one place rather than 
another? — Well, ultimately they do not come to bo 
different but it is the question of the agency. On the 
one hand trado conditions settle the rate; on the other 
hand, tho Secretary of State has got the discretion 
and the power to sell and to buy ; und that makes the 
whole difference. 

5200. Just to take nn hypothetical case, if the re- 
serves were controlled by the Imperial Bank and yet 
held in a foreign contre your objection on this ground 
would be removed?- Of course it will be; but in tlmt 
ease the hank will not be holding so much money in 
foreign securities. We have got so many foreign ex- 
change banks here and they have their head offices 
in London ; it is very easy for them to make all those 
remittances. 

5201. I quito follow how the matter presents itself 
to your mind. You say here the control of the note 
issue should not be transferred to the Imperial Bank, 
because the masses have no confidence in the Imperial 
Bunk. I would like to clear up what your opinion is 
on that. Do you mean it to be read in connection 
with your next paragraph, that tho constitution of 
the Imperial Bank should be improved? — Yes, this is 
to be connected with that. 

5202. So I rather gather that what you say is that 
there might be such a transfer after an improvement 
in the constitution of the Imporial Bank? — Yes. 

5203. Would you tell ns what is the substantial 

nature of the change in the constitution 
of tho Imperial Bank which you would consider satis- 
factory as a preliminary to the transfer? — The repre- 
sentation of the Indian element should be increased, 
any in the directorate, as well as among the share- 
holders. . More capital should be issued and in that 
way Indians should be encouraged to come in. And 
thon I have suggested that the latest recommendations 
of the Controller of Currency in the United States of 
America should also lie given offcct to in tho control 
O'f the Imperial Bank hy the State, and at the same 
time I think some committee should be appointed, 
say a currency committee, from the representatives 
of the popple in the Legislative Assembly who should 
be kept in dose touch with the Bank’s affairs, and 
in that way they would be able to inspire confidence 
both in the Government and the Legislative Assembly 
as well as the people. # 
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5204. Do you approach this question of the con- 
stitution of tho Imperial Bunk from tho point of 
view that it is desirable that tho constitution 
of the Indian Central Bunk should make it sub- 
ject to Government control or should mnko it free of 
Government control?- 1 think there should he Gov- 
ernment control, hut with the proviso tlmt. I have 
stated here that there should he a committee, any a 
currency committee or a hanking committee or what- 
ever you may name it, consisting of elected members 
of the Legislative Assembly and that committee should 
ho kept in touch with tho Bank’s affairs just ns wo 
have got n Standing Finance Coinmitteo to come in 
close touch with tho Finnnco Department. Similarly 
( 1101*0 should lie a committee of that kind. 

52()5. What, would the functions of that committee 
he, advisory or executive ? -Advisory ; no executive 
functions can be given ; thoso must bo mainly u r ith the 
Directors. The committee will ho there merely fur 
chocking tho business and inspiring confidcncn among 
members of the Assembly and through them among 
tho public. 

5*205. It is a common doctrine umong the publicists 
of Europo that, in order to prevent the interference 
of political considerations with monetary policy, it is 
desirable that the Central Bank of issue should he 
absolutely independent of the Government. T under- 
stand that you adopt a contrary opinion under Indian 
conditions, and perhaps you would tell us what tho 
K|Kvinl conditions are in Tndiu which make you think 
it desirable them should bo Government control?- 
Up to the present fortunately or unfortunately — I 
think unfortunately — the peoplo havo not had con- 
fidence) in hanks. We can divide our banking institu- 
tions into two classos, thoso which belong to India 
properly, subscribed by Indian capital, and others, 
foreign exrhango hanks and others like these, and the 
Imperial Bunk also to u large extent comes under the 
un-mo. Since 1915 when there were hanking failures, 
tho confidcncn of the people has been rudely shaken in 
our hanking institutions and T do not think that up to 
the present time it has hecn fully restored. Peoplo 
are not very much connected with tho foreign hanks, 
that is, tho foreign exchange banks and others; they 
do not come much in contact with them, and they are 
not doing their business also for internal purposes. 
Tn such a case it seems to bo, in my opinion, a fact 
that peoplo have not got as yet any knowledge of the 
hanking institutions of t-lic country and at the same 
time therefore they havo not got any confidence in 
them. For that reason \ think it is necessary that 
their representatives and the Government should come 
forward to control tho institutions for the present. 
This is one of the reasons. A second reason is on 
theoretical grounds, T think wo know Unit in America 
the National Banks and even the Reserve Banks arc 
being controlled hy tho Government; more and more 
stringent measures are being adopted regarding the 
control of the reserves mid other matters, that is, 
who should he the directors and so on. 

5207. lfavo you obsorved in your study of this 
problem the increasing volume of criticism wHich is 
directed against tho Federal Reserve Board in 
America on the ground that it is too much suhjoct to 
political influence? — Yes. 

5208. Does that not perhaps suggest possible 
dangers in the American system?— Tip to this time 
my study of the thing does not lead me to thnt 
view, that there are any possibilities at present. 
Of course American life is very much tinged and 
coloured with politics, and it may extend to the 
hanks also. But there is not much danger of that 
kind in Tndia. There are no political parties at 
present in India: parties there may be, hut there 
are no parties in political life and at present the 
representatives of the people have not. got. much 
power also to control either the finance or the hank- 
ing institutions. Therefore for the next ten years 
or so I do not think thnt there is any danger of the 
interference of political parties in the control of 
°nr hanks. 

66683 


5209. Now, lot me ask you a question on another 
passnge in your memorandum w r hicli may perhaps 
require some elucidation. On page 9 you say that 
seventy million pounds of gold in circulation in India 
will do an incalculable good to trade and industry 
here; and lower down you say that tho world oivcs 
so much money to Tndia and we can claim its pay- 
ment in the form of gold. With regard to tlmt, 
is it in your opinion better for India, when tho 
choico is open, to import gold and silver rather than 
tho corresponding value or securities or indeed 
definite wealth-producing commodities?- -The value 
of the two reserves in London is 75 crores; and tho 
question is whether they are to be brought hack 
in the form of gold or securities: I suggest that 
they should he brought for tin* present in the shape 
of gold; naturally that conclusion would follow. 

5210. My difficulty was about the worda “ in cir- 
culation.” I wondered whether wo urere to take it 
that, in your opinion, gold in circulation enriches the 
country more than the gold's worth in the form of 
good investments abroad or commodities brought 
home? -Tn the Rlmpo of securities also it will he 
giving u help to our trade and industry, if thoso 
securities are in India. 

5211. Not if it is in circulation?.— I do not mean 
here actual circulation ; what T mean is thnt if it 
is brought to India naturally we will have a gold 
currency; of course it will go into circulation; but 

I do not mean in actual circulation. 

5212. Again another point in your memorandum 
thnt 1 think yon can elucidate is where you say: 

II Gold Standard will not be much more wasteful in 
India than in France or Ttnly.” What would dis- 
tinguish our gold standard in India from that in 
France would be that there will he gold actually ill 
circulation P — Yes, in India it will. 

5215. In France it is not?- -Not so much as it 
will he in India, there is more gold in circulation 
in France and Italy than there is in England on 
account of tho cheque system prevailing there and 
tho credit system being more used. 

5214. Accepting for the purpose of my question 
the assumption that it is desirable for ulterior 
reasons to have gold in circulation, J suppose wo 
can agree that to put gold in circulation is an act util 
expense? — Yes. 

5215. Involving a waste so far as thnt value is 
employed without getting any return P — Yes. 

5216. Have you been able to form any estimate as 
to what the actual expense of carrying out your 
scheme for the demonetisation of tho rupee and the 
introduction of a gold currency would he?— I do not 
propose demonetisation of the rupee. 

5217. Well, hy steps, do yon not? — T think that 
silver money will he required for circulation ; even 
hy steps I do not anticipate demonetisation; thnt is 
Lho reason why I have kept the legal tender limit at 
Bs. 1,000, instead of putting it at a lower figure. 

I think the people will not at once go for gold and 
there is not much uso for tho masses for gold also. 
Tt is merely the upper classes as lvoll ns the mer- 
cantile community and the educated classes, whose 
income is about ils. 1,000 or Ils. 2,000 who will he 
using it. It is the psychological effect of the gold in 
circulation that has to be taken into account. There 
will not be much gold in actual circulation. 

5218. Do you believe that these psychological 
effects will ho produced within the period during 
which the demand for gold is experienced as a positive 
demand and in wdiirh gold does actively go into 
circulation? In other words, are you looking upon 
those effects, inspiring of confidence in the currency 
and so on, ns being attainable without the inter- 
vention of any period during which there will have 
to bo gold actually going into circulation, gold 
actually demanded for the substitution of rupees in 
hoards, to any extent at all?— There will be an in- 
creasing demand when you are going to put gold in 
circulation; naturally then the people would go for 

8 4 
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it; in tlio first six months there may even bo what 
is railed a rush. There will be a demand no doubt. 

5219. There will be some demand against which it 
will be necessary to provide some further stores of 
gold? — Yes. 

5220. And in so far as it is necessary to provide 
some further stores of gold that will involve some 
expense! 1 — Yes. 

5221. Have you been able to estimate at all what 
the expense involved would be? — No; l have not 
actually worked out the figures. 

5222. We are looking at this from thn practical 
point viewP — I can express it in this way: that 
taking 1 per cent, to bo tlio increase of population 
and, say 1 per cent, for the increase in prosperity, 
it moans about 2 per cent, increase every year in tho 
circulation. Wo liavo got, say, 400 crores of rupees 
in circulation. Wo require about 2 per cent, a year 
more. Silver will not be monetised, but instead gold 
will be monetised and at the samo time some money 
will be returned, that is, rupees will he returnod to 
tho treasuries, and gold will bo roquired instead to 
some extent. So for tho first six months there will 
l»o a large demand; hut after that when normal con- 
ditions have set in I think we can take about 5 to 
<> per cent, as the demands for gold for actual 
circulation. 

5223. Taking it at that figure, it is very relevant 
to consider, is it not, when we are considering the 
practical advantages and disadvantages of the pro- 
posal, what it will cost, because it might indeed 
cost so much as to be prohibitive. On the other 
hand it might cost such a mere trifle as to bo quite 
negligible. Somewhere between the two one must 
decide what is the limit of cost at which you think 
the proposal would ho worth while?— I have already 
expressed that when 1 said that in the countries 
which arc having a central banking system they have 
a 13 or 14 per cent, gold backing for their noto 
circulation. 1 consider the rupee and the rupee noto 
to be on tho same level. Tf tho rupee and the rupee 
notes in circulation are both 600 crores it means 
that we need have about 25 per cent, backing in 
gold; that gives us a rnuglit estimate of tho gold 
which will ho required for hacking our system. 

5224. Tt will not provide us with any estimate at 
all ns to how much gold we shall require to givo India 
an active circulation of gold, or how much gold we 
shall require in viow of the possibility of the substi- 
tution of silver by gold in hoards? — During tho years 
that the Government was issuing sovereigns for 
rupees, from those years we can see how many 
sovereigns were given by the Government for use; 
for three or four years we have got that experience, 
and I think that can stand us in good stead; and 
that quantity is not very lurge. Moreover when you 
will be minting gold, the people also will bring their 
bullion for being minted into sovereigns. As I have 
said, it is well known that all the silver that is 
imported into this country is not utilised in the 
form of bullion; the people first get it converted 
into the rupee and then nse the same rupee for 
various ornaments, etc., or for keeping it in hoards 
as it is called; so the money will be brought in the 
form of bullion and converted into the form of 
sovereigns. Whatever gold holdings tho poople have 
got even now will bo brought out to tho mint for 
being turned into gold moliurs or sovereigns; and 
no actually the gold that is now in the hoards will 
bo in tbo hands of tho people in the shape of 
sovereigns. The Government will require a very 
small amount in that way to keep for their reserves. 

5225. Taking all this into account, let me ask a 
general question : bow much do you think you would 
bo prepared to pay for these improvements which 
you desire to see in tho currency system of the 
country P I am not at present directing your 
attention to what the cost would be; I am asking 
a general question, whether you can assist the Com- 
mission by saying how much you would be prepared 
to increase India’s public, debt in order to effect 
these improvements in the currency system P— I have 


said during the course of the discussion that wo 
havo got 74 crores in our reserves; another 20 orores 
in the paper currency department; that means 04 
crores there. It is possible that we may require 
over and abovo this amount, about 50 crores for pay- 
ing gold, that is, by means of borrowings. I think 
there will not be more demand in the very 
beginning. During these two years when the reserves 
have t-o be built up about 50 to 00 crores will be 
required, not more than that. 

5226. On which tbo interest charges would be 
about 2 orores a yeorP — Yes, at 6 per cent. 

5227. Taking it at that figure, would it seem too 
much to pay for the benefits you mention, or notP — 
No, I do not think bo. 

5228. You would be prepared to raise it to that 
extent?— Yes. 

5229. Wo havo to rocognise of course that, what- 
ever tho additional charge, it will havo to be met 
Bomehow in the national budget, either by economis- 
ing or by fresh taxation P^- Yes. 

5230. There are just ono or two more questions I 
should like to ask. In your memorandum (Appen- 
dices, page 225) . you express tho opinion that the 
Secretary of State should not have been given the 
power to sell Council Drafts boyond his own require- 
ments? — Yes. 

5231. If you arc referring to the working of nn 
exchange standard, is not the power and the obliga- 
tion to remit without limit at the gold points an 
essential part of the machinery for the working of 
any such standard? — Not necessarily. He can draw 
it through the Imperial Bank. 

5232. Even if it is the Imperial Bank that has to 
draw it. If an exchange is being worked, the way 
in which that standard works is, is it not, that the 
currency authority muBt be prepared to buy and sell 
whatever it is noenssury to buy and sell in order to 
maintain the exchange within those points P — I may 
here wedge in ono romark and that is this, even if 
tho gold standard is to be kept up, T say it should bo 
kept up on the same level as England has got at 
present. That is, there are no foreign exchange 
rates fixed. The exchange rato between sterling and 
the mark or the exchango rate between sterling and 
tho franc and the dollar, are not being fixed by 
the Government in England. They have got tho 
gold exchange standard for internal purposes. 

5233. But indirectly they arc fixed, are not they?— 
Not by the Government in any way. The internal 
unit, of currency, that is tho sterling, tho pound 
sterling is fixed in England to gold by the pegging 
of the pound starling to tho sovereign. 

6234. The sterling is pegged to the sovereign, and 
that is maintained by the obligation of the Bank of 
England to buy and sell gold at these rates, so that 
indirectly there is a fixing of tho exchange rate, is 
thcro not? — Not with other currencies. 

5235. In other gold countries?— That is only between 
gold and gold, say, the gold dollar and the gold 
sovereign. The market conditions will settle the ratio 
and whatever the ratio is the bank will, of course, 
pay. *And then the hank will take account of the 
hank rate. Of course, it has got in its hands certain 
methods to check the flow either out of the country 
or into the country. 

5236. Is not the ratio absolutely fixed by the obliga- 
tion of the Bank of England to give the unitof interna- 
tional payment, that is a sovereign’s worth of gold, 
ut tho appointed rate, against pounds sterling, the 
pound rate being parity P— The sterling noto, I should 
say, is really of the same value as the sovereign. It 
is another thing that it has got a depreciation of 
10, 12 or 6 per cent. That is another thing on account 
of its inconvertibility in the country itself. As soon 
as you restore it, then the pound sterling being freely 
convertible into sovereign there would be no deprecia- 
tion or no premium charged on gold. 

5237. The upper and lower limit of the pound 
sterling in exchange calculations is fixed, isn’t it, 
by the obligation of the hank to buy gold at a pound 
sterling and sell gold at a pound sterling for export? 
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— Yea. But there is no ratio fixed between the mark 
(the gold mark I am talking of here) and tho 
sovereign, or the sovereign and the dullur, the 
sovereign and the franc, or the sovereign and the 
lira. There are no such rates fixed either by the 
bank or by the Government at all. It is the day 
to day operation of the trade which is fixing the 
ratio. The Government is not doing anything, nor 
is tho bank doing anything. Wo should say, the 
commercial community, whatever the conditions of 
the market are, in the two countries, these are fixing 
the ratio. 

6238. What is the essential difforenco between that 
system and an Indian gold exchango standard system, 
under which the value of tho rupoo would bo fixed 
at l/15th or I/ld^rd of tho quantity of gold in the 
sovereign P — The sovereign is tho circulating medium 
in England. 

6239. The sovereign is not? — Before tlio war it was, 
though in very small proportion. But that point has 
already been cleared, because a small actual circula- 
tion of gold does not mean that it is not a gold 
standard. But let us leave that point for a moment. 
Lot us say the sovereign is tho circulating medium 
in England. Or say the franc is tho circulating 
medium in France and the rupoo is the circulating 
medium in India. Country A and country B aro 
to be pegged to each other for their exchanges. Well, 
in England you arc not now fixing in that way tho 
rates between country A and country B. Neither 
the bank, I should say, is fixing it nor the Govern- 
ment. During tho war, for instance, they hud 
pegging. The English Government then had pegged 
the sterling to the dollar a* well as to the franc. 
That was merely a managed system. The normal 
Indian system before the war, as well os up to 1920, 
I should say has been that of the war, when the 
English sterling was pegged to the dollar and the* 
franc. What 1 want is that them should be no 
Pegging at all, as there was during tho war, but 
it should lie left to itself. For internal purposes 
naturally you will have pegging hut not for external 
purposes. 

6240. Now on the question of the ratio, returning 
to your memorandum in which you doal with this 
question, I understand that you express an opinion 
in favour of the ratio of Is. 4d.? — Yes. 

5241. In the first place, let me put for your con- 
sideration what T imagine might be the contention 
of a critic who was dealing with this part of your 
exposition. What would you reply to one who said 
that many of the benefits to which you refer ns 
resulting from the Is. 4d. ratio aro the benefits which 
can always be obtained no doubt by a measure of 
inflation, but that such benefits aro temporary, as 
experience has shown, and are followed by a reaction 
which produoes evil effects which more than counter- 
act the temporary benefits P — Yes. 

6242. That is obviously a criticism which might 
be mode in connection with such an argument as you 
develop here, is it not P- Yes, it may. 

5243. And what is your reply?— -May I have the 
question againP 

5244. That the benefits which you anticipate here 
from the effect of returning to Is. 4d. are benefits 
which are characteristic of any measure of inflation, 
that such benefits are only temporary and aro 
inevitably followed, after a period of prosperity, by 
evil consequences in the nature of a reaction which 
more than counteracts the temporary benefits? — Is 
that inflation going to be through the Government or 
through automatic causes P 

6246. How can we get back to Is. 4d.P That is 
the first question to which we must direct our atten- 
tion?— .1 have shown there will be two things by tho 
adoption of the gold standard, the price of silver 
will go down and the price of gold will go up. 
Naturally the ratio will hover about Is. 4d. That is 
the automatic effect of that. And it is for internal 
Purposes that we are fixing the rate at Is. 4d. and 
not for external purposes. Just as 20 shillings are 


to bo exchanged for £1, similarly 15 rupees are to 
be exchanged for £1. That ratio is for internal pur- 
poses only, aoourdiug to me, because 1 am nut in 
favour either of fixing the foreign exchange or having 
a gold exchange standard, and secondly, as I have 
said, even if there is a gold exchange standard, let 
there be no foreign exchango rate. I am here only 
discussing tho question from the internal standpoint. 

5240. Would you mind repeating your answer? 
Bomo of us have a little difficulty in heuring tho 
whole of your answers?- I say by tho adoption of 
the gold standard there will be a depreciation in tho 
prico of silver und there will be an appreciation in 
tho price of gold. Bo this appreciation on the oito 
hund and depreciation on the other will bring the 
rutio of tho rupoe to tho sovereign say to Is. Id. 
and the present ratio of Is. fid. for instance will nut 
bo retained on account of the appreciation of gold 
and tho depreciation of silver. This iB the automatic 
change which will bo brought about between tlio two 
prices. Therefore it will not bo through the action 
of tho Government. Government has only to adopt 
the gold standard, the automatic forces will conic 
into play and tho ratio will possibly be Is. 4d. 

5217. Could you explain a little further how the full 
in the prico of silver will affect it, because, i'x 
hypothesis wo do not adopt the gold standard except 
concurrently with tho demonetisation of the rui>oo 
c^iits reduction to the position of a coin which is 
luMongor tho standard coin? Yes. Silver is necitmary 
for the monetisation of money — every year, of course, 
money is being monetised. Henceforth, silver 
required for the monetisation of tho ruptso will not 
lie required. There will b» less demand for silver. 
And then thero will be the psychological effect also on 
the silver market. Bo, loss demand for silver for 
monetisation and the psychological effect, these two 
will roduoo the price of silver. And more demand 
for gold for tho adoption of the gold standard will 
send up tlio price of gold. 

6248. Bend up gold prices?- -Yes, tho price of gold 
will go up. 

5249. Finally, I want to ask for your assistance in 
elucidating a passage in your memorandum, 
where you say; 11 India as a debtor nation will be 
benefited by the return to Is. 4d.” it is not quite 
clear to me how India would benefit by having to 
find more rupees to meet a given sterling obligation?.. . 
It will havo to sell less commodities, and in that 
sense it will be gaining. A fulling rate is more 
favourable to debtors because they can easily pay off 
their debts by paying money of less value. Bo India 
also is in the same category as other debtors aro. 

5250. But ns regards her sterling obligations, sho 
would havo to sell more of her products in order to 
raise the same amount of sterling credits, and must that 
not bo set against any other possible benefits? — ITow? 
I beg your pardon? 

5251. In order to raise certain credits to pay fixed 
sterling payments, she will linvo to sell more of her 
produce? — But that will not be the case if there 
are higher prices, naturally thero will not he so much ; 
or more produce will not bo required; it nil depends 
upon the prico and tho quantities. 

5252. Docs it not follow from that that, in this 
matter os indeed in all othera in connection with 
a fall or rise in exchange, you usually find some 
other side of the account to be considered beside 
the first, somo detriment to be set against tho benefit? 
— 1 Therefore I have stated the question from both tho 
points of view. 

5253. ( Sir Iteginald Mant.) There are two points 
in your recent replies to the Chairman which T did 
not quite follow. In tho first place T understood 
you to say that the adoption of a gold currency would 
reduce tho price of silver and bring down tho value 
of the rupee. Now the rupee os we have often been 
told may be regarded us a note printed on silver. If 
you reduce the price of paper, it will not bring down 
tho value of the paper note. Would you explain 
how reducing the price of silver would bring down 
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the value of the note printed on silver? — I do not 
think that I said so, that the price of the rupee 
in that way muy bo brought down. The price of 
silver will lie brought down, and we are considering 
hero the ratio liclween the price ul' silver and that of 
gold. Therefore when there is a greater demand lor 
gold, gold will go up in price, while the smaller 
demand for silver will reduce its price. The ratio 
prevailing now between gold and silver will not bu 
the same as it will be when wo udlipt the gold 
standard and demonetise our silver. If we have 
pegged tho rupee at 15 or 1G or 1ft to the pound, 
that ratio will remain. That has nothing to do with 
the price of silver because the rupee is a token 
money. The price of the token money will ho in no 
way affected hy the price of silver going up ot 
going down. 

5254. How does the price of silver come into tho 
argument? What is the relevancy of your reference 
to the price of silver? I did not quite follow* that? — 
That will be in tho case of foreign exchange. 
In torn ally, we peg the riqiee at 15 to a sovereign. 
This is in no way affected. Of course, if the ratio 
is such that the silver in the rupee is more than 
it can lie had in the market, until rally it will have 
an adverse effort. The ratio should he such that 
the value of the silver in the rupee will lie less than 
it can lie had ill the market. Hut for externa/ 
purposes we have to see that the ratio of the piW.s 
of silver and gold, whether it will bo Is. Gd. 'or 
Is. 4d. or any other ratio between the two T think 
that the natural rate, the natural ratio of the prices 
of silver and gold, will vary on account of the 
adoption of the gold standard and the demonetisa- 
tion of silver and it will be anywhere lietween sav 
Is. 4d. and Is. Gd. 

5255. T presume the immediate effort, of reducing 
the value of the rupee to Is. 4d. would lie an increased 
demand for currency iu Tmlia, would it not? — Why? 

525G. You would require a larger number of rupees 
to carry nut tho current transactions of the country, 
if the rate lie Is. 4d. than if it is Is. Gd. ? Tho effect 
would he similar to what, has been called inflation? 
-- Ah f have suggested, you might issue gold notes 
and issue the rupee notes, hut ns I suggest, we should 
for two years issue gold notes only so that people will 
be habituated to that form of currency. 

5257. Hut the results which you anticipate, appre- 
ciation of prices and the stimulus to trade and 
industry, would ho similar to those which ordinarily 
follow from inflation of the currency P — Yes, the 
inflation of the currency by automatic causes. Tf 
the trade requires an increased amount of currency 
there will he nil inflation, if the Irudn does not 
require it., then there will be none. 

5258. Hut this is not an automatic increase? The 
proposal which yon make to reduce the value of the 
rupee from Is. Gd. to Is. 4d. is not automatic? It 
would lie an urhitrnry change? There is nothing 
automatic about that? That addition to tho currency 
will be practically a measure or inflation? — To some 
extent it will be. 

5259. And would not equally beneficial results 
follow if you carried the process further mid reduced 
the value of the rupee to Is. 2d.? We ought to have 
such a ratio as can be maintained and which should 
not be revolutionary. Tlio people have of course now 
been used to fifteen rupees to the pound, mid that 
was the ease e\on in Moghul times; Hs. 15 gold 
mohurs were used then; moreover the prices of silver 
and gold are hovering about this ratio. That is what 
I am saying, that by the demonetization of silver and 
the monetization of gold in Tndiu the prices will 
coino up to this ratio of Is. 4d. Now the ratio is 
Is. Gd. to sterling, which means, to tho sovereign it 
is about Is. 4d. and some points. When therefore 
we suggest that it should lie Is. 4d., naturally it will 
he an automatic change. 

52GO. You are rnnlly supporting the Is. 4d. rate on 
the ground that it is a natural rate and because 
people are accustomed to it P— Yes. Two reasons [ 


have given, first, that it is an automatic thing, that 
tho ratio of the prices of gold and silver will hn 
about Is. 4d. The second is that the people are used 
to this, they have been used to Us. 15 for one pound ; 
and therefore if wo keep up that ratio, it will he 
dcsirablo. Then I give various other reasons which 
of course support my view that Is. 4d. is more desir- 
able as giving an impetus to trade and industry and 
so on. 

52G1. Tho other reasons being the usual inflation 
benefits? — Of course. 

5262. The other point which 1 did not quite follow 
is this. You said that India being a debtor nation 
would benefit from a depreciation of tho value of 
the rupee. Would you explain how she would benefit 
in regard to her foreign obligations? — Well, I look 
at the question in this way, that so far as commodities 
are concerned, we have to pay our debts hy selling 
commodities. All that will he paid only hy means 
of exports. So we have to see whether less exports 
have to he sent or more exports have to be sent for 
the price that we have to get; and in India of course 
we will have to dispose of more commodities when 
we are to get Ks 15 for one pound. Fifteen rupees 
will have to bo obtained in order to got a pound. 
Well apparently it seems that more commodities 
should he sold to get fifteen rupees in the country 
in order that the debt may he paid. But the question 
is that because prices will have risen, therefore the 
result will lie that probably tho Rnme amount of goods 
will ho sold or even a lesser amount of goods will 
ho sold to realize the price. Therefore India ns a 
debtor country will in no way be suffering but it 
might gain. 

5265. How would It gain? I do not follow' that? 
— If tho debtors in the country itself are to sell less 
commodities in order to pay off their debt, hy tho 
■rise of prices,— to-day, if there is a rise in prices, 
naturally I will he selling less commodities to get the 
same amount ot money. 

5264. Arc you referring to a rise in internal prices 
or external prices? -From tlio rise in internal prices 
wo arc going to the rise in external prices. 

5265. And do you suggest that hy reducing the 
exchange value of tho rupee India will raise external 
prices, the gold prices abroad? — It cannot raise gold 
prices in that. way. There will he an appreciation in 
the price of gold, which means there will lie a fall 
outside, because we will demand more gold, there 
will he appreciation in the price of gold, and there 
will he n fall m prices outside. 

5266. We could leave out the question of the demand 
of gold from this argument because the reduction in 
the vnluo of the rupee which yon propose could he 
equally well effected under a gold exchange standard 
without bringing in the question of a gold currency. 
For external purposes also; wo are exporting from 
here agricultural produce and commercial products? 
Well the unit of value being the rupee for tho masses, 
1 hey merely evaluate all their needs in rupoos. They 
will ho selling less crops for obtaining the same 
amount of rupees. It is when it comes through the 
hands of the exporting firms that they deal w r ith 
foreign countries. The iimssos having the rupee for 
the present us tho unit of value, will lie selling less 
commodities internally of course for getting the sanio 
amount of rupees. Therefore when we come to tlio 
question of the debts of one country to another, it 
has to he seen whether we are selling Icsa commo- 
dities nr more commodities. J think we shall bo sell- 
ing less commodities to givo the same amount of 
interest or to pay off the same amount of debt. 

5267. You suggest that although foreign prices have 
not risen, foreign countries will lie prepared to accept 
u lesser amount of commodities in discharge of your 
foreign obligations? — When our prices have risen, 
on account of the sympathy of the market, the prices 
of commercial products will also go up; we have a 
monopoly in several things, such as jute, tea and 
skins and seeds. Thus on account of the general rise 
in the level of prices, the foroigner will he paying 
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more prioee. The prices of these commercial pro- 
ducts and crops are to be settled by the conditions 
whioh are prevailing in our country. 

6268. You mean then that by reducing the value 
of the riipee you will be able to force up prices 
abroad? — To some extent we can. A crisis in one 
country can either raise the prices or bring down 
a fall of prices in other countries. Hie world is 
linked together in these days. 

6269. One other question, Dr. Balkrishna; you 
have given a glowing account of the stimulus to trade 
and industry that arises from u rise in prices. Would 
not the same effect occur in u gold using country 
from a fall in the value of gold ?—. It will. 

6270. And all gold using countries will, therefore, 
benefit from a fall in the value of gold? — Yes. 

6271. Now turning to your memorandum (Appen- 
dices, page 223) in which you discuss the effect on the 
world of a possibly large absorption of gold by India, 
you say “ the introduction oi u gold currency in 
India by arresting the fall in the price of gold will 
do a real good to the whole world. 1 ’ Could you 
explain that apparent discrepancy with your previous 
argument? — Yes; the prices on account of the war 
and other causes after the war, have risen to such 
a high level that those countries which have got these 
high prices will suffer more if there is a rise in the 
prices which are already on the peak; Germany, 
France and even United States, all of these have got 
high prices and it is bettor for them that those prices 
should be reduced a little. 

5272. But the argument wus, was it not, that the 
rise of prices produce choerfulncss, buoyancy and so 
on? — But there ought to be a limit for these. 1 
these prices have to be approached to the gold loved, 
there ought to be a great deal of deflation and also 
therefore a fall in the price of the commodities. But 
that can be brought about only by the adoption of 
a gold standard by theBe countries or if the conditions 
do not ullow them to adopt a gold standard, India 
should come forward and adopt a gold standard and 
thereby relieve the pressure on those countries. That 
is the gist of my argument. 

5273. Then perhaps I should be right in sum- 
marising your position as advocating a small dose 
of inflation but not too much of itP — Yes. 

5274. (Sir Furshotamdas Thnkunla *.) In replying 
to Sir Reginald Mant, you said that in your opinion 
Is. (kl. sterling to-day was equal to Is. 4d. gold? T 
do not know the actual rate now. 

6275. is not tho sterling very close to the gold point 
to-day? — I think there was 6 to 7 per cent, premium. 
A few vuontlis back it was even 12 per cent. 

5276. It has been round about 4’86 for some months 
now. . It is very close to the gold point. If that is 
so, Is. 6d. is not Is. 6d. sterling but Is. 6d. gold also? 
—It has boon coming up. It may be a month or so ; 
it has been comiug up from July onwards. 

6277. You are not in touch with the latest quota- 
tions?— I say it has been coming up. My impression 
is that before July there was a depreciation to 111 
or 12 per cent. 

6278. You do not know what it is now ? — No. 

6279. Can it be said at present that Is. Gd. is Is. Gd. 
sterling and it represents gold also ? — Of course if the 
price of sterling i8 equal to gold, it will bo that. 

5280. In paragraph («), (Appendices, page 217). you 
say, “This can lie done by issuing sterling mites.” 
What do you mean by “ issuing sterling notes ”? 
The word “ sterling ” ia used loosely. It should l»c 
11 gold. 1 ' 

6281. You would like the word “ gold " to be sub- 
stituted for 11 sterling " there?— Yes. 

5282. ( rrofetsor Goytijec.) As regards the point put 
by Sir Reginald Mant to you, don't you think that 
the ultimate exchange is botweon goods and goods 
between two countries and that the ratio of Is. 4d. 
can be of some benefit to the exporter only 
temporarily, until the prices adjust themselves to 
the new ratio?— Yes; it will he. v 

5288. Temporarily there will be some benefit?— Yes. 

5284. Then there was another point. In your 
memorandum you have argued that by bring- 


ing the gold standard reserve and tho paper 
currency reserve to India, our industries could be 
assisted. You added that the Imperial Bank should 
hold foreign bills in order to control tho foreign 
exchange. Then what would you do with the gold 
standard reserve P — Some of it will be employed in 
buying Indian securities and some amount will lie 
utilised in foreign securities and the rest can bo in 
liquid gold. 

6285. But so far as the Imperial Bank holds an 
equivalent amount in foreign bills, that will also help 
to finance foreign trade?— In every country we are 
doing that. 

528G. What kind of help, assisting foreign trudeP 
— To some extent. But we have to take other things 
also into consideration; when we have got tho gold 
standard with gold in circulation, other countries 
will have to buy our securities to pay off our deliLs. 
Then the gold securities will be interchangeable and 
as we are a creditor country so far as our exports 
are concerned, they will be more eager in buying our 
securities than we will be. £ think we will be in 
a better position to hold in that way less foreign 
securities than our securities will be in tho hands of 
the foreigners. 

5 286 a. That is true; hut that is irrespective of 
whether the gold standard reserve is in India or we 
hold our bills on foreign countries. They must be 
bolding our securities ulrondy. — Now we have these 
rupee securities; at that time we wffl have more or 
less gold securities. 

5287. What I mean is this: Uniformly they must bo 
bolding bills on us? — Yes. 

6288. They must 1 k> bolding them even now? —Yes. 

5289. (Sir Fajendmnath Mookerjec) : You say that 
by substituting for the present ratio the ratio of Is. Id. 
the prices of commodities will increase? Yes; there 
will be a tendency for that. 

5290. And the agriculturists will gain?- Yes. 

5291. Now among the agriculturists, there are many 
who have very small holdings and whatever they pro- 
duce, after providing for their own necessities, leaves 
a small margin for outside sale. Therefore whatever 
profit thoy make by selling the littln portion of I heir 
produce will go to compensate the loss they will incur 
by having to purchase other necessaries of life at a 
higher price, such as dhoti, fish and so on which l hey 
do not produce. Do you ngreo with that?— No, T do 
not ugroo. 

5292. Will you please explain why you do not agree? 
— We know that many villages aro self-sufficient. 
Tiittlo of the foreign cloth or oven the cloth which is 
made in our mills at Ahmodubnd und Bombay is con- 
sumed by our villagers. They produce their own cloth 
and, for the present, the tendency on account of the 
Gandhi movement is to use indigenous cloth. So this 
movement is making them self-sufficient. There was 
a fen deucy for that self-sufficiency to be broken, but 
now 1 find that on account of this movomont when 
cloth is to be produced in each village, they do nut 
require much doth. 

5293. That is the future. But at. present the agri- 
culturists cultivate their land. They turn out a cer- 
tain produce, mostly food crops. After they provide 
for their food, they have a very little to sell to outside 
people. That much you admit? — Yes. 

5294. They may get a higher price if wo fix tho ratio 
at Is. -Id. But though they may get a littlo higher 
price, it is not sufficient for them to buy other neces- 
saries of life? Wo have to find out in each case the 
ratio of the money spent on them, on things which 
they buy from elsewhere and ulso the ratio of the 
produce they sell and then we will lie able to find tho 
profit. 

5295. Generally speaking, they have got small hold- 
ings, 1 acre, 1 acre and 2 acres? But they are at tho 
sumo time paying part of the produce to the xamindar. 
That is half of the produce or nearly J of it they pay 
to the xamindar and he will be selling it. 

5296. Aro you quite sure that even that little profit 
they make does not go to the money lender or to the 
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middleman ? — No — They will sell less produce to tlio 
money lender. 

5297. So that tlio profit goes to the money leader 
and tlio middleman? — No. 

5298. I leave it thcro. Reverting to what the 
Chairman and Sir Reginald Mant asked you about, 
you state in your memorandum that the falling 
rupee is favourable to India as a debtor nation. 
Again you say (Appendices, page 220) : “ India has 
been a creditor country and it shall remain so as far 
ahead as we can hoc.” Will you explain in which 
sense you use the words 11 debtor and creditor ” here? 
— Debtor in the sense of Home charges only; because 
there is no other debt to he paid; and also 
the debts that tlio Government raise for pro- 
<1 active and unproductive purposes. Debtor 
in tlio seuso of homo charges to be paid 
annually for tlio Home Government and secondly in 
the sense that debts liavo been raised by Government 
for productive and unproductive purposes just us every 
Government lias got some debts. Tn these two ways 
wo are a debtor nation. Wo are a creditor nation in 
the sense of trade, or foreign trade. Our exports ure 
always more than our imports ; so in that way wo are 
a creditor nation. 

5299. So wo gain hoth ways, without being absolutely 
oither a croditor or a debtor, according to your 
theory P- -Yes. It lias to bo seen what is the propor- 
tion between the debts and credits. 

5300. (Sir Mant.ckji Dadnbhny ) : Dr. Rnlkrishna, in 
answer to tlio Chairman you stated that the currency 
of tlio country should not bo looked upon only from the 
foreign exchange point of viowP — Yes. 

5301. Now. you know that India is a country of raw 
materials mid is under the necessity of exporting her 
surplus produce. Do not those considerations make it 
impossible to avoid the considerations of the foreign 
exchange as a material factor in our economic history? 
— No, Sir, my words aro foreign exchange should not 
bo given predominance. That is tbo idea. 

5302. That is different. You now say it ought not to 
get predominance?— That is the note underlying tho 
whole of my memorandum, that the policy of the Gov- 
ernment lias been more nr less based on tho stability 
of foreign exchanges. I say it should not bo so; it 
should bo based on internal prices. Therefor© it is a 
question of predominance and the relative importance 
that is given to foreign exchanges. 

5303. T soo your point. Then you want to set lie tho 
ratio so far as internal prices are concerned? — Not 
that alone. I do not say that we should ignore tho 
foreign exchange altogether. We should of course 
have in view the question of the foreign exchanges 
too; hut moro than that wo should pay attention to 
the stabilisation of internal prices and to a sound cur- 
rency system by which of course this end can he 
achieved. 

5304. Then so fur as foreign exchange in concerned, 
yon want to leave it to natural conditions, to adjust- 
ment of trade; that trade should adjust, the rntio?- 
Yea. 

5305. From time to time? — Yes. 

5300. And von think that the adoption of the gold 
standard may stabilise the exchange to a certain 
extent? — Yes. 

5307. That is how T understood you. Now during 
the interval we have also to make our Homo re- 
mittances and charges. On the basis of what ratio will 
those remittances have to ho made and how will they 

bo made? The lm is will be tho rate which is fixed in 

the market between gold and silver as it lias been 
going on up to now. The Government fixed the ratio 
at 2s. but that ratio could not he kept up nml the 
Government then left tho whole thing to automatic 
causes. 

530R. Then even in the matter of Home Charges it 
will have to lie left to automatic causes?— I say it 
should he made through the Imperial Rank and there- 
fore the Government has nothing to do with the fixing 
of the rale. Tt should be* done only through the banks 
and lliut. means natural causes will come into 
operation. 


5309. Rut tho Government of India in framing its 
Budget will have to adopt somo ratio; otherwise how 
can it adjust its balances P- -I see there will be some 
uncertainty in the framing of Budgets, but of course 
it is impossible to remove the whole element of un- 
certainty when you leave the rate to natural causes. 
That inconvenience will ulways be present, especially 
during the interim when the rutio is fixed at Is. 4(1. 

L think, as I have already said, on account of certain 
causes the ratio will hover about Is. 4d. Therefore tlio 
Government can make provision for tho variation of 
I ho ratio: it may be to Is. 5d. 

5310. No, but tho Government has to adopt somo 
definite figure in its Budget, either Is. Gd. or la. fid. 
or Is. 4d., otherwise Indian finances will be in a state 
of chaos. So if you leave it to automatic muses and 
conditions to work out the destiny of the ratio what 
a ill bo the position of tho Government of India in the 
matter of its Budget formation?— Well, it will have to 
mako up for the losses with a supplementary Bill; 
there cun ho no other alternative here. 'When we 
leave tho thing to automatic causes we cannot divine 
whut will bo the rate at any time. If we fix tho rate 
at Is. 4d., tho Government will he framing its Budget 
at that ratio; and if the ratio fluctuates adversely and 
tho Government sustains a loss, naturally it will come 
up to the Assembly and ask for more grants. 

5311. Then if it is to be left lo these automatic con- 
ditions, will you please let me know how long it will 
tako for tho automatic forces to bring tho ratio down 
to Is. 4d. Have you made any estimate of the time? 
— I do not think any ono can divine the effect, of these 
forces. Tt is very difficult because if the gold 
standard is adopted hy Germany or by some other 
countries, such ns Australia, the appreciation in tho 
price of gold will bo very high and probably the rate 
may come up to Is. 4d., and then ns T find tlio produc- 
tion or output of gold also is being lessened the price 
of gold will go up to some extent on account of that 
cause too. But if tho Central European countries do 
not adopt the gold standard, the price of gold and 
silver may remain divorced from each other for a long 
time. Therefore there are so many causes which are 
uncertain in their nature that any estimate of the 
time to be given as tn the fixity of the ratio as Is. 4d. 
will ho impossible for us to make. 

5312. Then would not during that interval there ho 
dislocation to a certain extent?— Tn foreign exchanges 
for the remittances of tho Government! 1 

5313. Yes?- Yes, there would he and the Govern- 
ment would bo on tho same basis ns the merchants. 
The merchants are dealing with those things say up to 
tho extent of 4 or 5 hundrod ororcs of rupees, while 
tho Government has to remit only 30 million pounds. 
It will be placed on the same level as tho merchants of 
the country; it will not hnvo to suffer moro. Mer- 
chants as a community will ho also liable to that 
fluctuating rate and in every country they are liable 
to that fluctuating rate; what if the Government is in 
tho samo position as the mercantile community? 

5314. Will this fluctuating exchange then in your 
opinion liavo any effect on internal prices P — Tt is a 
very complicated phenomenon. There must ho some 
effect of the fluctuating rnto of exchange, otherwise 
there is no use in saying there should he fixity. These 
exchanges and fluctuations must have their effoct on 
internal prices, otherwiso why should wo try to fix the 
ratio at is. 4d. By reducing the rate you are having 
an increase in priceB, and by raising the rate yon will 
liavo a fall in prices. Therefore it means that internal 
prices aro linked to some extent with the foreign 
exchange. But as every ono of ns knows the pheno- 
menon of prices is so very complex that we cannot sny 
that this causo is more important than the other. 
This much T can say, that the internal prices are linked 
to some extent to the foreign exchanges. 

5315. Will this policy of non-interfereno© ho on the 
whole to the interest of India P— -I think so. 

5316. (Sir Henry Strakoxch ) : Professor, I should 
like to ask you a fow questions with regard to a state- 
ment which you mode with reference to the amount of 
gold needed to put your plan into operation. When I 
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spunk of your plan 1 moan the plan in 1928 of convert- 
ing the token coins, be they notes or rupees, into gold. 
You told us that you thought that as the European 
countries held a matter of 14 to 35 per cent, of their 
note circulation in reserve, a similar ratio might be 
uppliod to India P — 1 did not say similar, nut exactly 
the same ratio. I Baid that gives us the basis for 
estimating the gold that will be necessary for us. That 
will be the mimimum rate which must be required and 
Indian conditions will require more. 

5317. They will require moreP At what percentage 
of tlio note circulation would you estimate the re- 
quirements P— If I am not wrong in my impression 
I think 35 per cent, is the present holding of tho 
Qoverment of India in liquid money to its own notes 
here. That has to bo seen. Well if that is the case, 
in tho first few months we shall require a largo 
gold reserve; I think 50 per cent, will be necessary 
in tho first six months ; afterwards normal conditions 
will prevail and wo can come down to the samo 
reserve as the Government is holding now. That is 
what experience has shown us. 

6318. In that connection you probably follow the 
statutes of the chiof Central Banks who aro en- 
trusted with tho management of tho curroncy in 
other countries, and you probably know that the 
minimum reserves to be held by, for instance, tho 
Central Bank of Germany, tho Kcichsbank, is about 
one third of its note issue, that the Federal 
Reserve system 40 per cent, of iia note issue? — 
Yes, Sir. 

5319. 1 do not quite appreciate why you Bay that 
in Europe notes were covered before the War by 
M to 35 per cent, of gold. 1 am tolling you the 
mini mum reserves P-- No doubt so far as Germany is 
concerned, in Franco of course tlioro is no statute, 
but in Germany there was; and when I said 14 to 
35 I was also thinking of tho English banking system 
and the ratio of tho deposits against cheques, I 
mean against the cheques they have issued and the 
notes. The 14 per cent, of courso refers to the 
reserve against notes os well as cheques. In certain 
banks, for instance, tho result came to only 11 per 
cent.; in others a little more and in others higher 
still. 

5320. But havo you not got to take tho percentage 
of reserves held by the Bank of England and not 
by individual banks as a measure? — Well that is 
n banker’s Bank. Naturally it must have a large 
reserve; it must hold a very large reserve. I have 
referred to what the banks themselves are holding. 

5321. But those banks can go to tho bankers’ bank 
and discount their bills at any time and procure 
currency and credits with the Central Bank. 
Haven’t you therefore really got to estimate tho 
position from the balance sheet of the bankers’ hank? 
- Yes we have to; therefore wc coil find out the 
ratio in tho other way. The bankers’ bank, that is. 
the Bank of England’s reserve only will not be the 
right guide because that is the maximum amount 
held. On tho other hand, the bunks’ reserves will 
be tbo minimum. So wo have to find out a ratio 
which will lio between tbo two, the reserve in tbo 
Bunk of England and the reserves in the other banks. 

5322. But if those other banks hold their reserves 
ns balances with the Bank of England, would you not 
then say the return of the Bank of England is the 
only guide P — Therefore I am saying that is the 
maximum limit; the reserve in the Bank of Kiigland 
i» tho maximum; while the reserves in tho oilier 
hanks will be tho minimum, and between these two 
wc enn find out the true ratio to the note circulation. 

5323. Would you be surprised if 1 told you Hint 
tho Bank of Englnnd held in pre-war days about 
59 per cent, of its liabilities in reserve and equally 
the big central banks of gold standard countries ?- 
There is special consideration to be given to that 
point of the 50 per cent, reserve in the ease of the 
Bank of England; it is not only the financial con- 
ditions of England which havo to be looked to; but 
l*>ndon being the financial centre of tho world and 


having to mako payments through its financial 
machinery to nearly all the countries of tho world, 
it had to hold a very largo amount of reserve for 
that purpose. Jn the case of India, as she will not 
bo the financing centra of tho world and will nut 
have so much banking business, we can thcroforo hold 
loss reserves. 

5324. But wlmt is tho purpose for which you hold 
these reserves P — For converting notes into gold and 
for foreign remittances. 

5325. Exactly: I wanted to cornu to that. It is 
for foreign remittance that you aro holding tbo 
reserve, and therefore if thero is a possibility of 
those foreign remittances requiring u large amount 
of gold your reserve has to be proportionately high, 
has it not? — I have said that. 

532G. Now, then, on introducing a gold standard 
with gold in circulation you say you estimate that 
50 per cent, cover of tho note issue would be 
sufficient ?. — Yes. 

5327. The noto issuo at present is 190 crorcs P- - 
Yes. 

5328. So that you would regard 50 per cent, of that 
as sufficient, which means 95 croresP — Yes. 

5329. Now what liabilities have you got to meet 
with thoso 95 crorcs, on introducing your gold 
standard with gold in circulation ? Would you give 
me the headings of tho liabilities that have to be 
met out of that reservo of 95 croresP— Notes to be 
redeemed, rupees to be redeemed; and at the same 
time tho payment of foreign remittances; these will 
be the three headingR, I think. Redemption of notes, 
redemption of rupees, and remittances. 

5330. In order to weigh to what extent you will 
require to trench upon your gold reserves, you havo 
to know what amount of rupees are likely to bo 
tendered for conversion? — Yes. 

5331. And to estimate that you will have to kuow 
how many rupees there arc to be converted?— Yes. 

5332. Do you not think it is necessary to know that 
very precisely?— I have said in iny statement, when 
I was giving oral evidence, that tho latest estimate 
of the rupee circulation is not with me and therefore 
I could not givo that in the memorandum to form an 
estimate. 

5333. How then do you come to the conclusion that 
95 crorcs would be sufficient?- As T said, there arc 
75 crorcs in the reserves in London; there is another 
sum of 20 crorcs in the form of gold reserve in India, 
giving a total of 95: with a two years’ interim 
which will bring in morn gold, I said that at the 
rate of 25 crores I, t-ako it to bo 50 crores; so that 
in all it would be 115 crores, not 95 crorcs. 

5331. Let us tako your figure of 145: why do you 
say that that will be sufficicnl, if you do not know 
the number of rupee coins that may bo presented 
for conversion ?— Wo have got the ostimato of 1911 or 
1912, I think, so far ns that ostimato is concerned. 
That will be more issue for the present, and there- 
fore it will be merely a vague statement, even if we 
make any rough estimate on tho basis of the esti- 
mate of 1911, because so much more money has 
been coined after that. 

5335. But wo havo to make an estimate to-day P — 
Yes, of course you have to. 

5330. It is a very responsible task to undertake to 
pruraiso to convert your token currency into gold 
and not be prepared for that, and therefore we 
should like to get enlightenment ns to the amount 
or reserves that will have to be accumulated before 
you can undertake that?— I bad made an estimate 
of that; unfortunately it is not with me just now: 
it was an c?stimate from the year 1.S50 to 1925 of luiw 
much silver lias been imported into tho country, 
and giving a 5 per cent, depreciation on it per 
annum, not one or two per cent, as is done in other 
countries (1 shall give the reasons for that later 
if you want); but on that depreciation of 5 per 
cent, per annum we come to a certain figure, that in 
1924 we have got so much silver in the country and 
some of it must bo in tbo form of bullion whilo tho 
other must be in the form of rupees. In that case 
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I take it half and half, that is to say, roughly speak- 
ing, half in the shape of bullion and half in the 
shape of rupees. 1 made nut that estimate and I 
shall send it as supplementary information if you 
want it. 

583 7. Yes, that will be most valuable, but 1 do not 
quite appreeiato your point that you have to reckon 
5 per rent, depreciation per annum: you mean 5 
per cent, of the rupee coin in circulation P- -Not 
rupee coin: silver imported into the country is wliat 
1 am saying. 5 per cent, is tho consumption per 
year, consumption in tlia weight, which is wasted 
and goes out of existence. 

5338. Five per cent? — Well, I will give my reasons 
for that. In other countries we know that the wear 
and tear is taken at one to two per cont. 

5339. 1 am not aware of the figures? — One to two 
per cent, is the wear and tear of currency so far as 
rupees are concerned. I am here talking of the 
consumption of silver imported into the country and 
therefore finding out how much slock of silver there 
is in the country. 

5340. You mean actual loss or disappearance? 
Yes. 

5341. So that, putting it in a different way, silver 
disappears completely in twenty years P- Yes, 
according to me. 

5342. The silver which has been imported into this 
country disappears in twenty years?— That is my 
view; T will give my reasons: The wear and tear of 
coin of course is quite well known. But we are 
using silver as well as gold for medicinal purposes, 


us well as for platos and ornaments. A very large 
amount of gold is consumed in the shape of ornaments; 
and these ornaments and plates aru melted and re- 
niclted ; fashions are changing very often ; the women- 
folk are not satisfied with the old ornaments and they 
have now ornaments made and therefore there is 
in that wuy a groat deal of wort and tear. You will 
find that from the year 1851 to 1900, nine-tenths of 
tlio silver that was imported into the country was 
coined, and passed through the mints. In that case 
it seems to us that one-tonth has been used in the 
shApo of bullion, that is, for medicinal purposes, 
ornaments, etc. But it also appears that rupees 
were used for ornamental purposes. There is there- 
fore of course a great deal of depreciation or loss 
of silver when we use it as ornaments and plate. 
Tho higher classes are using silver in the shape of 
plates cups and saucers and other things such as 
hookahs, etc. For medicinal purposes also we are 
using silver and gold which means a good deal of 
consumption. Therefore taking all these things into 
account J think there is n great loss and that is 
why I have fixed the rate of depreciation at 5 per 
rent, instead of 2 per cent, for wear and tear. 

5343. (Chairman.) You referred to the basis of an 
estimate which you had compiled. If it is con- 
venient to you to let the Commission have it In the 
form of a supplementary memorandum it will no 
doubt be of interest to them? — I shall do so. 

5344. (Chairman.) On behalf of my colleagues T 
must express our thanks for tho very full assistants) 
you have given us this morning. 


(The witnees withdrew.) 


Mr. .1. A. Wadia, called and examined. 


5345. (Chairman).- Mr. JaiiiHCtji Ardaseer Wadia, 
you have been kind enough to come and help the 
Commission this afternoon, and you have also been 
good enough to provide us with a very full 
memorandum* of your preliminary views nir tho ques- 
tions submitted to us lor reference. Let me ask 
you, just for the sake of our record, in the first 
place, from what aspect you view these questions, from 
the point of view of the business man or from the 
point of view of the student? — More in the interest 
of India as a whole, not my personal interest. From 
the point of view of my personal interest, 1 would 
fuvour a very high exchange. 

5310. But your actual experience has been that of 
a mail of business?- -Yes. 

5317. Engaged in business in Bombay? — In the 
manufacturing business in Bombay. 

534K In the cotton trade? — Yes. 

53111. From the point of view of a manufacturer 
or merchant?- -No, 1 have been a promoter mid 
Director of about 12 or 13 companies, having about 
12,(X)0 looms under their control. 

5350. 1 propose to ask you a few questions to 
elucidate the opinions expressed in your memorandum 
rather with a view to seeing where particular 
emphasis is to he laid and of clearing up any points 
that seem to require clearing up?- -Yes, Sir. 

5351. In the first place, there is a very interesting 
point of view expressed in your memorandum that, 
there ate advantages in the free coinage of silver. 
This is summarised in the last paragraph of your 
memorandum, in which you say: — 11 If that (i.r., 
gold currency) is not allowed to us on account of the 
monetary interests of London, then I would prefer nn 
o]xm mint to silver. Silver or gold currency must 
lie honest ”P — I say that. 

5352. In the event of it being for any reason impos- 
sible for Tndiu to obtain a full gold standard with a 
gold currency, to all other systems you would prefer 
the free coinage of silver?— Impossible for what 
reason ? 

# Appendix No. 27. 


5353. Is it relevant to ask from what point of 
view it is impossible? — Then, wliat 1 say is if that 
is not allowed to us, I prefer altogether a si Ivor 
currency, if you had not closed the mints, I would 
have been happy. That was the mistake made. Now 
that there is a possibiity of our having a gold 
currency, Jet us have an honest gold currency. If 
you cannot do that. 

5354. The question I ask you as having a special 
individual interest and which you might enlighten 
tho Commission upon is, what you think would lie 
the effect, firstly, upon the trade and commerce of 
India, secondly, upon the standard of living and the 
prosperity of the Indian people as a whole, of a 
restoration of the free coinage of silver? — My ideal 
is this, that if we aro to open the mints to-day, of 
course prices would be affected but not to that extent 
ns you expect. You will see from the figures 1 have 
given you — they have been taken from tho official 
figures — that when the mints were open and when 
your exchnngo was 23d. to the rupee and when it 
fell to 13d. to the rupoo, food prices in India were 
practically not affected. These figures show that, ami 
there is also tho evidence tendered by Sir Anthony 
Macdonnell before tho Fowler Committee to show that 
the internal prices were not affected. I have got hi** 
opinion in my pocket. I took it from his evidence 
before the Fowler Committee, and ho says that the 
internal prices in India were not affected although 
the rupee in relation to gold fell from 23d. to 13d. 
I have just taken it down. 

6355. When was thisP— Before the Fowler Com- 
mittee. 11 Apart from tho dislocation caused by 
famine and bad seasons, the purchasing power of the 
rupee has remained pretty steady. There have been 
local variations, of course, owing to scarcity and so on, 
hut apart from this the purchasing power of the 
rupee lias remained steady from the middle of 1886 
to the middle of 1896. In 1886 exchange was Is. 6d. 
and tlion it went down as low as Is. Id. in 1884. 
Tn the 10 years from 1885 to 1895 it has had but veiy 
little influence.” These are his own words which I 
have taken from his printed evidenoe. 
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036(1. What in your opinion was the reas on why 
the Indian min to wore closed to Lho free coinage 
oi rupees ? — It was absurd. The opinion was that 
the Government said, “ wo wore not able to make 
hoth eads meet/’ and yet at 13d. they had a .surplus 
in 18!>5 after closing the mints. Now you arc taking 
from the country 45 crurcs more of dim:t taxation, 
that is, the Imperial Government, and I believe Jo 
crores from indirect taxes like the enhancement of 
railway charges and so oil, and yet you uro at 
wit’s end. 

5357. It was a fact, was it not, that during the 
last 20 years during which thn in into were open to 
the free coinage of rupees there was a steady decline 
in the exchange value of the rupee?. -Yes, which 
ntl'ccLcd nobody but the English officials in this country 
who wauled to remit money home. 

5358. llad that no effect on Indian trade? — it was 
expanding. .If i, as a producer, for one sovereign 
pound of my cotton or wheat selling in lho neutral 
markets of the world fur one pound in 1873 gut its. 11, 
and if in 181)5 1 got at the rale of 13d. Us. iff, lho 
country did not suffer — 1 did not suffer as a producer. 
i*got more riqiees. The Government of India in their 
report to the Home Government in 188(3 acknowledged 
that. You will liud that in the quotation from the 
Blue hook. They said that the producers of the 
country henelited, they said that in plain words. 

5351). You understand that if 1 ask questions intend- 
ing, us it were, to examine the bases of your opinion 
it is only in order to reveal the opinion in its strongest 
form and that it docs not imply any particular 
assumptions on the part of the questioner. 1 rather 
gather from what you say that you look upon the 
circumstance that there was a steady fall in the 
exchange value of the rupee as on the whole by 
no means detrimental to Indian trade? — (Vrtuinly 
not, tho Government of India acknowledged it them- 
selves in their despatch in 188G. 

53(50. Then would it follow from that logically that 
you look upon a continued fall in the exchange value 
of the rupee as conferring fresh and continuous 
benefits to India trade? Well, there cannot bo a 
continuous fall. There must be a limit. All T say 
is that you depreciated it artificially; that is a 
different thing. 

5361. Where would you put the limit? — I do not 
know where 1 would put it. It is for the workers 
in the mines, it is the capacity of the mines. T could 
not tell you what the capacity and what the con- 
sumption would be. I say that India did nut suffer 
by the mint© being kept open for the free coinage 
of silver. The Government of India was incon- 
venienced for the time being, but beyond that 
inconvenicnco there was nothing to show that the 
Government of India or the Home Government, were 
justified in interfering with our currency, and after 
interfering with it giving us neither gold nor silver. 
They destroyed our natural currency and they gnu 1 
us nothing and for 33 years wo liavo been fumbling 
about. 

5302. You recognise that, with tho free coinage of 
silver, if and so far as the market price of silver 
fulls, exchange falls? — Yos. 

5303. If and when exchange falls, I gather your 
opinion is that it is rather beneficial than other- 
wise?-. Of course it is, and it is not detrimental to 
lho import trade. If I make more nip*-©*. 1 nm 
able to buy more. But now what happens? Supposing 
life market price of silver rises, of course the exchange 
will rise, like the market price of any other article. 

53IM. If it is beneficial to India that the exchange 
should fall, is it detrimental to India that it should 
rise?— If it rises through natural causes, it would 
not be detrimental because the whole world will Tx? 
on tho same basis. All the silver-using countries 
will he in the same condition. 

5305. Wo then nrrive at the circumstance that the 
benefits are equal to India whether exchange rises 

or falls P I do not think so. I think India is in* a 

very peculiar position. The producer benefits by the 


lull, and if you raise the exchange the producer 
suffers, but if it rises through natural causes, of 
course there is nothing Ui be said. It is like the 
rise and fall of cotton or any other commodity or 
gold. Gold has appreciated mid depreciated. 

53GG. You recognise, do you not, that us a standard 
of value silver is more variably than gold?— Silver, 
as far as the purchasing power of the cuiu was cun* 
re rued, was a belter metal than gold any day, until 
you closed the mints. As 1 show you, with silver 
at 23d. to the rupee and with silver at 13d. to lho 
rupee, the purchasing power internally was not 
n fleeted. Of course if 1 bought a bottle of ebampague 
it would bo different, but the internal prices as 
revealed by our own Blue book tell a different tale. 

53(37. Taking it in general, you do not see any dis- 
advantage to India, either from the point of view 
of commerce or from the point of view of the economic 
advantages of tho Indian people, that their .standard 
ul Valin's should ho one that would vary with tho 
market price of silver? — 1 do not see any disadvantage 
at. ail. in fact that is tile opiuiou; if you will read 
clause 34 of the last Bahiiigtoii-Suiitli Committee's 
Report they say that silver-using countries have 
prospered and can prosper with a fluctuating 
exchange; in clause 34 of their findings they say that. 
That is not my opinion, that is the opinion of the 
Bahingtoii-Suiith Committee. 

53(38. 1 suppose the object with which the recom- 
mendation in the report of the Babingtoii-Smitli Com- 
mittee was founded was, if it was anything intelligible, 
io establish the exchange value of the rupee at such 
a level that it would be independent of variations 
in the silver market? Was nut that the object ul' 
their recommendation of the two shilling ratio? 

1 do not know what their object was; it was a very 
foolish thing, whatever it was. To try and stabilize 
the rupee in relation to gold when the whole world 
w r as tup^y-turvy was one of the most curious things 
one could think of on the part of the Government 
of India. I believe, if von will allow mo freedom 
of spiech, the Government of India wauled a high 
fixity, and they thought, silver being high, of screw- 
ing up the rupee. That was what 1 think they 
aimed at in their heart of hearts. Of course they have 
failed. 

33GI). You refer to the Babington-Smitli Com- 
initte’s Report as .supporting your contention as 
regards lho' relation between the price of silver ami 
the standard of value in this country. Is it not 
the ease that, whether ill-advised or well-advised, 
the object of that Commission in its Report was to 
.select such a ratio for the silver rupee as to make 
.is token value independent of the variations in tho 
price of silver? -1 suppose so, that they had that in 
v lew. 

5370. So on the whole it shows that they were not 
adherents of that opinion which you express ?— 1 do 
not express it, they express it in clause 34. Kindly 
do not attribute that opinion to me. I think they 
were quite right in their opinion. 

{>371. You recognize that by linking tin? rupee 
currency to the price of silver by permitting free 
currency, it would result in the circumstance that 
the exchange value of the rupee, and in consequence 
Tmliaii prices, would vary with the silver market?-- 
Ycm, partly, not wholly ; I have again stated that the 
silver foil to 13d. The internal prices were not 
affected. I have given the figures from tho Blue books 
and F have quoted the opinion of a prominent member 
or the Fouler Committee and I cannot say anything 
more. 

5372. Let mo ask you one or two more elucidatory 
questions upon your memorandum. In quoting the 
Treasury, in the first paragraph of your memorandum, 
you say : 11 The proposal— (that is for closing the 

mints) appears open to those objections t-o a token 

currency which, have long been recognised by all 
civilised nations, vis., that instead of being automatic 
it must be managed by tho Government and that any 
such management not only fails to koep a token 
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currency at par but exposes the Government which 
undertakes it to very serious difficulties and tempta- 
tions. 1 1 That of course was written before the event, 
wus it not? if one looks back at the history of the 
rupoo after the closing of the mints, did this policy, 
as a matter of fact, result in a failure to keep the 
token currency at par or did it not ultimately result 
in a substantial stabilisation of the rupee round about 
is. 4d. ? — Yes; you succeeded in stabilising the rupee 
at Is. 4d. ; you also sucocoded in destroying the 
Xiurchosing power of the rupee internally. Because 
you will sco from tho figures that your food grain 
prices went up by leapN and bounds owing to your 
inflation and token currency. You destroyod our 
natural currency and you gave us token currency with 
tlio gold standard as you chose to call it and tho 
result wab that tho food grain prices which were 
114 in 1804, 117 in 1902 rose up to 109 in 1913 and 
222 in 1914; but tlio English pricos showed no such 
fluctuation. 1 have given you the English prices 
as well. 

5373. AVhen the mints were closed to the coinago of 
the rupee, that was followed by a period during 
which the Government made no further issue of 
rupees? Exactly so; consequently tliore was no 
fluctuation in the price of food grains; they only rose 
from 1 l-l in 1891 to 117 in 1904. Then you began to 
coin your token currency at high pressure and the 
prices began to rise. 

5374. 1 am examining the effect of the closure of 
the mints from tho figures which you lmvo given us. 
T understood from your argument that there was no 
conceivablo relation between the closure of tho mint 
und the exchange. Ts that not soP — No. What 1 
say is that when you closed the mint and stopped 
the coinage, tho prices were not affected except with 
a very narrow limit. Then you began to coin between 
1900 and 1904 and you coined 60 crores of rupees. 
The country having been starved all these years of 
coinage, the currency was required. After that the 
prices wore affected. My point is that you attained 
the stability. In exchange you destroyed tho stability 
in prices. The result iff all nnr present troulihi was 
the destruction of stability in prices. Wo were 
obliged to pay higher wages. Higher wages moans 
higher cost of production and higher cost of produc- 
tion means our inability to compete. 

5375. But this is, I understand, subsequent to the 
date of whieh you complain against the currency 
authority in India and not tlio necessary and 
inevitable consequence of tlio closure of the mint?— 

I do not know ; but by tlio way in which you closed 
tho mint, you destroyed the internal economy. 

5376. Have you calculated what would have been 
tho effect of keeping the mint* open?— T can only 
say that your exchange fell from 23d. to 13d. anil 
your internal prices were not affected. 

53/7. Tho question I wanted to ask was this: 
Have you been nblo to calculate at all by means of 
reference to the actual price of silver in the market 
what would have boon the effect if you had kept the 
mints open?- 1 cannot tell ; wlmt. tlio price would have 
been if tho mints had not closed it is impossible for 
ino or any human being to prediet because you have 
stopped tlio consumption of silver and the silver foil 
very low. Whnt it would have been if the mints 
bad lieen kept open at present, is tlio price of the 
rupoo would have been 13d. I can toll you that. Hut 
it went much low»*r. 

•»378. If f may refer to tho second paragraph of 
your memorandum, you quote an extract from the 

II Statist,” a London Newspaper: “ If tho purchasing 
power of the rupee wore raised by 20 per cent.,”— 
(this is at the lime of tlio closure of the mints) “ land 
lax and other taxes payable to the Government would 
likewise be raised ” — (they were contemplating the 
possibilities and tlio consequences of the dosing of 

he mints). so would all debts due at the time 
the change was made. Tn other words, every banker, 
capitalist and usurer would find bis property so far 
ns it has been lent out to others increased by 20 per 


cent.” 1 should like to ask you if you feel able to 
make any calculation of what would have been the 
converse possibility if the mint had boon kept open 
to tho coinage of rupees? — If the mint had been kept 
open and we know very well that when the mints were 
closed and exchange fell from Is. 4d. to 13d. we had 
a surplus ; but if tho mints had been kept open to-day 
and if silver was 13d. to the rupee, of course we would 
have required more rupees in taxation; but as it is 
you are taxing us up to the hilt with your Is. 4d. 
You have taken 45 crores per annum from indirect 
taxation and put up 45 crores in direct taxation. 
Moreover my opinion is this: that we are a -debtor 
country in one way and in another way a creditor 
country. But as a debtor country if we owe 20 
million pohnds or 30 million pounds, what I would 
call Home charges, to England or any other country 
in the world, your silver or gold does not affect the 
country at all. I am supposed to produce in India 
goods worth 20 or 30 million pounds which would 
sell in the neutral markets of the world. My exchange, 
either Is. to the rupee or 2s. to the rupee would not 
be affected. I have got to produco goods. They 
would- not recognise whether your rupee is 14d. pr 
lGd. or 18d. The Government of India would be 
inconvenienced for the time being. But beyoud that 
inconvenience and that has been acknowledged by the 
Government of India report in 1886, tlie people at 
large are benefited. I am sorry I have not got the 
quotation here. But I can give you the opinion of 
Sir Robert Griffin os to what the consequences would 
bo in case with an open mint exchange fell and the 
Government of India were not able to balance their 
budget. Would you like to hear itP 

5379. May I know whnt is your opinion P — I agree 
with him. 

5380. If you agree with the opinion I am sure 
it will be of interest to the Commission? — I agree with 
him. We are giving our produce which in the neutral 
markets are valued at 20 or 30 million pounds. 
If you call a rupee Is. or 2s. Government takes so 
much more money or so much more produce out of the 
pockets of tho people. 

5381. Jf I follow the point you are at present 
emphasising it is this; that tho actual level of tlio 
exchange, when you consider Tndia from the point 
of view of n debtor, is insignificant because the actual 
amount or its sterling debt has to be settled by the 
sterling market P— Yes. 

5382. That is an opinion which the Commission 
is interested to hear, ns it is different from other 
evidence wo have heard to-day. Now let us look 
at it from another point of view. Let us look at 
it from the point of view of Tndia as a great develop- 
ing country, with great needs for fresh capital in 
order to develop its vast undeveloped resources; in 
fact I think we agree that one of the greatest of 
all needs in India is the obtaining of a bountiful 
supply of fresh capital. From that point of viow, 
d» you not lay a certain amount of emphasis upon 
tlio necesity of obtaining a reasonable, stable rate 
of exchungc in order to remove from the path of 
those who are contemplating investment of fresh 
capital in India any doubts on the subject? — As to 
stability of exchange, I will tell you right off that it 
is a convenience. 

5383. Convenience?— It is a great convenience; 
hut I am not prepared to sacrifice 'the country for 
tho purpose of this convenience, in the way in which 
it has been sacrificed for the last 30 years. If you 
had when you closed the mints, Is. 4d. ruto and 
had given us a gold standard and a gold currency 
ns tho Fowler Committee intended, the injury to 
the country would have been greatly reduced. But 
you never chose to do that and as to your saying 
about the capital which is required for industrial 
development, according to our Finance Minister 
India is rich enough to provide 'all the capital. Ho 
said that only the other day. 

5384 Let us envisage that question, which is one 
of* great interest. In your opinion India is sufficient 
to provide all the oapitalP— That ia what the 
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Finance Minister says. He no id ho the oilier day 
to soiuo people in Calcutta. He said that we were 
rich enough to provide all capital. 

5585. That is an opinion which you endorse?— I 
am not prepared to say that. All tliut 1 say is 
this : that if j T ou cun give us a low exchange, say 
Is. 4d., with a gold currency in n rcnsoublo time, 
directly you say so, you will be satisfying us. A 
higher rate like 1 m. (id. 1 strongly object to. 

5386. This is raising another question, is it not? 
We were thinking at the moment ol the question of 
the relative advantages and disadvantages of the 
variability* of exchange, but you arc prepared to 
express the opinion that a stable exchange is beneficial 
from the point of view of investing capital ? — .Yes. 

5387. Before 1 ask you one or two general questions 
there are a few points upon the memorandum which 
I want to clear up. You have told us already in 
your replies that, from the point of view of settling 
India’s sterling debt, tiic rate of exchango is a matter 
which is not relevant? — Nothing at all. 

5388 That opinion, if I may say so, is 
in accordance with what is actually considered 
as economic theory. But now you say in 
the last paragraph of your memorandum, 11 1 
do not see any use of examining this question 
again, except to squeeze the tax-payer hy a high 
fixity for the benefit of the foreigner.” I low does 
that fit in with the opinion which you have just 
expressed? How. does the high fixity squeeze the 
tax-payer for the benefit of the foreigner more than 
the low fixity? — It is very easy to account. Say my 
exchange is Is. 4d. 1 have got to produce goods 

which will sell at Is. 4d, in the neutral markets of 
the world. Now you raise the cost to Is. (id. [ have 
to produce cotton as iquclt a* what it will fetch Is. 0*1. 
That is, I have to pay you 2cl. more in goods; that 
is where the squeezing conics in. 

5389. Then the absolute level of exchange is relo\ ant 
in considering the hurden of the sterling charges?- - 
Of course. 

5390. I gather from your last ’reply that when your 
mind turns to this paragraph in your memorandum 
you find that the absolute level of exchange, whether 
it is Is. fid. or Is. 4d., is relevant as to the raising 
or the lowering of the burden of India's foreign 

^charges? - -Of course. Suppose your mints are open. 
Suppose you pitch at Is. til. and your exchange goo* 
down to 1 h. 2d. There is a loss of 2d. hut the loss 
is only loss to the Government. To the country it 
is not a loss at all. The country has saved 2d. It 
has sold less goods. This is a remission of taxation 
lowering of exchange. I would like to rend Sw- 
Robert Griffin on that point, if you would like to 
heur it. That is a point which the Fowler Com- 
mittee did not take in very easily. Giving evidence 
before the Fowler Committee he said: “It (i.e., the 
fall in exchange) is a remission of taxation in that 
the community of India docs not contribute the pro- 
duce jf the taxes remain the same. Until you make 
the change the people of India do not contribute 
the produce. The Government is short of so* much 
produce. But what I say is the people of India 
hav* it.” 

5391. That pronouncement is pc-ihups not wholly 
free from obscurity in expression? — No, it is not 
obscure at all, because if the exchange goes from 
Is. 4d. to Is. 2d. the Government of India is short of 
cash, say 5 erores worth of produce. The people have 
it for the time being till you raise your taxation. 
That is what he means and that is quite clear to me. 

5392. You are on the point now, ns indeed wo both 
are no doubt, that if you reduce? the rate of exchango 
then the Government of India has got to increase its 
taxation P — Tf you have to lower it? 

5393. Yea? — Oh yea, of course. 

5394. 'Let us tnke that point. Supposing you were 
to effect a reduction of the present rate of exchange 
from Is. fid. as it stands at present in the market to 
h. 4d, ^ Have ybu estimated what the effect of that 
would be upon the Budget of the Indian Government? 
—-Yes, tbif would have to produce more rupees. But' 
what 1 want to impress upon you is this. It is their 
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meddling with the currency, giving us a token cur- 
rency ami inflating prices, compelling them to pay 
higher wages to their employees and higher wages 
mean higher taxes; it is owing to that meddling that 
they are in this muddle. I am myself in easy circum- 
stances. I used to employ m a v servant for Its. 10 a 
a mouth, the very man I am pitying Its. 25 to-day. 
Jt must he the same with larger employers of labour. 
Tf they pay more they liiusl raire mure money hy 
taxation. They first inflate the currency; that is 
reflected in prices; high prices mean high wages and 
high wages mean high taxation. 

5395. The specific evils to which you refer are the 
evils of inflation h.v the Government of India 
Tliat is it. 

539(5. To follow up that line of thought, I under- 
stand you recommend the ratio of Is. 4d.? Is. -Id. 
with a gold currency; no more token currency without 
limit-. 

5397. In any arrangement as to the final standard 
of currency, would it in your opinion ho possible to 
return to the ratio of Is. 4d. from Is. fid. without 
such an increase in the volume of currency medium 
as would actually be in the nature of a further in- 
flation? I mean, a critic who had been listening to 
the development of your argument might say you 
complain of inflation as the greatest of evils; yon 
desire a return to Is. id.; a return to Is. -Id. is im- 
possible without fm flier inflation? — AVhy should it he 
so unless you giro us silver. Give us gold, give us a 
gold currency and there will he no inflation. Your 
silver is simply a metallic- note. 

539S. By what steps would you propose if* reduce 
the ratio from Is. fid. to Is. -Id.? — And also gold 
currency directly? Tt is possible to do so. The step* 
should he lakeu at onee without giving anybody any 
notice. As you closed the mints without giving any- 
body any notice, reduce the Is. fid. ratio to Is. Id. 
without giving anybody any notice. If you give any- 
body notice they will he gambling; everybody will 
send money to England at Is. fid. and bring it out at 
Is. 4d. 

5399. What would the practical procedure ho?- 
Tho same procedure as you adopted in closing the 
mints. That is to say. declare yon will maintain the 
Is. Id. ratio. You maintained it fur 20 years and 
there was no reason why you should have gone to 
Is. fid. 

5100. You would declare that the rale is to be 
Is:. 4d.? — Yes; with gold currency. 

5101. T am trying to ascertain how the question of 
gold currency would affect tho rate. You would 
declare the rale to he Is. 4d. ; then wlial further steps 
would you lake?— Then you should within as short 
iv time as possible put us on n gold basis; put us on a 
gold basis at once; and T may tell you one thing: 
before the Fowler Committee Lord Itnthschild was asked 
what would he the amount of gold required for an 
effective gold currency and he said 20 million pounds 
sterling. But. then our currency was as regards coin- 
age 130 erores; a** regards currency notes it was about 
2G erores; so for 130 erores of rupees in effective cir- 
culation and 2fi erores notes lie said we would require 
20 million sterling. Now things have changed. You 
have inflated ynur currency. Your rupees are sup- 
posed to he 235 erores and your currency notes are 
180 erores or in that- neighbourhood. How much gold 
you should accumulate before you can declare con- 
vertibility it is for you to judge. 

5402. That perhaps raises another issue to which l 
should like to refer in a moment. 1 am referring to 
f.lio present state of affairs. Under the present 
system of purchasing foreign exchange in the market, 
the ratio stands round about Is. fid.; and 1 am con- 
templating that your recommendation is adopted. 
Tf the Government declares that the ratio is to be 
round about Is. 4d. perhaps you might agree that the 
immediate result of that announcement on the market 
would ho that dealers in exchunge would very soon 
knock tho rnte clown to Is. 4d.? — Yes. at onco. 

5403. Supposing no further measures were taken in 
order to keep the rate there by way of letting out 
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currency, would the rate be likely to stay there or 
would it not recover to Is. 6d. as the result of specula- 
tive operations? — No, I do not think it will recover 
nt all. You see you can take the exchange up to 
anything you like as long ns the balance of trade is 
in India’s favour; to Is. 6d. or even as high as Is. 8d. 
because you are the seller of rupees and if I am a 
hanker and T want a c-rore of rupees I can only come 
(o the Government and say 11 Give me rupees.” 
Then they will any “ We can only give you at Is. 6d.” 
So long as the balance of trade is in India's favour; 
you can reduce the bulutice of trade but you cun main- 
tain the rate. 

5404. Ultimately the ruto will be decided by the 
relative supply and demand of the two currencies, 
the internal and external currency? — Yes. if there 
was no monopoly in the rupee of course it would be ; 
hut you have created a monopoly. Suppose you give 
mo a monopoly of salt and say sell salt nt Is. 4d., and 
then T say I can take it up to Is. 0d., I can do that; 
there is a monopoly in a very necessary article and 
when you linve a monopoly you can take the price of 
the article us high as possible. 

5405. Let me ask yon to assist us in regal'd to what 
your proposals are for the introduction of the gold 
currency. What, measures would you take in order to 
secure that end ?— Accumulate gold, that is all. You 
have got gold, I belie vo 40 million pounds is now in 
Lhe gold exchange standard and you know what your 
currency is. 

5406. You have undoubtedly n certain number of 
these amounts to which yon refer in tho reserves: 
wouhl*you accumulate a bigger reserve? — Necessarily. 
I am only giving you the opinion of Rothschild that 
20 millions would be enough at that time. We have 
to double and treble that and I think wo should havo 
60 million pounds in gold. 

5407. How would you accumulate that additional 
amount, whatever it may he, in the reserves which 
are required in order to effect the chango? — He recom- 
mended 20 million pounds t-n be raised by loan. T do 
not know how it is to be accumulated ; that is more 
for the Government of India and its expert advisors. 
If they are going to givo us a gold standard and a 
gold currency they ought to have thought of that. 

5408. Undoubtedly the expert advice of the Gov- 
ernment of Tndin is a very essential contribution. I 
hoped perhaps that you might hnve considered somo 
suggestions?- -What suggestions can I make? Hero 
T give you the opinions of some great men who arc 
financial experts. Lord Rothschild also said that 
tho maintenance of the exchange depended upon 
exports and if you have a high exchange your exports 
will be interfered with. 

5-109. Supposing that by some means, advised by 
tho appropriate experts of tho Government of India, 
you hnve accumulated sufficient reserves to con- 
template the obligations of the introduction of the 
full gold standard, by what measures would you carry 
out tho transition from the present arrangements to 
n full gold standard and a gold currency?—- Well, wo 
were before the War getting enough of gold; enough 
gold was in circulation; mid from the Moral and 
Material Progress Report for Tndin for 1911-12 you 
find in one of their paragraphs, T havo got the para- 
graph with ine, the Government say that gold is very 
much appreciated by the people and is more in use 
than silver. You need not undertake to give gold for 
15 rniiees but you enn go on giving gold as before and 
when once people know' gold is obtainable there will 
ho no hoarding or very little hoarding. 

5410. T will come to that question in a moment. In 
the first place, we have to contemplate making prac- 
tical recommendations as to what the actual measures 
should he by which such n change as you suggest 
should ho carried out. I wonder if you could give us 
any assistance as to that? — I could not give any 
assistance beyond what I have said. 

5411. Finally, on this very interesting point which 
you have just raised, you to Id us that gold is very 
much appreciated by the people of India?— I do not 
say so. Tho Government of India say so in their 


Moral and Material Progress Report. I think I can 
give you tho paragraph. 1 need not read it out to 
you. I got it only this morning, although I had read 
it before. It is at page 167. 

5412. What is the document? — The Moral and 
Material Progress of India : it is a ten-yearly report. 

5413. I think it is made annually covering the 
previous ten years? — Yes. 

5414. (Chairman) : This is for the period ending 
with 1911-12. It says on page 167 11 The net addition 
to the silver currency was about 61 crores. Excluding 
currency notes (7*56 crores) the total absorption of 
currency amounted to over 20 millions sterling in 
vn'luo, the latest estimate of the total number of 
rupees in circulation being 180 crores, while gold and 
currency notes may be put at 60 crores each. The 
figures indicate that during the year the growth of 
the circulation of silver did not keep pace with the 
growth of the circulation of gold and currency notes.” 
That is a very interesting comment upon that period. 

5415. (Sir Pursho turn das Thakurdas ): May we 
know to whnt period it relates? 

5416. (Chairman): The ten years ending with 
1911-12. 

5417. (Sir Purshotamdas Thahirda* ): In that 
report, where it talks of 11 the previous period,” it 
means the period ending 1899-1900? — I could not tell. 
I copied it verbatim. Perhaps it refers to the ten 
previous years. 

5418. (Chairman) : The report says that during tho 
year the growth of tho circulation of silver did not 
keep pace with the growth of the circulation of gold 
and currency notes: is this in your view tho general 
tendency? — That is what the report says. 

5419. That raises, from the point of view of this 
discussion, a very pertinent and relevant question as 
to whether the cause of this slight increase in the 
growth of circulation of silver was the increase in 
circulation of gold or tho increase of circulation of 
currency notes. Perhaps you can tell us which it 
was that was increased in circulation. My impression 
is that it would have been currency notes that 
increased in circulation ?— No, it says both. 

5420. It gives us no guide as to which was the 
predominant factor?— The present tendency in India, 
when you import treasure, is for more gold than 
silver. People have more predeliction now for gold. 

5421 . That is just what I wanted to ask you about. 
We recognise of course that, since the establishment 
of tho 2s. ratio, it has been impossible for gold to 
go into circulation? — The 2s. ratio has broken down 
long ago ; it is only on paper that the 2s. ratio exists. 

,5422. In your opinion has tho 2s. ratio no effect 
upon the question of circulation as between gold and 
currency notes? — I could not tell that. The 2s. ratio 
did not last long; it only lasted long enough for the 
exchange banks to make money and some rich people ; 
that whs all ; it lasted for their benefit long enough ; 
money was never made more easily. 

5423. As regards the general tendency, in your 
opinion has there been any tendency during the 
periods in which it has l»een possible for gold to go 
into circulation for gold to be accepted in circulation? 
—Yes; we all like gold: I used it myself; we all like 
gold. 

5421. Can you refer us to any figures which indicate 
tho increase of figures in gold and notes? — I could 
not tell you ; but 1 think there are Government figures 
available. 

5425. Generally speaking, we have had a good deal 
of evidence as to what one witness called the im- 
possibility of satisfying the demands of the people 
of India for gold to keep as a store of value in 
hoards. Do you agree that there is such a strong 
and permanent demand on the part of the people 
of India for gold to be kept, not in circulation, but 
as a store of value?— Yes; but the Babington-Smith 
Committee hold that thoy were not importing more 
gold than was absolutely necessary for their domestio 
requirements. India is rather a peculiar country; 
even a poor man, though he may starving, or even 
without clothes, will have a trinkletj when his 
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children marry or are engaged or when ho takes a 
wife to himself! there is always a little present of 
gold or silver. 

5420. Is that the principal requirement of India 
for gold P — Yes ; that is their savings and they prefer 
it very often to the suvings bank. 

5427. What would be the effect supposing gold was 
made freely available P — l do not think it will have 
any effect at all. 1 think that the Fowler Committee 
or the Babington-Smith Committee said that if they 
want gold they will have gold, whether you give them 
in the shape of gold coin, sovereign or bullion or 
ornaments; they will have gold. 

5428. Finally, two general questions. Have you 
been able to calculate by what amount it would be 
necessary to increase the supply of gold in India in 
order to carry out tho recommendations which you 
make os regards the establishment of a gold currency P 
— I have told you what the figure given by Lord Roth- 
schild was when your currency was of a certain 
volume; it would be a matter for calculation; but 
I think if you once declare }>our fixity and say that 
in the course of a very short number of yearo you will 
have an effective gold currency, I think you will be 
able to manage it without much difficulty. The great, 
thing is to give confidence to the people. They have 
no confidence now. They do not know what you will 
do. We have had several commit tees ; they all fixed 
it at Is. 4d.; and now they find all of a sudden it 
is raised to Is. fid. ; and that has been going on for 
the last thirty-three years. It is ruther a sad thing 
for me to contemplate that in a big country like 
India with such an enlightened Government, so ninny 
committee reports are required. 

5429. These are tho principal questions which I 
wanted to ask you in chief. T am very much obliged 
to you for your replies. Would you be kind enough 
to deal with any supplementary questions which any 
of my colleagues may care to ask you on the questions 
which we have raised, or is there anything you would 
care to add? — No; 1 have got nothing to add; bill. 
I would like to say one thing, and that is this; I 
have been sometimes told that a high exchange lias 
been given to us for our benefit, while countries like 
France and Italy are struggling for fixity and they 
are very much troubled with the depreciation of their 
own currency. All thAt I want to say as to that is 
that there is no comparison between India and those 
countries. Their inflation is caused by war circum- 
stances and their not being able to balance their 
budgets, and their depending upon the printing of 
notes and creating an inflation artificially. We 
created that war inflation simply through ignorance. 
We had a natural currency and it has served u* 
very well. You thought of giving us gold because 
we were connected with Great Britain and Great 
Britain was on a gold basis and you thought that 
it would do us good too. You gave us gold nominally, 
but we were on a silver basis throughout. When it 
suited you you called the rupee a token coin; when 
it suited you you made it a standard coin. Whnt 
I want to say is that thcro no comparison. 

5430. Let me try and clear that up. When was 
this difference of policy inaugurated as between call- 
ing the rupee a token coin and a standard coin? — 
It has been called a standard coin all through; it 
was only a token coin in name; directly you censed 
to give us gold it became a standard coin. 

5431. When “we” ceased to give gold,- -that is 
Great Britain? — No ; the Government of India. 

5432. The Government of India ceased to give 
India gold: what period in the history of Indian 
currency are you referring toP — After the war; up 
till 1914 we were all right; we had gold when we 
wanted. 

5433. What is the material difference in present 
conditions as distinguished from pre-war conditions 
to which you are referring in that connexion? — We 
cannot have any gold now; if I was to bring sovereigns 
you would not give me silvor, except at the rate 
of 10 rupees. 

56538 


5434. That is the effect of the 2s. ratio? — Yes; I 
hardly care to think about it; it is only on paper; 
it ought never to have existed. 

5435. 1 have some difficulty in following that, 
Iwcause I understand you to say, almost in the same 
answer, that tho 2s. ratio is negligible and has no 
effect, and that the 2s. ratio was also, as it were, 
effecting some substantial change between tlie pre- 
war und the post-war system. The 2s. ratio is 
effective, is it not, in preventing gold from going into 
circulation? — Yes. 

5436. Is thut a circumstance in the present currency 
conditions which seems to you to stand in the most 
urgent need of rectification? — Yes ; a low fixity and 
an effective gold currency ; I think both are necessary ; 
if you give us fixity and even a low fixity, and keep 
it oil the old system of a token currency such as 
you want, I do not think that it will answer our 
purpose. Token currency is liable to inflation. Token 
currency must be a limited quantity, not an un- 
limited one. 

5437. Let me ask you your view upon that. In 
your opinion tho pre-war und the existing system 
with ine rupee as a token coin is a system which is 
liable to inflation? — Yes. 

5438. I gather thut in your opinion a system of 
gold currency would be less liable to inflation? — The 
figures that I have given there show that your food 
grain prices were subject to inflation while the .Statist 
says there is a very slight riBe. 

5439. Could you assist us by pointing out the 
relevant conditions in a currency system which has 
gold in circulation which mako it less liable to 
inflation than, Bliall we say, a gold exchange stnndurd 
system? — I could not tell that. Naturally I think 
the gold currency would he an automatic currency; 
it would not be liable to inflation; there would be 
no temptation to buy the rupee at lOd. and sell it 
to the public at 16d. or 18d. You must remember 

' that the Government of India gathered 40 millions 
in the gold standard by its sweating tho people, sell- 
ing them a 10d. rupee at 16d. Thut they will not 
be able to do with n gold currency. There will be 
no sweating. It is a very refined way of getting 
money. 

5440. What period in the history of currency has 
that reference to? — After the closing of the mints and 
the minting of the coins, a ten-penny rupee lvns sold 
to the public for 16 pence ami you accumulated a 
reserve of 40 million pounds. I think tho country 
must have lost 400 millions. The 40 millions did not 
ilrop from the skies in the lap of the Government of 
India. 

5441. You mean the gold standard reserve ?— ' Yes, 
the 40 millions of the gold standard reserve. That, 
was from sweating the rupee, buying at 10 peneo and 
selling at 16 pence. 

5442. Where did those transactions take place?*- 
I don’t know, hy minting and giving at 16 pence n 
coin which cost the Government 10 pence. 

5443. The profit on that transaction appeared in 
the form of the gold standard reserve? — Exactly so, 
but a profit of 40 million pounds sterling to Govern- 
ment must inflict a loss on the producer — I don’t 
know how many times more. 

5444. 1 should expect, following upon the basis of 
the opinions which you express, that you would say 
that the gold standard reserve served no useful pur- 
pose? — It has served this useful purpose that you 
saved 40 millions for Government and must have 
inflicted a tremendous loss on the producer and the 
country by selling him a ten-penny rupee for 16 pence. 
If you had a gold currency, you would not have been 
able to make that profit. 

5445. Obviously if you had not closed the mint to 
the coinage of rupees, if you had kept the mint open 
to the free coinage of rupees, the rupee would be 
always worth no more than its intrinsic value; there 
would he no profit? — And the same would have been 
the case if you had a gold currency. You would 
have no temptation to coin more rupees and swell 
your treasury. 

T 2 
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5446. (Chairman.) Obviously if your standard coin 
and your coin current is a gold coin, then there is 
no profit upon putting the coin into circulation. Arc 
there any supplementary questions on the subjects 
which we have been discussing? 

5447. ( Sir Alexander Murray.) Mr. Wadia, tho 
tenor of your statement is that the Indian Govern- 
ment lias misled no opportunity to iix the rupee at 
a high rate, mid in proof of that statement in the 
opening paragraph you refer iim to the correspondence 
which passed in 1879. Hut ns a matter of fact that 
correspondence deals with a bigger question than that 
really, ft was the question of establishing a gold 
standard in India which was at stake at the time, 
was it not? — les, hut at a higher figure evidently 
and they wanted it even before the ilerschell Com- 
mittee. 

5418. We are now talking, Mr. Wadia, about 1879. 
Now iu it not tlio ease that for about 20 years before 
that or longer the rupee was at two shillings and 
Government, in suggesting that the rupee should he 
restored to tlio two shilling basis, was merely asking 
for the continuance of the practice of the preceding 
twenty years?- -Yes, they might do that even to-day. 

5149. Hut you say they have always been wanting In. 

- Yes, the very letter of the Lords of the Treasury 
indicates that the object of the Government of India 
is to iix tho rupee at a higher figure and to squeeze 
the tax-payers. 

5450. No, no. The point is this. The rupee for 20 
years had been at two .shillings; at the time that the 
coi respondence was passing it had dropp'd to Is. 9d. 
and all that the Government was wanting was that the 
gold standard should he introduced on the basis of 
two shillings. Therefore, they wore not asking a 
very unreasonable thing in view of the fact that the 
figure had stood for twenty years at two shillings? 
That docs not. matter. 

5151 . Then the fuel that, the rupee has stood at 
Is. 4d. does not matter now?- No, that is an artificial 
rate, hut it is a better rate than Is. (id. just as Is. (id 
would lie better than Is. 8d. and Is. 8d. hotter than 
two shillings, as tar the the country is concerned and 
as far as tho producer is concerned. For ivell-to-do 
people like myself, I think the higher the exchange 
the bettor it is. T want it at two shillings. If >nu 
can call t-he rupee a pound T would nut mind. 

5452. Hut the point \ wanted to make was that 
arising out of your statement. -Yes, but the very 
fact that even before the Ilerschell Committee they 
wanted la. Gd. — 

5453. Hut you agree with me that, in 1*79 it was 
nut. unreasonable to ask for two shillings? — I don’t, 
think that with reference to currency the Government 
of Tndiu has ever asked anything that has been 
reasonable. 

5154. All right. ],et us comedown to later times? 

- -This is the result that, after 33 years a great 
country like this, a great Government like yours, - 
and 1 have great admiration for your Government - 
have not even found a proper rate. 

5455. lict us come down to the HorscliclJ Com- 
mittee in 1893. You say that the Government of 
India wanted to fix the rupee at Is. fid. but that 
the Horschell Committee refused and made it Is. 4d.? 

- -Yes. 

5450. Now, that is hardly a correct statement <i> 
the case, either. What the Government of India 
wanted to do a'- that, time was to close the mints to 
tho free coinage* of silver and to declare the sovereign 
legal tender at a rate not exceeding Is. 6d. They 
didn’t saj* that it should he Is. 5d. or Is. 4d. or 
Is. 3d. or Is. 2d. All they said was thut the rate 
should not exceed Is. fid. Is that not tho case?— 
No, that is not correct. They wanted Is. fid. a ml if you 
will read my quotation you will sec that they aa.v 
they will not give Is. fid. which the Government of 
Tndia wants, they think it is better to give Is. 4d. 

5457. May T rend one or two quotations? In para- 
graph fi5 of tlio Herscliell Report, it sayB: 11 The 
Government of India, however, add the proposal to 
make English sovereigns legal tender at a ratio which 


is nut to exceed Is. fid.*’ That is what they asked 
fur. Aud do you know wiiy the Committee did not 
agree to Lhe Jk. fid. They wanted stability to start 
with?- -Yes, but here is the quotation from para- 
graph 135 which I give in my printed memorandum. 
11 The Ilerschell Commit teo reluctantly consented.” 
They were not very keen on losing tho mints either. 
’They said the Government of India declare bank- 
ruptcy, so they— — 

5458. With all due deference, Mr. Wadia, they did 
not do that? — If you can give me the Herachell Cbm- 
iii it tee's Report, I will find it out for you. 

5459. Hut the point 1 want to make is that the 
Government of India did not ask for Is. fid. They 
only suggested a rate not. exceeding Is. fid.?-- ‘Well, 
it muy be; it is a very immaterial point. 

5460. Hut you said the Herscliell Committee had 
fixed it at Is. 4d. What they actually Baid was, let 
us start on the basis of Is. 4d. ? — Look here, Sir, this 
is the passage f was trying to get: — They however 
would not fix the ru]>eo at Is. fid. ns dcinunded by 
tho Government of India but fixed it at Is. 4d. 
Clause 135 of the report of the Herscliell Committee 
runs as follows: 11 It is impossible in view of these 
considerations not to come to the conclusion that to 
close the mints for the purpose of raising the value 
of the rupee is open to much more serious objection 
(the objection is there -I want to stress that point) 
than to do so for the purpose of preventing a further 
fall.” So the closing of the mint is open to serious 
objection. 

5161. May I read paragraph 151? It shows there 
what the Committee said, vis.:- It w r ould not of 
course be essential to the plan that the ratio should 
never he fixed above Is. 4cl.” That is what the Coin- 
mil tee said?— Well I have quoted the clause under 
inverted commas. 

5162. Then Sir David Harbour and also. Ilis 
Excellency, the Viceroy, when the legislation was 
going through, pointed out that it was only a tentative 
and provisional measure? I -have rend the clause of 
I lie Ilerschell Committee's Report which says that 
the one was not so serious as the other. 

5163. Well, now, coming down to the question of 
prices, you give in your statement a list of prim 
leveh? — Yes. Sir, they are the official figures. 

5464. You actually say 11 the Government of India 
commenced to coin rupees on and after 1900, and the 
flooding of the country with token currency had 
disastrous efforts on its economic life.” Then you pro- 
ceed to give prices of food grains since 1894. Is it 
necessary to go hack to 1*94? Why not from 1900 P - 
Well I have given it to you from 1904. WJiat l 
wanted to convey was this that, between 1894 and 
1904, there was no difference in the prices of 
commodities. 

5465. Oh yes, there was a very great fluctuation? — 
Between years, [ know that, but they are not being 
considered. 1900-2 was a famine year and J thought 
it would be very unfair to give that as a critorion. 
But J have given it to you from 1904 to 1914 year 
by year. 

5466. We will take 1904. Now’, 1894 is the lowest 
year between JN9I) and 1904. Why did you take the 
very lowest year? — You commenced to coin in 1900. 
You coined 50 crores of rupees. It had no effect on 
prices. I took 1904 as tho proper year showing n 
slight rise in 1904 and sifter that 1 took it year by 
year. You were then coining year after year large 
amounts of rupees. You were selling to the country 
10 iKMinv rupees for 16 peneo und accumulating what 
you are now pleased to call tlte gold standard reserve. 
It didn’t, come from the skies. 

5467. You give your figures. May I give the actual 
figures too. ] agree that there was practically no 
coinage of rupees between 1894 and 1900, yet the retail 
prices of food grains rose steadily from 114 to 120, 
155 and 209 in 1897 ; when there was no coinage going 
«m at all?— -You are forgetting vory important things 
when you speak of those years. 1896 was that terrible 
famine year. 1900 was another terrible famine year. 
And your legislation and closing of the mints helped 
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to kill people by millions; for rupees which had cost 
them a hundred and six for 100 tolas realised only 
Ra. 60 as bullion. 

5468. It was not the expansion of the currency 
that was responsible then for the increase in prices, 
because between 1900 and 1904 1 think you said there 
was something like 50 crores of rupees (ruined. Now, 
in these four or live years, the prices of food grains 
fell from 192 to 157 to 141 to 120 and to 1175* Yes, 
because you had taken the high prices of the famine 
year. 1900 was a famine year and tho effects of 
famine did not disappear in six months or twelve 
months. I have been very fair in these figures which 
I give here, 1 thought they were very fair to all 
concerned. 1 took 1901 and then gave you the figures 
year by year. 

«5469. Very well, j have taken 1.895? -I have no 
objection. 

5470. The index figure for wholesale prices in India, 
and generai prices at home? Very well, I have given 
3 *o u Atkinson’s figures. 

5471. I am taking the other figures? 1 may tell 
you that I attach very great importance to food 
grain prices. Wc are not affected by the prices of 
imported goods; that does not enter into the every- 
day life of tho poorer classes, and that was the reason 
why I took tlie food gruiu prices, lint in order not 
to mislead 3 r ou 1 huvo also given Atkinson’s figures 
which are for imports and exports combined. 

5472. You have taken the prices of several food 
grains and then proceeded to draw conclusions from 
them. Now the Statist figure, as quoted liy you, was 
in 1905, 72. In 189 ;) the figure then was 02. The 
figure for India, general prices, was 104, and the 
figure for the United States of America for the same 
>*ear was 94. These are the three figures. Now ir 
we take the index figures in 19111, they wore India 
143, United Kingdom 85, and the United States of 
America 132, and if we equate the 1895 figures to a 
hundred, 3*011 find that in 1913 the actual figures 
worked out to a rise from 100 in the case of India to 
137, in tlie case? of the United Kingdom 137, and ill 
the case of the United States of America 140, that is 
a general rise in prices? — You take exports and 
imports together. I never attach any importance to 
import figures. We are affected only by food grain 
prices in the country. 

5473. 1 am only giving 3*011 the figures from 1895 
to 1913 to show that general prices rose equally; 
India, the United Kingdom and the United States 
of America were nil alike in this respect? — I stick to 
the food grain prices. India is in fact a count 1 * 3 * 
where the producers are not the consumers of your 
commodities, and that was the opinion of two members 
of the Fowler Committee who said that it is very 
wrong to suppose that if 3*011 make imports cheap 
the producer is lienefited; lie does not benefit. The 
producer is a distinct class, a class apart, in Tndin, 
and to compare English or American figures where 
you have exports and imports together is misleading 
us far as this country is concerned. 

5474. The consumer in India is a bigger class lliun 
the producer? — That may Ik*. But whether bigger 
or smaller, no country in the world penalizes its pro- 
ducer for the benefit of the consumer. Wo arc the 
only unique country in the world who arc thinking 
always of the consumer. We should think of the 
producer first and of the consumer afterwards, hut 
to make it cheap nt tho expense of the producer is 
folly No. 1. No country in the world is capable of 
such a folly. 

5475. (Sir Mnwekji Dadahhoy.) Mr. Wadi a, T will 
put your arguments in a nutshell. T understand you 
to say that stability is n more synonym for con- 
venience?—. It is a convenience, a great convenience. 

5476. You stabilise exchange and 3*011 uiistubilixe 
internal prices P— The way our currency was worked 
had that effect. If they had given us gold currency 
in time and if they had not gone in for n gold 
exchange standard and the accumulation of 40 million 
pounds, I think we should not have suffered. 

56583 


5477. This was the result of a wrong working of 
the Currency Act? — Yes. 

5478. This was 11 result of a managed currency? 

Yes, mismanaged, I rail it mismanaged currency. 

5479. T am not wrong in inferring from your 
examination to-day that, you are not opposed to 
stabilization ? — Certainly not. 

54SO. And you recommend the adoption of a ratio 
of Is. Id. imiiiediatel 3 F ? — Yes, because although ( 
would like Lo do it gradually, you cannot do it because 
everybody would bo sending money abroad and there 
would he another crisis. It would create a crisis at 
0111 * 0 , I would not recommend it being done gradually. 

It. should ho done at once so that nobnd\' has any 
chance of sending .' 1113 * 11101103 *. 

5481. Yesterday wo had a gentleman here who 
recommended to us and said. 11 fix .vour standard and 
leave tho natural forces to automatically bring down 
the ratio to Is. 4d.” What is your opinion 011 that? - 
Hero is the Government of India in possession of the 
field. They have created a monopoly in the rupee, 
and when 3*011 have a monopoly, 3*011 can sell it at any 
price 3*011 like. The Government of India might raise 
it temporarily if they like to as long as tlmv think 
that tho balance of trade is not .i.(Teetcd and as long 
as tlio hnlnnee of trade in India is in India's favour, 
whether 25 or 100 crores, 3*011 will be able to maintain 
your high exchange. 

5482. Would not this immediate introduction of Ihc 
lower ratio cause an economic disturbance in iho ' 
country? A little. Wo have seen in recent years 
exchange nt 2 s. lid., we have seen it at Is. 3d., we : 
have seen it at Is. 4d.. and wo are seeing it at Is. fid. J 
just now. Of course there is always ;i disturbance. 

5183. You won't, mind that?— You have got to do 
it. They had done it to suit their convenience, why 
should we not do it for our benefit? 

5484. Will you please Ull me what effect it would 
have on existing conti nets? What effect was there 
on existing contract*! when they raised exchange from 
Is. 3d. to Is. Od. Tf they benefited in one way, they 
ought to lose the other way. What effect is it having 
011 tho contracts which you have made with 3 * 0111 * 
cultivators for 30 .years not to disturb their assess- 
ments and 3 *et 3*011 are making 12 ?, per cent, more by 
raising the rate? That is what lias become of your 
contract, not between individuals, but between Gov- 
ernment and tlie ignorant, peasant. 

5485. You admit that a reversion to Is. -Id. will 
cause a deficit ill the Government Budget; bmv do 
you propose to make up that deficiency, 1 ) 3 * additional 
taxation? — f should lew an export dut.v, because it 
is 12{ per cent, an export duty nt present. Tlint 
would be simply for (be benefit of the Treasury. My 
own money for instance is raised, with the 1 ise from 
Is. 4d. to Is. fid., by 12J per rent, in Europe where 
I bav<* been spending some money; well T have done 
nothing to deserve it. f have saved a lot of mniie 3 ' 
like that. The Banks are saving; the Insurance Com- 
panies are saving; the steamship Companies are 
saving through buying their sovereigns at Rs. 13. 
Well that a ould he avoided. My contention is that 
you have got. into this mess because 3*011 bad a 
managed currency. You inflated prires, the inflation 
of prices resulted in the inflation of wages, and 3*011 
bad to find more money, ff you gave us the natural 
currency, silver, the inflation would not take plnee. 
With 13d. to the rupee, wo had a surplus. 

5486. Bv natural silver eurrenry 3*011 mean the free 
coinage of the rupee? — Ye*. 

5187. Would 3*011 now bo satisfied with n silver cur- 
rency provided you have free coinage? — Well, T was 
satisfied with a silver currency. tf 3*011 read Mia 
Bnbington-Sinitli Goinmitteo’s Report in clause 34 
they say that the silver-using countries have pros- 
pered a* well as tlie gold-using countries. 

5488. (Sir TFcnry Stra hatch ) : Mr. Wndia, T am 
going to ask 3*011 a few questions on n subject which 
is only indirectly connected with our problem which 
however seems to me of some importance. You have 
special experience of industrial development in this 
part of Tndin, I understand, particularly in the cotton 
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industry. I wanted to ask you wliero was the capital 
for the cotton mills raised, mainly P-- In India. 

5489. And for the cotton mill industry, the addi- 
tional capital was also raised in India?— Yes. 

5-190. And wlint would you estimate the total 
amount of money invested in Bombay?- -The Bombay 
figures are 20 crorcs invested in cotton mills; if you 
double it, that may be for the whole of India. 

5491. How many mills are there round about 
Bombay? — About 82 to 84. 

5492. Will you tell me what occurred soon after the 
war : were these cotton mills very materially extended 
in their power of production ? — They were not 
materially extended, but some new mills were pro- 
jected. and they are now in a very bad wuy. 

5498. And more machinery was added? — Very little. 
But new mills were projected, and machinery bought 
at very high prices, and they are being now liqui- 
dated. Some of thorn have gone and some will go. 

5494. And of the older established mills, have they 
increased their capacity? — Wlmt has been happening 
is this. Since yon fixed the rate since 1898 at Is. -Id. 
we had ubout 82 mills then. Half the mills were 
spinning mills; wo weie spinning for China; they 
have all disappeared. .1 think 8 to 5 mills are left. 
We hurt* all fallen back upon cloth. We found that 
the fixity of exchange ruined our yarn trade entirely, 
while the progress wiiich Japan and particularly 
China have made within recent years has been pheiio- 
ineunl. We have nut been able to make that progress 
at nil, and with the exception of the Armistice period 
of two or three years, our spinning mid weaving 
trade has not been doing well. 

5495. Is it correct to say that the cotton mills lmvo 
been particularly prosperous in the j'ears 1919, 1920, 
1921 ?- -Very prosperous. 

5490. And they have paid their profits fairly up 
to the hilt in dividends?—! do not think so. There 
is no truth in that statement. I think half the profits 
were divided and half the profits were kept as reserves. 
The old mills, though not now making very much 
owing to the bad condition of trade, are financially 
in a sound position, but the new* ones will have to be 
liquidated. 

5497. You say half tho profits were divided nnd the 
other half were kept in reserve, against depreciation 
and other accounts? Well then it Neems these 
profits must have been gigantic, some dividend de- 
clarations going up to 400 per cent.? — They were 
gigantic. But this is liu use comparing those excep- 
tional, abnormal, times. We are not going to have 
another big war again in our life time. These are 
all abnormal results. 

5-198. Now the cotton industry is doing badly?— 
Yes; not particularly now, but after this heavy fall 
in cotton. 

5499. But it lias been doing very badly?— Yes; I 
find that they lost for the year 1924. All the Bombay 
mills linve lost money. There is not one mill which 
lias not lost. The industry taken together has lost 
money. 

5500. To what do you uscribc that? — High ex- 
change is one of t.ho causes. High cotton is another. 
Then high wages. T see that our wages have gone up 
something like 125 to 150 per cent, and when there 
was n talk of reducing to 15 they would not consent 
to it. 

5501. Ts it correct to say, another witness gave us 
figures, that ti e present index figure for wages in 
the milh is 281, 100 being the pre-war figure?— 1 
iiMicve so; it would lie correct. 

5502. The general prices are about 160; are they 
not? — Yes. The general price is 00 or 65 per cent, 
more. I would not say that the workman is being 
overpaid or paid fully; because we have not paid for 
tlio inflation which 1ms taken place in 1904. In 1904 
the retail food grain prices were 117 and in 1914 they 
were 222. He did not get much for that. 

5508. But surely general prices, or let us say cost 
of living figures, are the fairer index to take than the 
food grain prices alone?— Yes; that is the most im- 
portant item in the poor man’s budget. 


6504. But the cost of living figures very ably com \ 
piled in Bombay should give a good picture of the ! 
situation? — Yes; but they do not give you anything • 
before 1914 and I say that there has been rise in \ 
food grain prices long before 1914. They were only ; 
comparing with the year 1914; but what about food I 
grain prices which rose from 1904 to 1914 P I know I 
this Labour Bureau Report. 

5505. 1 see here, for instance, that the cost of 
living figures converted into gold at the present time 
in Bombay in rupees is 152, whereas wages are stand- 
ing at 231. Does not that suggest that wages have 
risen ont of ull reason in relation to the cost of living? 
—Yes, if you compare with tho 1914 figure. There 
has been a rise of 90 per cent, in food grain prices. 
The correct thing would be for the Labour Bureau to 
givo you figures from 1904. But what had they 
given? You have got to add 90 per cent, in food 
grain prices which has taken place between 1904 and 
1914. 

5506. You therefore think that wages have very 
little influence? — Yes; tho poor people if you cut 
their wuges nnd if they could afford to get on, they 
won’t strike ; I am tint inclined to blame them very 
much. 

5507. If you were to fix your exchange, the pur- 
chasing power of your rupee, at Is. 4d., would that 
not really have the effect of roducing the wage of the 
wage earner by 12J per cent. P— No ; if you have your 
rupee to Is. and if you go on filling tho country with 
token currency, your food grain prices will rise ell 
the same. Look at the French exchange. It was 
25 francs to a pound and it is 131 now. 

5508. But that is hardly parallel P— No ; hut what I 
say is this; that inflation would never stop unless 
you have a sound currency. 

5509. Let us stick to tho point. T wanted to know 
whether it is not a fact that if the exchange value 
of lb© rupee were fixed at Is. 4d. as compared' with 
the present exchange value of Is. fid., there would be 
a curtailment, with the same level of wages, of the 
rfcal wage of the wuge earner by 12J per crent.P— You 
had your exchange at Is. 4d. between the year 1892 
and 1916 and yet your food grains rose by 100 
per rent. 

5510. But that is not the point if I may say so. 
To-day commodity prices have adjusted themselves, 
lot us soy, to tho present Is. 6d. rate?— There is 
another thing, let me tell you, us regards commodity 
prices. Ts it export commodity prices or commodity 
prices of food grains like javari, hnjri, etc., which 
nro not exported? 

5511. I havo taken the cost of living figures which 
«r© more appropriate for that particular purpose? — 
Our exchange will not affect our internal prices of 
commodities which are not affected by export. There 
are certain kinds of food grains in India which arc 
produced and consumed in the country itself and not 
exported. It may affect wheat and other things but 
it would not affect bajri or javari, largo quantities of 
which are produced und consumed in this country 
alone. 

5512. Do you suggest that the prices of food grains 
in India are entirely independent of the movement 
of prioes abroad? — Not all food grains prices; for 
instance, wheat is affected; but bajri, javari would 
not bo affected. They are not exported. To com- 
pare India with nil the other countries one must be 
extremely careful This is a country distinct and 
upart. 

5513. But the ordinary laws governing prioes apply 
equally to Tndia; do they not? — No; T would not 
apply them blindly. It would be a mistake to do so. 

5514. But is it not a fact that India imports just 
nliout as much ns site exports? — No; in the first place 
that is not correct ; hut even if she did, the exporters 
are a different class of people and the importers are 
a different class and that is not my own opinion but 
that of two members of the Fowler Committee who 
signed a minute of dissent and they were quite 
emphatic on that point. I have got that minute in 
my pocket but I won't trouble you with reading it. 
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5615. I think that exhausts my questions on that 
particular point. I want to refer to a remark which 
you made, in which you suggested that the Govern- 
ment had been sweating the people by taking away 
from them the difference between the silver value 
of the rupee and its exchange value. 1 do not quite 
appreciate what the complaint is. Because the 
difference has been stored up in a reserve which is 
used for maintaining the exchange value of the 
rupee. 1 should like to know what the complaint 
really is? — The complaint is that when you make one 
rupee in your reserve, you will lose perhapB 6, 8 or 
10. Suppose now you have got Home charges worth 
80 million. With Is. 6d. rate you are saving 12} 
per cent. But the 200 millions of exports nro affected 
by that. So whon the country loses on 200 millions 
of exports, you as Government gain on 20 or 30 
millions on account of Home charges. That is the 
complaint. 

5516. You, therefore, think that the export trade, 
by raising the value of the rupee, is suffering? — It 
is suffering in two ways. You first make it suffer 
by making the exporter receive only Rs. 13 for his 
sovereign worth of produce instead of 15 and the 
other way is that you sell him rupee which costs 
you lOd. at 16d. and in order to gain ono rupee for 
your Treasury lie has got to suffer a loss on the 200 
millions which he exports. Not only that, but the 
articles which he is selling here locally; for instance, 
you have a crop of 50 lakh bales of cotton half of 
which is exported; I as a consumer am buying cotton 
at the same level as export prices. There is no 
difference in the price of a bale of cotton bought in 
Liverpool or in Bombay. 

5517. Do you suggest that the world price of cotton 
is influenced in any way if the rupee is worth Is. 6d. 
instead of Is. 4d. P — Yes. 

5518. Does not that Is. 6d. rupee buy proportion- 
ately more abroad P — Of course it does. 

5519. Or internally P — I do not know about 
internally. If he were buying a bottle of whisky, 
of course, it is all right. If the ryot, after selling 
his quantity of cotton, bought a bottle of champagne 
or whisky, he would benefit. 

5520. Wo arc talking of cotton, not of champagne? 
—It is the same thing. 1 want to make the example 
a little more telling. 

5521. Let us stick to cotton. Do you suggest that 

the price that cotton will fetch in India will be the 
same whether the external purchasing power of the 
rupee is Is. fid. or Is. 4d.P — Yes. T will buy more 
cotton. As a buyer I will benefit; but as a seller 
I lose. 

5522. But then you do not admit that the prico 
adjusts itself P— How P It will adjust itself to your 
exchange. The price of cotton is not fixed by any- 
thing we can do here. It is fixed by America which 
produces the largest crop in the world. If American 
prices rise ours will rise. If they fall ours will fall. 
But if you have the exchange at 2s. to-morrow, of 
course the cotton will drop gradually. The foreign 
buyer will not pay you a penny more or less for your 
commodity except what it can fetch in the neutral 
markets of the world. 

5528. I appreciate that and for that reason I ask 
f ou why does the exporter suffer ? — Not the exporter ; 
it is a mistake if I said so ; it is the producer. 

5524. Why does the producer suffer P— Because he 
is made to receivo Rs. 13 instead of Rs. 15. 

5525. But if these Rs. 13 buy as much or as many 
goods as the Rs. 15, where does he suffer?— If he is 
buying a bottle of champagne, it is all right. Let 
me read the opinion of the two English gentlemen, 
as regards that opinion whioh you hold. 

5626. I am not holding the opinion. I am asking 
you questions. You said that the people have been 
sweated by the Government because the reserve has 
been accumulated. It is true, is it not, that the 
reserve is still there P It has not been eaten P — No. 
40 millions are there. Perhaps the country may have 
lost 900 millions or 400 millions. As a matter of 


calculation we must take the exports of all these 
years and debit with 12} per cent, and credit with 
40 millions. 

5527. Well, now look here. You know probably 
that a great many countries are adopting or have 
adopted what is commonly called a gold exchange 
standard P — Yes, but are they sweated? 

>5528. i beg your pardon, let mo finish — where the 
chief medium of payment internally is the note. 
Would you say because the note costs less to print 
than tho rupee coin, that the people have bcon 
sweated to a more cruel extent thun the people ol 
India? — No. Other countries are not sweating their 
sovereign or gold 

5529. But if they issue notes and accumulato 
reserves for the proceeds? Taking your own analogy 
they have been sweated increasingly to the tune of 
the difference between the price of the silver which 
is contained in the rupee and the bit of paper which 
constitutes the bank note? — The paper is all right. 
There is metallic reserve behind its back. You can 
have the gold metallic reserve. Instead we have 
the silver notes. That is the difference. Your rupee 
is a silver note; so you have got against your 
currency notes, silver noteB. You have not got pucca 
reserve, because you want to sweat the rupee. I 
never heard of any civilised and highly organised 
country doing what you have been doing in India 
for the last 30 years. 

5530. Well, then, I submit that destroys your 
argument. But I wanted to point out to you that 
it is exactly the same thing that has been happening 
all over the world. In the best regulated countries 
notes were circulated which cost very little to print 
and reserves were placed against them. In India 
you have had notes with reserves placed against them, 
and you have silver coins?- -These are silver notes; 
they are notes, one note against another. 

5531. Therefore you absolutely disagree with 
Ricardo us regards the desirability of having a 
currency which is internally inconvertible and 
externally freely convertible into gold. He describes 
it as the ideal currency and a currency of the greatest 
economy P — Yes, I think a note is a very idcnl form 
of currency but keep a stock of gold against it; you 
are keeping a stock of Bilver notes. 

5532. Therefore you would be content if the silver 
notes, rupees, were taken out of circulation and notes 
printed on paper put in their place, provided that 
proper reserves nro established against tln-ni? — Y os, 
in gold. 

5533. What percentage do you think you will 
require in your reserves? — I have already told you 
that for a certain number of coins and currency notes 
Lord Rothschild estimned £20 millions. I think on 
the present basis we should have 60 to 70 millions. 

5534. What percentage of gold would you require? 
— .50 per cent. 

5535. Therefore I may take it that you would be 
content- with a note currency in this country which 
is backed up to 50 per cent, by gold? — Yes. 

5536. And silver as token currency? And silver 
completely as token currency. In other words you 
would be content with a gold exchange standard on 
those lines? — A gold exchange standard with a gold 
currency; not merely the gold exchange standard as 
it has been advised. 

5537. You insist, in addition to the notes, upon 
gold coin being in circulation? — Not necessarily in 
circulation. I would not encourage the circulation 
of gold; in 1911 I was in France and when I paid 
fifty pounds in British gold they would not give me 
the equivalent in French gold; in fact they gave me 
a lot of trouble. 

5538. You would not be content to have notes cir- 
culating as the only medium P — But there is this 
difference between our country and France. Our 
people are used to metallic currency. If they want 
silver it ought to be given; but of late everybody is 

, using gold and has got a liking for gold. 

5539. But you would not necessarily give gold in 
place of silver? — I would not encourage it. 

y'* ' 
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5540. You would have the silver coin as token 
currency provided u proper gold exchange standard 
im established in this country, and proper provision 
is made for automatic contraction and expansion. 
Would you say that the time would then be ripe to 
reduce the silver rupee to the status of u token coin 
of limited tender;' — As soon as possible. 

5541. You do not think that the people would 
become uneasy or distrustful when you did this?- - 
They are distrustful now' of your policy. 

5542. Excuse me, it is not our policy; we are not 
the Government ?— When | any you I mean Govcrn- 
ment. 

5543. 1 am seeking enlightenment ns to what is 
to happen in future. You think it is possible on tlie 
introduction of the orthodox gold exchange standard 
to reduce the silver rupee to a token coin? — That 
is it. 

5544. (Sir Reginald Alant.) 1 think that you are 
the only witness so far who lias suggested the re- 
opening of the Mints for free coinage of silver? — 
Yes. 

5545. Da you think there is a considerable volume 
of opinion in India in favour of thut policy? — No, 
there is not. They now think that having gone 
through all the trials and troubles thut the sooner 
you givo us the Is. Id. rupee with a gold currency 
the bettor. That is the general opinion. I myself 
would prefer it too hut if you cannot do that, I 
should go to silver right olf. If you say, we cannot 
givo it to you for reasons which arise out of this 
country or out of London or England or nny other 
» on ii try, then I should go to silver straight, away. 

554(5. Then really the reopening of the Mints is 
nut- a question of practical politics? No, not at 
present unless you show your helplessness. 

5547. ( Sir 1'urshoftimdas Thokurdas.) Mr. Wadia, 
you have been taking an interest in these questions 
regarding currency and the financial policy of the 
Government of India for at least 40 years P- No, 30 
years. 

5548. You have been connected with the Bombay 
mill industry for more than 30 years?— 35 years. 

5549. Your connection has been in tho shape of a 
substantial hand in starting sonic mills and in look- 
ing after the management, of these?- Yes. 

5550. I think I am right when I say that for tho 
last 22 years you annually review the Bombay cotton 
mill industry mid its working? -Kor tli© last 20 years. 

5551. And you have also evinced a very lively 
interest in tho currency policy of the Government 
of India by continuous contributions to the local press? 
*~-Yes, T have. 

5552. 1 would then like your assistance in connec- 
tion with the effect of the higher ratio of Is. lid. on 
the cotton mill industry as far as the adverse effect 
of it is <imce rued ? If imports are cheapened it 
must affect the industry. 

5553. It enables you less to compete. It has been 
pointed out, and flint is where I particularly seek 
your assistance, that owing to the rise in exchange 
by 2 pence cotton, raw* cotton, which is mi important 
raw material of the industry, required by the industry, 
is a vui table to you 12} per cent, lower?— I do not 
know whether it is so or not. Theoretically it is so. 

5554. But you yourself admitted that to Sir ITenry 
Strnkoscli ? Let me tell you one thing. Exchange 
is not the only factor which regulates the price of 
a commodity. Suppose your exchange is low and 
there is yet a big American crop, your producers 
will not sell cotton nt a high rate, however low the 
exchange may be. It is only one of the factors. 

5555. Taking everything to lie normal, in perfectly 

normal circumstances, with a higher rate of exchange, 
cotton is lower to the exteut of 12} per cent, with 
a two pence rise in exchange? — Yes. • 

V 555(1. T« it correct that fiO per cent, of your cost 
V'of production is the cost of cotton?— Yes ' it is so, 
qn rupees. 

5557. Then on GO per cent, of your cost of production 
you save 12} per cent, taking everything else to be 
normal. It is also contended that 7 per cent, of 
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your cost of production represents the cost of imported ] 
stores and machinery parts from abroad ? — It may I 
be that. f 

5558. 1 give you these figures as given to us by!! 

Sir Victor Sassoon who appeared on behalf of the i 
Bombay Millowners’ Association. They cannot be very 'j 
far wrong therefore?— Yes. ? 

5559. You have 12} per cent, on that 67 per cent., * 

on which you make thut saving. CouJd you by J' 
your wide und expert knowledge regarding the cotton' 
mill industry tell us whether you save anything ou 
the 33 per cent, or whether you are adversely affected 
on the other 33 per cent, by the higher exchange P 

I do not think you w*ould save anything on the 33 
per cent. What I want- to tell you is this. It is often 
lost sight of thut assuming you save on your cotton, 
assuming you save on your stock, still it is a loss to 
tho manufacturer to have a high exchange and for 
this reason that when the producer is not getting 
enough money for his produce, if you benefit to this 
extent, and I grunt that you do benefit, if your pnr- 
ducer receives fewer number of rupees, this producer’s 
purchasing capacity for your goods is to thut extent " 
less and you have therefore very little benefit. 

5560. 1 therefore want to know if yon confirm this 
Hint ul though a higher exchange does benefit the 
Millowners to the extent of saving 12} per cent, on 
G7 per cent, in the cost of production, the Millowner 
has found, and wc cannot liavo a better represen- 
tative of the Millowners than you with your 35 years* 
experience, that a higher exchange in the long run 
is against the cotton industry and is harmful to it?.. 

It is against the count ry, not only against the cotton 
industry. 

5561. Will you kindly restrict yourself to my ques- 
tion? It is harmful to tin 1 local cotton industry? 

Yes, it is. 

5562. Now it has been said that the cotton pulls 
paid very high dividends during the boom period?— 
They did. 

5563. You linve hnd 35 years* experience and I take 
it you have lieen connected with on© mill or another 
during all these years. Could you tell us, without 
specifying the mill, what the average return on the 
last 35 years* investment has been, 6, 5, 7 or 10 per 
cent.? It has been very poor; between 1890 and 1900 
the Into Mr. J. N. Tata hud all the mills of the 
Presidency examined and Mr. B. J. Padshah brought 
out a pamphlet, a copy of which exists with mo 
and perhaps with the Tata’s too, in which it is shown, 
going over a number of years, 10 years, they found 
tho profits of the mills w r ere about 4 per cent. 

5504. That is what T also heard. Could you tell us 
what your personal experience as on investor has been, 
tuking into account the boom period of extraordinary 
dividends to whicli Sir Henry Strakosch referred? 
What is the nverage return from 1890 to 1925?— Well, 
the average would bo very low, barely 10 per cent, 
if you take the boom period. 

5565. Including the boom period?— Yes. 

5566. Ho that if the boom period hnd nob come by 

the coincidence which it did ? — The industry had 

For generations been n struggling industry. 

5567. Now regarding the adjustment that is 
generally being talked of after the change of ratio 
from Is. 4d. to Is. 6d., do you think, Mr. Wadia, 
that that adjustment is complete?— Well, of eburse, 

I am buying things cheaper if I go to European shops; 

1 must buy cheaper ; but what I say is this, that our 
imports are more or less for the well-to-do dosses; 
they do not affect the poorer classes. 

5568. Excuse me; there are two of my colleagues 
still waiting to ask you questions, and I should like 
you to unswer m,v questions and nothing more: do 
you think that the adjustment has bison complete 
ns regards the cotton industry? — You know that cotton 
is affected and your stores are affected, and as to’ 
machinery you require machinery onco in 20 years. 

5569. What about wages, have you had My drop 
there?— 1 They wanted to reduce them by 15 per cent, 
but they wouldn’t have it. 
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6670. Now if the 1 b. Gd. rate continues, would the 
industry have to enforce a reduction in wages in 
order to complete the adjustment? — I do not think 
you will over he able to enforce adjustment, bixruusu 
your food grain prices have been high since 19(4 and 
you will have to struggle on with them. 1 do not 
see very prosperous times for the indust ry. 

6671. Therefore us the adjustment of wages in the 
industry is not possible, it will continue as a very 
bad maladjustment. — l think the situation is 
practically hopeless. 

6672. Mr. Wsidia, 1 won thinking of hereafter. If 
this state of things continues, you feci that there is 
no likelihood of &n improvement? — Not within a 
reasonable time. 

6673. And the industry will have to struggle cm 
owing to continued maladjustment in wages as fur 
as the 2d. rise is concerned P— Yen. 

5574. Then would you kindly refer to the 
Inst paragraph of your memorandum? 1 think 
you have u printed copy. Then, I would very 
much like to explain what exactly you mean in the 
next sentence where you say : f ‘ I do not see any 
use of examining this question again, except to squeeze 
the tax-payer by a high fixity for the benefit of the 
foreigner.* * By the word “ foreigner ” do you mean 
the man who exports to Tndia? — I do not mean him 
alone, Imt anybody who comes out to this country 
to make money, whether it is the Government servant 
nr whether it is the hanker nr broker or ship-owner 
or engaged in any calling; T mean all those who ciiyuc 
out to this country for making money and remitting 
their profits out of Indio, people whose faces are set 
westwards; they are only here for a time. 

5676. Did you not at one time (if I mistake not 
last March) give us some figures of what you thought 
were remitted out of Indiu by the foreigner trading in 
this country? — Yes; by these jute mills, tea companies 
and all that; I believe 50 erores was the sum I 
mentioned. 


5570. You say “ it ia said that the present high 
exchange of Is. Gd. is the result of trade."- 1 do 
not say that. 

5-577. You say that in your written statement? - 
NY Imt 1 said was that it has been given out that 
this Is. Gd. is a natural rate ami that because our 
export trade is booming, therefore it has gone up 
to Is. 6d. All that I say is: 11 No, Is. (kl. is as 
unnuturnl a rate as Is. Id." I say that the Govern- 
meiit is maintaining it at Is. (kl. because it allows 
the exchange to go up to Is. Gd. and then begins 
to sell rupees, begins to give rupees if you want it. 

5573. When you say “ the result of trade, 1 * what 
you mean is it is said that the present high exchange 
of Is. Gd. is the natural result of trade?-- It is said 
so: I do not say so. 

6579. Of course you follow it up hy saying that it 
is absurd to think so. [ just wanted to ascertain 
what is meant by the words 11 the result of trade **; 
tbnt is all. They, snv that exchange is going up, 
because the export trade is booming and therefore 
Government and bankers could not help themselves. 
All thnt. T say is ibis; that, if a bunker could bring 
silver if it was an open mint ami get rupees from tbo 
mint, there would he no occasion for him to give 
Government a higher rate. But 1 is obliged to 
give a higher rale liecauso lie is in want of funds 
and lie must go to Government, lie only seller of 
rupees. Government says: “We will give you at 
Is. Gd.”, and he is bound to buy it. 

5530. In fact, you inn ini a in Unit Is. Gd. 1ms been 
made feasible anrl an actuality by manipulation amt 
not by any natural forces? — Of course; but so is 
Is. 4d. ; with silver at. 32d. the natural rate would 
lie 1 riel . Js. 4d. is unnatural; Is .Gd. is still more so. 
NVIiat. is Tliie'l tanker but a financial bookie who buys 
and sells at a certain figure? lie was buying and 
selling at 2s. lid.; ho is now buying at. Is. Gil. 
and selling at Is. fi^-d. He is nothing more. 

6531. (Chairman.) The Cum mission is much obliged 
to you for your very full assistance this afternoon. 


(The witness withthrw.) 


SIXTEENTH DAY. 
Tuesday, December 15th, 1925. 
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The Bight Hon. EDWARD HILTON YOUNG. 1\(\, D.S.O., D.H.C., M.P. (Chairman). 


Sir Rajbndkanath Mookkrjek, K.C.l.K., 
K.C.V.O. 

Sir Norcot Hastings Yeklkh Waiirkx, K.C.l.K 
Sir Brginald Mant, K.C.l.K., 0.8.1. 

Sir Makbckji Byramji Patijiamioy, K.C.l.K. 

Sir Henry Strakosch, K.B.K. 


Mr. Goiuiiiandas Paul, 

6682. (Chairman.) Mr. Patel, you are a Bachelor 
of Arts and the Joint Honorary Secretary of the 
Ahmedabad Millowners* Association? — Yes. 

6683. Your Association has been good enough to 
supply the Commission with a full memorandum* in 
which its views are set out, and you are so good as 
to come here to-day in order to assist us with any 


Sir Alexander Roiiriitson Murray, O.B.E. 

Sir Puksiiotamdas Tiiakukdas, C.I.E., M.B.K., 
M.L.A. 

Professor Jahangiii Coovkkjkk Coyajkr. 

Mr. Wii.i.iam Edward Preston. 

Mr. G. H. Baxter (Joint Secretary). 


called and examined. 

questions which may arise upon the memorandum? — 
Yes. 

5584. We understand that you give evidence on 
lielmlf of your Association and not personally? — Yes. 

5685. L will, if L may, ask you a few questions to 
ascertain the views of your Association upon those 
aspects of the memorandum which appear to me to 
need elucidation. In the first place you aro (I say 
11 you ” for convenience) of opinion that the time has 
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come to take measures for the stabilisation of the 
currency P — Yes. 

5586. And you arrive at the conclusion that the 
host way to achieve internal price stability is to 
secure stability in terms of gold? — Yes. 

5587. The arguments in the memorandum appear 
to point io the conclusion that, if tho rate were now 
standing round about Is. 4d. f it certainly ought not 
to he raised to Is. 6d. I do not quite follow at first 
sight how your arguments lend to the conclusion 
that, it being now, as we know, round about Is. 6d., 
it should ho lowered to Is. 4d. What are the con- 
siderations that lead you to that conclusion? — The 
introduction of the gold standard in this country has 
not been made and it is due to that that the exchange 
remains higher. 

5588. But tho exchange was at Is. 4d. before the 
War without a gold standard, was it notP — Yes, hut 
at that time we were nearer to the gold standard 
exchange system than wo are to-day. 

5589. I understand it was because the entry of gold 
into circulation was prevented by the artificial two- 
shilling ratio. Is that what is in your mindP — That 
wns after 1919. 

5590. Yes P— But I am talking of 1917. 

5591. Supposing that tho Government of India 
were to como to the conclusion that tho rate should 
he Is. 4<1. and not Is. 6d., what measures would, in 
your opinion, ho necressary in order to attain that 
rate?— First they should introduce tho gold standard 
and secondly a gold currency in this country, as 
in Englaiul, and then the exchange would he 
stabilised automatically by the inflow and outflow of 
exports and imports in this country. 

5592. To avoid all possibility of misconception, you 
refer to a gold currency as in England ? — Yes. 

5593. But, in fact, has England got a gold currency 
now? — No. Gradually, as more confidence has been 
developed, tho gold notes and other currency arc 
being circulated while the gold has to he stored up 
there. That is at the end of a long career and long 
confidence in the minds of tho people. In the initial 
stages in India we want a gold currency and a gold 
standard, and after tho stabilisation of this system 
for about ten or fifteen years, we will bo practically 
just in the same position as England is to-day. 

5594. Would you assist us to understand how the 
introduction of the currency system which you 
recommend would result in a reduction of the rate 
to Is. 6d. without further measures? — -Exchange is 
rather fixed by exports and imports between the 
different countries. Bo, in that case, when India 
requires more money from outside countries it would 
get more gold. Or, if there is gold currency here, in 
that case gold will he in greater circulation and the 
exchange will he stabilised at Is. 4d. 

5595. I do not quito follow at the moment why the 
entry of gold into circulation would achieve thut 
result. As far as we know at present, if gold went 
into circulation it would he in substitution for some- 
thing else, other things being equal, would it not? 
— Yes. 

5596. And it would result in no increase in the 
currency medium. Why then should it have an effect 
upon the rate of exchange?- -Because other countries 
in that case, if they have to Bend money to India 
may send actually gold, which is not practicable at 
present. Or India may send gold to them, gold 
being available in larger quantities than the require- 
ments of this country. 

5597. At any rate, I understand your Association 
would recommend no more active steps to reduce the 
rate to Is. 4d. than those changes in the currency 
system as regards the position of gold which they 
recommend? — There are other active steps, as, for 
example, the judicious selling of council bills. 

5598. Tho judicious selling of council bills in 
London ? — Yes. 

5599. Against rupees in India?— Yes. 

5G00. What do you mean by 11 judicious n in that 
connection?-- Council bills ought to bo sold to that 
extent to which they are actually required under the 


budgeted estimates. Any further advance beyond 
that limit would rather act contrary to the interests 
of tho country as well as create great fluctuations in 
the rate of exchange. 

5601. When you mention that in this connection do 
you mean that the sale of council bills is to be mado 
for the purpose of reducing tho rate of exchange? — 
Want of judicious Bale in regard to council bills 
affects the exchange ; that is what I mean to say. 

•5602. You would use the sale of council bills in 
order to promote the reduction of tho exchange? — 
Yes. 

5003. That would be reducing the exchange by 
increasing the internal currency in India, would it 
not, otherwise it would have no effect on the 
exchange? — Not increasing the internal currency in 
the form of token coins, but in the form of gold stan- 
dard coins. 

5604. What do you contemplate then Bhould be the 
operation, that council hills should be sold in India, 
with what, with notes? — With gold notes or gold 
coins. 

5605. Whatever the form, if it » to have any effect 
in reducing tho rate of exchange, it must be by 
increasing the proportion of the currency? — Yes. 

5606. Tli at being so, that will have an effect on 
prices in India, will it not? — Yes. 

5607. What will he tho result on Indian prices? — 
Prices will be stabilised and they will he lowered to 
a certain extent. 

5608. Does it tend to stabilise prices if you increase 
the proportion of the currency in the country, or 
docs it not rather tend to a rise in prices? — If yon 
increase the currency with a gold standard and gold 
coiiiM, then it will bring the prices to stabilisation 
point. 

5609. If it has no effect on prices, liow can it affect 
exchange P — It will have an effect on prices. 

5610. What would that effect he? Would it raise 
prices P — I think it will be to lower prices gradually. 

5611. By increasing the relative amount of cur- 
rency you would lower prices. That does not seem a 
probable result? — When there is a greater circula- 
tion of gold currency hero; naturally, prices would 
not increase; on the contrary, they might he lowered; 
there might he fluctuations for a certain period, but 
after that they would be automatically adjusted with 
very little fluctuations. 

5612. Would you or would you not accept the 
general view that when you increase the amount of 
currency in a country in proportion to the thingB 
which are bought with currency for goods and ser- 
vices, that might tend to raise prices, and vice vend 
when you decrease the amount of currency in that 
proportion that might tend to lower prices P—*Pro- 
vided there is no sufficient backing. If there is 
sufficient backing, probably prices will be reduced 
gradually. 

5613. I do not think that the question of backing 
is relevant in the proposition that I have put. I 
was looking at the total quantity of currency in the 
country. Backing may tend to be a consideration 
where the point is how to increase or decrease it; I 
do not see that it is quite relevant to the matter to 
which I wish to direct your attention. At any rate, 
I gather it is your opinion that, by the sale of council 
hills resulting in an increase of the currency such as 
would reduce the rate of exchange, there would be no 
consequent effoct on Indian priceB except that of 
stabilisation. Have I correctly given the purport of 
your suggestion P—I do not mean by increasing the 
currency the coining* of rupees. If you stop coining 
rupees on the one hand and if at the same time you 
introduce a gold currency, in that case there will bo 
stabilisation of prices, after some fluctuations. 

5614. My question certainly did not refer to one 
form of currency rather than another. I understand 
that, in your opinion, the result of such a process as 
the sale of council bills to promote a fall in the rupee, 
given the adoption of your proposals as regards the 
promotion of a gold currency, would be no other than 
that of stabilisation of Indian prices? — Yes. 
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5615. The opinion which you hare now expressed 
greatly simplifies the analysis of any possible effects 
of an alteration in the rate of exchange. Neverthe- 
less, let me ask you one or two further questions. 
Under question III, your Association makes a refer- 
ence to the sale of council bills so that the tightness 
of the money market may be xemoved by the conse- 
quent increase in the currency. There is juBt one 
further question as to your previous reply upon this 
topic that I should like to ask. Is it your opinion 
that your expectation ob to tho result of such an 
increase in the currency on Indian prices is confirmed 
by the experience of other countries in periods during 
which the currency has been increased? — 8o far as I 
remember, in America there were similar conditions. 

I do not remember the exact time. 

5616. I was wondering what period of increase in 
the currency in America you had in mind ?— I cannot 
say exactly. I have no other analogy in my mind 
with regard to other countries. 

5617. You could not give us any instance of a 
country having any system of currency, whatever it 
might be, a gold standard or a gold exchange stan- 
dard, in which there has boon such an increase in 
currency as that referred to here, which has been 
achieved without any consequential effect upon 
internal prices. Has it not been the common experi- 
ence that such an increase of the currnncy is followed 
by a commensurate rise in internal prices? — Yes, the 
first effect would be that, but the after-effect will be 
the stabilisation of prices. Any measure when it 
comes first has certain effects which have for tho time 
being to be suffered, but afterwards, when the con- 
ditions become normal, gradually tho whole position 
adjusts itself. 

5618. I think that really brings us more together, 
if we understand that such an increase in the cur- 
rency is at any rate followed by an initial rise of 
prices in the country. Now I want to put this point 
to 3 T ou which may have beeu considered by your 
Association. When there is such an incre&Bo and a 
rise in prices, which you tell us is only temporary, 
that effects, does it not, a disturbance as between the 
debtors and creditors of a country? — Yes, tbero 
would be, as the first effect of it. 

5619. And that disturbance, when there is a rise in 
prices, is to the detriment of the creditors, is it not? 
-Yes. 

5620. And particularly that class of creditors who 
are creditors in respect of interest on fixed capital? 
—Yes. 

5621. So that the effect of such a rise would be that 
all investors in fixed investments would he worse off 
proportionately? — For a temporary period only, and 
perhaps they may gain to a better extent at a later 
stage, but they will lie temporarily worse off. 

5622. All thoso who are dobtors in respect of long 
term investments would be better off? — Yob. 

5628. Now I want to look at it from another 
aspoct. I understand you actually express the view 
in your Association’s memorandum that one of the 
great interests which you desire to serve by the 
introduction of a reformed gold currency is to 
encourage the saving and investment habits of tho 
people?— Yes. 

5624. From thiB point of view, is it really a way 
of encouraging the saving and investment habits to 
start off with a measure which so definitely is adverse 
to the interests of the saver and the investor? — 
Every measure whenever it is newly introduced does 
have some hard effects on some sections of a com- 
munity. If we take the examplo of a sudden rise and 
fall in exchange, we feel that the position of creditors 
and debtors is suddenly changed from one extreme to 
another within a period of three or four months. So 
these things are not to be calculated when we intro- 
duce new reforms, because we have to consider that 
the final effects will be stabilisation between the 
parties, and in my experience such hard cases could 
not he considered in framing a law. 


5626. There are one or two points concerning your 
practical recommendations on which I would like to 
elucidate the opinion of your Association. In the 
first place, who would have the management of the 
noto issue ? Would it be given to the Imperial Bank ? 
Are they to have full control of policy and of the 
reserves, or something short of full control?— I think 
they should be given full control; but at the same 
time there should he an Advisory Board of non-official 
members, and the Bank should be prevented from 
doing exchange business, or there must be a separate 
department altogether for this purpose. 

562G. Then you recommend, aB to the constitution 
of the Bank that it should bo supplemented by an 
Advisory Board and other necessary safeguards. Let 
us take them one by one. Wlmt do you suggest 
should be the composition of tho Advisory Board? Is 
it to consist of officials, or bankers, or merchants, or 
of what class? — Advisory Board of some experts of 
this country in currency and exchange matters. 

5627. Currency exports? - Currency experts and 
some Government experts also. 

5628. By experts do you meun gentlemen in the 
academic world or gentlemen in the business world ? 
— -Both. 

5629. And Government members too? — Govern- 
ment members also. 

6630. Wlmt will be the functions of the board? — 
The board should bo an advisory board, and there 
should be statutory powers defined actually for the 
purpose of the board as well as for tlie working of 
that department. 

5631. The board will, [ understand, tender advico 
to the governing body of the hank? — Y ob, and there 
should bo statutory laws previously fixed before the 
establishment of the board as well as the separate 
department, utid the department should be run on 
the lines fixed by those statutory rules and 
regulations. 

5632. You say there should be other safeguards. 
What is the object of tho safeguards? — -Thera will not 
be injudicious use of these powers, or in times of 
emergency they may be well advised. 

6633. I am not adopting any opinion; I am only 
testing your views. Why should the advisory board 
consist of gentlemen in the academic world and the 
business uorld? l)o they understand the business 
better than the men engaged in the industry itself? 
— Because all these brains combined are in the nature 
of a completo expert body. Academical men would 
be looking at the question from the standard of 
theory. 1’racticAl business men would be looking at 
tho question from the point of view of the difficulty 
which the business men will feel, and the Govern- 
ment members will look at the question in the light 
of the difficulties in which the Government will ho 
involved in undertaking a particular policy. So all 
these different interests and all thoso different kinds 
of practical brains should bo put together to form 
out a regular scheme or to give regular advice in a 
particular action. 

5634. Might it not be said that banking is a very 
technical business, that the best man to understand 
it is a banker, and that you cannot make one banker 
by putting together a professor, a merchant and a 
Government official?- -Well, I think all of them will 
agree on n particular method or they may go by a 
majority if necessary. 

6635. You might get a majority decision by the 
professor and the Government official against the 
business man or by some other combination. Would 
that he a practical way of conducting a very tech- 
nical business?— Of course we get some members from 
the non-official side of the Legislative Assembly. 

6636. On the advisory board?— On the advisory 
board. 

5637. Are there any other safeguards which you 
would desire to Bee incorporated in the constitution 
of the Imperial Bank before the transfer?— That is a 
matter for experts to determine. They should go 
into the whole constitution, into the whole working, 
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and they should consider the line of future under- 
takings; and the experts should finally determine 
what kinds of safeguards are required for this 
purpose. 

5038. The safeguards being directed to the end of 
the proper conduct of the business of the bank? — 
Yes. 

5669. You recommend that the lowest denomina- 
tion in notes should Ik* Km. 5 as at present?-- Yes. 

569). Did your Association consider the desirability 
or otherwise of issuing one rupee notes ? At present 
they do not think there is any necessity of Inning 
one rupee notes; because they are likely to be lost 
and also they are likely to be spoiled. They are used 
greatly by masses, agriculturists, and such other 
people. 

5641. What is your experience as regards their 
popularity during the period of their issue!' Were 
they readily accepted, * and circulated? — Yes; they 
were accepted; but the paper was of such a quality 
that it was much spoiled. The masses are not ex- 
pected to handle these notes very carefully. Some- 
times the oil monger may spoil it in oil .and some 
other man in something else, and the texture of tint 
paper wus not good. 

5642. That brings me on to that part of your Asso- 
ciation's memorandum where they set out in more 
detail the recommendations as to the nature of tin* 
gold currency which you contcinplufc. Could you 
explain to ms the paragraph under question VI in 
wh : ch you say, “ It will he difficult in a country like 
ours to have a gold standard without gold currency. 
The use of gold coins will therefore lie a necessary 
stage before we can adopt a more economical form 
of gold standard like that of England.” If I fol- 
lowed your previous answers, they are to l be clFccL 
tb.it a gold currency is needl'd in order to inspire 
confidence in the public in the measure of value? - 
Yes. 

5643. In order that it may have that effect, it is 
necessary that a certain amount of gold should go 
into circulation, is it not? Yes. 

5041. How do you contemplate that gold will 
actually get into circulation?- -In the form of gold 
mob u rs. 

5645. Wliat would bn the process of issuing these 
innhiirs? They should be minted here in India. 

5646. When they are ready, minted in the mint, 
how are they going to he put into circulation? 1 just 
want to follow the process of the introduction of the 
gold currency? — They may he given to the public 
whenever they require them as it is being done by 
the Bank ef England. 

5647. Issued against council drafts? That is one 
way in which you recommend the sale of council 
drafts? — Yes. 

5618. Do you propose they should be issued ill 
exchange for rupees or notes? Yes. 

5649. Both? -First for notes and then for rupees 
as it is convenient to the (Government according to 
the measures that it undertakes. 

5650. Initially, ut any rate, their issue is to be 
only optional? -Yes. 

5651. You look forward to a period during which 
the (Government should undertake the obligation to 
give gold aguinst notes and rupees? Yes; at the end 
of 10 or 15 years the position will be complete. 

5652. C-aii you toll us wliut your view would be 
upon the contention advanced by various witnesses 
that, due to the habit of gold hoarding in India, if 
gold is put into circulation in tlint way it will all 
drain off into hoards? Do you look upon that as a 
probable result?— I think it may ho a temporary 
result. But as soon as inure confidence) is established 
in the people, they will on the contrary bring forward 
their hoarded gold and send it in circulation. 

5653. There will ho an initial period during which 
the gold might bo hoarded? — There may or inay not 
ho. We cannot Bay that with any cortainty. Per- 
haps there may he sufficient hoarding of gold with 
them at present, which may not compel them to 


obtain more gold or there may be temporary feeling 
in the public mind and they may go for more gold. 

5654. One has to contemplate the possibility, shall 
u*e say? -Yes. 

5655. Then we come on to tlie period at which you 
give gold as an obligation against noteB and rupees. 
Do you pfopose to limit the legal tender of the 
rupee? I think it may he fixed at Rs. 100. 

5656. Wliut, from your knowledge of tho con- 
ditions, would lie the effect of that upon holders of 
silver hoards? — 4 think silver will be released. 

5657 . And gold taken?— And gold may be taken, 
yes. 

5658. There, again, your view is that we must con- 
template that as a possibility? — Yob. 

5659. Having considered these throe requirements 
of gold, the amount of gold that will he required for 
circulation, tho amount of gold which may be drained 
off into fresh hoards, and the amount of gold which 
may be required in substitution for silver hoards, has 
your Association been able to form any estimate of 
the additional amount of gold which will he required 
in order to bring this policy into operation? — It may 
require } of the present currency to the highest 
limit, say to the extent of 100 erores of rupees. 

5660. You contemplate that it might require as 
much ns I (Hi erores of rupees of gold?- -Yes; hut not 
at one and the same period, and in that case tho 
holding of silver will not bo a necessity with the 
(Government. They inny at that time judiciously sell 
silver in different lots or at different intervals and 
utilise tluit money in bringing gold. 

5661. That is relevant when we consider tho cost 
ol obtaining the gold, but the point I mn now direct- 
ing your attention to is the actual additional supply 
of gold which will be required. You put the estimate 
at about 100 erores of rupees? — Yes. 

5662. It might be mentioned in passing that we 

have had other rather larger estimates. Accepting 
for the purposes of our discussion your estimate of 
100 erores. . . .? — In the initial stages, I menu, 

subject to regular replenishment from different 
sources at the same time. 

56fl.*l. Has your Association considered how that ■ 
gold can he obtained? — India is alwu.vs a creditor 
country, and it can expect more gold to come from 
foreign countries. That is one source. 

5664. Yon say India is a creditor country in the 
sense that it takes the balanco of its trade in 
bullion? Yes. 

5665. That bullion is already being used up for 
various purposes, namely, ornaments and so forth. 
It has been absorbed in past years; it has not gone 
into circulation, so that what you are contemplating 
here is, is it not, an addition to India's normal 
imports of gold? — Yes. 

5666. The question tlint occurs to me is how is it 
possible for the Government of India, which has to 
supply the additional gold, to obtain it. It may be 
suggested that tho only way in which the Government 
of India can obtain this additional supply is by 
raising foreign credits and in substance borrowing 
the gold? - Yes. 

5667. In order to fill the currency? — Yes. 

5668. That appears to bo a necessary conclusion, 
does it not? — Yes. Instead of selling council bills 
they may have forward borrowing in London. 

5669. You have, fierhaps, seen an analysis in re- 
gard to this matter in our memorandum containing 
certain HUggestions which has been supplied to the 
witnesses. There are two questions to which L 
should like to draw your attention. Have your Asso- 
ciation been able to form any opinion on the effects 
of this additional requirement of gold in India upon 
general gold prices, and how those effects, if any, 
would react on the people of India?— There may be 
temporary effects which may be counterbalanced by 
subsequent after-effects. 

5670. Temporary effects of an adverse soft, disturb* 
ancea?— Yes. 
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5671. Secondly, have your Association been able to 
form an estimate as to tho cost to the (Government 
of obtaining the gold P- I do not think it would cost 
aa much as it is feared. 

5672. The ultimate cost to the Indian Govern- 
ment would be tho cost of raising these credits 
against which tho gold would be obtained, is it not S' 
—Yes. 

5673. In the memorandum we sent to you tho per- 
manent addition to India's hill is taken to he about 
1) croros a year, if I remember rightly? Yes. 

5674. Hiiyo you any criticisms on that calculation 
which might he illuminating to tho Commission? — 1 
personally have no means of judging. 

5675. You are not prepared to criticise it. Then 
let us accepL it for the purposes of the discussion, 
•lust one general question to conclude this part of 
the subject, in view of wlint you have told us about 
the possible temporary disturbance to genera! gold 
prices, and, secondly, in view of the cost of round 
aliout 14 crores, would your Association consider 
that, nevertheless, the benefits to be obtained by the 
adoption of the policy would he worth the cost? — 
The benefits would ultimately far outweigh these con- 
siderations; they would be too groat ns compared 
with these minor things. 

5676. Have your Association considered what would 
he the cost to tile Budget of the Govern men t of India 
of a reduction of the ratio from is. Gel. to Is. 4d.P — 
Yes, they would lose that gain in exchange fur tho 
present. 

5677. The addition to the Budget has been esti- 
mated at round about 3 crores. l)o you accept or 
criticise that figure?- -No, that is the correct figure 
so far as the present circumstances are considered. 

5678. Tho adoption of your two proposals then 
would put an additional burden on the Budget of 
about 44 crores. 3 for the ratio and 1J for the cur- 
rency? -Yes. That, is a probability after all; per- 
haps it may not. be anything. 

5679. When you are dealing with the future you 
are always dealing with matters of probability? — 
Yes, but these questions have more to be considered 
from a hypothetical standpoint, we cannot say 
exactly. 

5680. Exactly; we are putting forward hypotheses 
which is just the difficulty of the subject. There are 
so many hypothetical considerations. Butting for- 
ward this hypothesis, that it will add 41 crores to the 
Budget, what do you think W’ould be tho reactions of 
that socially and politically when it is necessary to 
raise fresh taxation. Do you think tho people of 
India would accept these benefits at the price of 44 
crores of fresh taxation? — But I think Government 
revenue will lie compensated from other sources by 
an increase in the prosperity of industry and agricul- 
ture. The sum total of prosperity in India so far as 
agriculturists are concerned would exactly, in my 
opinion, counterbalance these 44 crores. 

5681. Would that be an immediate effect?- -Yes, 
during the course of 1 or 2 yearR that will be the 
effect. 

5682. If the adjustments are so swift, T am afraid 
on the other side of the question we might have to 
contemplate that the adjustment of the loss of those 
benefits to the cotton trade, wdiich you anticipate, 
might he equally swift., by a rise in prices and a 

.movement for higher wages, and so on? — On the con- 
trary, 1 think prices will he reduced, and there will 
he good sales, and there won’t be any competition 
from foreign countries against an adverse exchange. 

5683. It seems to me as if in the argument you 
want to have it both ways. You think that the 
adjustments which will relieve the Government ol 
India will be swift, but similar Adjustments which 
might be expected to cancel out the benefits to the 
cotton trade will not bo swift. Would it be prudent 
to anticipate that one would bo so fortunate as that 
—that circumstances would work out entirely in that 
way although they might be expected to be similar in 
the two areas ? — We cannot definitely say that. 


5684. One point of detail upon which your 
op.nion will bo of value is under question 
VIII, where you say: “If the currency system 
be made automatic by the introduction of the 
gold standard as said above there will not he any 
great necessity to issue special currency to menu 
seasonal demands." L do not quite follow* that. 
Generally one is inclined to suppose that the more 
gold there is in circulation the more inelastic the 
currency is, and the more it needs special provisions 
to ensure seasonal elasticity. Why do you think that 
the introduction of the gold standard on tho 
measures proposed by you would make it unnecessary 
to make provision for seasonal elasticity?-- -Because 
a standard of automatic contraction and expansion 
of currency will be established and that will not re- 
quire special facilities, certainly not in the second 
stage, there may be a necessity in the first stage. 

5685. At first then* is the gold exchange standard? 
— -Yes. 

5686. Blit I am referring to the second stage? - 
No, L mean the immediate stage after the establish- 
ment of the gold standard. 

5687. L see. The first, stage is when gold is going 
into circulation; von are looking forward to the 
second stage when gold mines out of circulation and 
is replaced by notes. You quite rightly say there 
will be a more clastic currency and you trust it will 
lx* unnecessary to have any special provision, 
although in most countries it is usual to have a 
special provision for this purpose even under those 
conditions? It may be kept lip, but thero cannot 
be any special necessity for it afterwards. I have 
put. down the words “ any great necessity.” 

5088. L see it is worded with some caution. What, 
in your opinion, is the best way of providing for 
seasonal elasticity under a gold exchange standard? 
You are aware, no doubt, of the present provision? - 
Yes, 12 crores, 1 think. % 

5089 Yes, 12 crores against bills. Have youi 
Association any proposal to make for any change 
which, in their opinion, would lead to the improve- 
ment of those provisions, or are they content with 
them as they stand? -No, there should be further 
powers with the Governor- General in Council to issue 
to the extent of 7 crores further in case of emer- 
gencies or crisis for a temporary purpose only. 

5690. You would enlarge the amount? -Yus. 

5691. You haw 1 no recommendation to make as 
to the nature of the securities against which tho 
additional currency is to be issued? They may be 
issued so far as the crisis is concerned only; as soon 
ns the crisis is over they may he again withdrawn. 

5692. They would withdraw themselves? — Yes. 

5693. It is the nature of the securities against 
which the currency is issued? — Yes. 

5094. Just one more question and that will con- 
clude the questions with which I need trouble you. 
Under question VI you say, ” If necessary with tho 
gold standard it will he easier to import foreign 
capital for industrial purposes ” ?— \*os. 

5695. Let me ask you to make the assumption that, 
by means of a perfected gold exchange standard 
system, tin* rupee has been rcstnbilised ill relation 
to gold as it was before the War at Is. 4d. If you 
•have attained stability of exchange you have 
attained, as we understand it, that- condition which 
is essential for the free import of foroign capital?- - 
Yes. 

5696. If you will assume for the moment that- that 
can be attained on the exchange standard system, 
then this circumstance would cease to differentiate 
as an advantage between tho two systems rccxizn- 
monded. would it not? -No, because this system has 
boon sufficiently tried and found wanting. Tho ex- 
perience of the last S or 10 years is not satisfactory 
to us. 

5697. That really means that you refuse, as of 
course you are entitled to do, to make the assump- 
tion which I ask you to make, does it not?— Yes. 
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6608. A little further on you say : 11 If 

the gold standard and gold currency is decided upon, 
the relation of Ihe rupee to gold coin will have to be 
fixed for internal purposes; no doubt for external 
purposes this ratio will lose importance as foreign 
transactions will then take place in gold. The most 
natural ratio in Tndia in the pre-War ratio of Is. 4d. 
to the rupee." .Fust to he quite clear about what 
you mean hy that, you do not, I imagine, base upon 
that any assumption that by the introduction of a 
gold currency and by the establishment of tho ratio 
of the rupee to gold at Is. 4d., you can prevent what- 
ever disturbances might result from tho shifting 
from the present ratio of Is. 6d. to Is. 4d.P — I cannot 
undorstnnd the question very clearly. 

5699. If you are to continue with a gold exchange 
standard and reduce the ratio to Is. 4d., that would 
involve certain readjustments, would it not, in 
internal prices? ' -Yes. 

6700. Instead of continuing the gold exchange 
standard you adopt your gold currency system and 
you fix your ratio at Is. 4il. to the rupee in relation 
to the gold mohur. By doing so, do you avoid the 
disturbances which would he involved on the reduc- 
tion of the ratio?- There may be some fluctuations. 

5701. (Chairman.) I think that closes the questions 
which 1 wanted to ask in elucidation of your memo- 
randum. I will now ask you to bo so kind as to 
deal with any supplementary questions which my 
colleagues might like to ask. 

5702. (Sir Henry Ntmkosch .) Mr. Patel, in your 
statement, under question T (c), you refer to the 
competition of Japan in dumping in India cheap 
goods. Could you tell us what the amount of imports 
from Japan into India are?- -They are about 7 to 8 
per cent, of the total. 

5703. Of the total imports of the country?— 8 per 
cent, of the total imports of cloth. 

5704. And whnt are the goods that are mainly 
imported that compete with Indian manufacture? 
All coarser count goods. 

5705. Is this 7 to 8 per cent, the percentage of the 
total imports of all kinds of goods? If so, how much 
of that is cotton goods or any other goods that are 
competing with goods produced in Tndia? — Are we 
dealing only with cotton goods or any other? 

5706. 1 ask you hour much Japan imported into 
India of all kinds of goods?— 1 do not know exactly 
about that. 

5707. Therefore your reference to 7 to 8 per cent.? 

'Was with reference to cotton goods. 

5708. Is it 7 to 8 per cent, of all cotton goods 
imported or 7 to 8 per cent, of all goods imported 
into India?— I think 7 to 8 per cent, of all cotton 
goods supplied to India; that is my recollection. 

5709. India is a large exporter of raw cotton? 
Yes. 

5710. Could you tell us what percentage of India's 
cotton production is exported into Japan?- ^Prac- 
tically nil for the last one year. 

5711 Last year there was no export at all to 
Japan? — To China there were only four bales piece 
goods so far ns 1 remember; to Japan a very poor 
insignificant quantity. 

5712. Of raw cotton ? — Of cotton goods. 

5713. 1 am speaking of raw cotton? Japan is 
taking a greater quantity than it used to before. 

5714. Could you tell me how much that would he? 
—I do not know exactly the number of bales. Per- 
haps Sir PurshotamdaB Thakurd&s would be able to 
give that information to me. I do not know exactly 
the number of bales; but it has increased consider- 
ably for the last throo years. 

5715. Would you say that the exports of raw cotton 
into Japun are greater in value than the imports of 
manufactured goods from Japan? — I cannot say that 
in exact terms. 

5716. I understood that it was so, that the export 
of raw cotton to Japan is far greater than the 
imports of manufactured goods into India P — Yes. 


That iB a fact because Japan is taking Indian cotton 
on the one hand and selling manufactured doth on 
the other, not only to India, but to Egypt, the 
Levant, South Africa, Mesopotamia, Turkey, Ac. 

5717. I suppose you will agree that the price of 
raw cotton depends upon world prices? — Yes. 

5718. And that India has no control over the world 
gold price of cotton? — Yes. 

5719. How much of the total amount expended in 
manufacturing cotton goods is represented by the 
value of the raw cotton used for its manufacture 
in India? — That is in turning cotton into dothP 

5720. Let us say one unit of cotton goods may be 
one rupee; whnt percentage of that is represented 
hy the value of raw cotton? — Over 50 per cent, and 
a little more. 

5721. I have a figure before me of 60 per cent.; 
would you agren with that? — I would agree with 
that. 

6722. What percentage of the outgoings would bo 
for wages? — About 10 per cent. 

5723. You agree that cotton prices cannot be con- 
trolled from hero; if the price of tho rupee in terms 
of gold is settled at Is. 4d., would you please tell 
mo what the advantage to tho Indian cotton industry 
that would be, and whore the advantages come in? — 
The foreign imports which at present get a 124 per 
cent, bounty will be stopped ns against the indi- 
genous production. At Is. 6d. the importer gets an 
advantage of 12} per cent, against tho indigenous 
product. So that Is. 4d. ratio reduces the cost to 
the extent of 12§ per cent, to the indigenous 
industry. 

5724. But if the prices are adjusted according to 
world gold prices, how does the advantage arise? 
1 do not quite follow how the advantage arises?- - 
If you fix exchange and prices at Is. 4d. rather than 
at Is. fid., then every importer has to pay 12} per 
cent, more than what he has to do to-day. 

5725. Tn rupees? — Yes, and similarly the prices of 
imported stuff will be dearer to the extent of 124 
per cent, to the importer and if he competes with 
local manufacture or local industry, he will have to 
take into consideration the 124 per cent, which he 
has to pay there. 

5726. But if you depreciate your rupee to Is. 4d., 
then Is. 4d. will buy proportionately less in the 
country? — The prices will bo lessened in that case. 

5727. Tho prices would rise?— On the contrary, 
they would he lessened in my opinion. 

5728. Surely if the Is. 6d. rupee bought a hundred 
units of goods, the Is. 4d. rupee is going to buy 
124 per cent, less?— Yes. 

5729. In other words, 87*5? -That is not with 
regard to imports. 

5700. We have started from the premise that sc 
far as cotton is concerned, the price of cotton is 
regulated by the world prices? — Yes. 

5731. Therefore if your rupee will in future buy 
124 per cent, less abroad then the cotton within the 
country will be an equal percentage higher? — Yes. 

5732. Having regard to that, 1 do not yet see where 
tho advantage comes in? — I think you yourself 
stated that the cotton prices in India are governed 
hy America and other cotton prices. So these factors 
will not act so cogently as compared with ruling 
American prices; and a sudden rise or fall on account 
of quotations that are given out in America will 
affeot prices of cotton in India. 

5733. They will not move according to American 
figures? — America will govern prices; India’s export 
and import will not govern prices. 

6734. I am sorry I cannot follow that P— Cotton 
exported out of India or cotton goods imported into 
India will not be directly affecting the prices of world 
cotton. 

6735. I follow? — While American prices will affect 
prices of the whole world cotton. 

6736. Quite? — Regarding the advantages and dis- 
advantages which have been recently calculated, they 
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are being originated from the considerations of India's 
products and export and import. So the calcu- 
lation of fluctuation in world cotton prices has no 
direct connection with the calculations of those 
figures, so far as India is concerned. It is America 
that fixes all the cotton prices according to its own 
crops or somo other manipulations. 

5737. But the Indian prioe obviously is influenced 
by the. purchasing power of the rupee. If you fix the 
purchasing power of the rupee at Is. 4d., that rupee 
is going to buy 12| per cent, less cotton than the 
Is. 6d. rupee. Therefore with the Is. (id. rupee you 
can buy 12} per cent, more cotton than with the 
Is. 4d. rupee ? — But the cotton which we will buy 
from the foreign countries would be less than the 
cotton which we would be giving. 

5738. I am coming back to the manufacture of 
cotton goods. <30 per cent, of the expense involved 
is in respect of cotton P -Yes. 

5739. Then, if the cotton price here docs adjust 
itself to the world gold price of cotton, you will bo 
able to buy with a Is. 6d. rupee 12} per cent, more 
cotton than you can buy with a Is. 4d. rupee P — But so 
far as India is concerned India is uot mini red to buy 
cotton from outside to that extent. 

5740. I am not speaking of the outside. The cotton 
millowner in India will buy in India his cotton, and 
that he will get with a Is. 6d. rupee 12} per cent, 
more than with a Is. 4d. rupee? — I cannot believe 
that, as America rules cotton prices in India and 
not la. 4d. or Is. 6d. rupee. 

5741. But obviously it must be so; if you have 
stabilised your money in terms of gold and if you 
are depending upon world prices so far us the 
internal price of cotton in India is concerned, as the 
value of the rupee increases so you will he buying 
more cotton in India for it P— But we first assume 
that the world prices of cotton are being governed 
mainly by America. Next day there may be a erase 
in America mid the prices would be suddenly 
fluctuating in India, in spite of all other circum- 
stances remaining in normal conditions in India say 
Is. 4d. or Is. 6d. rupee. 

5742. If I may suggest, do not lot us confuse the 

question by assuming fluctuations in cotton prices 
abroad. Let us say cotton has reached a certain 
level and let us compare what is the effect u|mmi the 
millowner in India of a Is. fid. rupee and a Is. 4d. 
rupee. The effect, as I put it to you, will lie that jf 
the rupee is stabilised at Is. fid. you would be buying* 
wjilUhat rupee 121 P**! cent- more cottoiLthazL.with .fi 
la. 4d. rupee? The effect ns I pul it to you will he 
that, rupee stabilises at Is. fid., you would be 

buying with that rupee 12} per cent, more cotton 
than with the Is. 4d. rupee P- -I can’t agree with 
that. 

5743. But it is a very simple arithmetical calcu- 
lation. If you will work it out for a given quantity 
of cotton, I think you will come to that conclusion, 
because the Is. fid. gold rupee will buy obviously 
12} per cent, more than the Is. 4d.— That is a 
fictitious calculation, so far as you take Is. 6d. 

5744. Why is it fictitious? — Because we don’t base 
our calculations under the present circumstances 
on this Is. fid. only. 

5745. What do you base it onP You must base it on 
Is. fid. because, if you want to buy with the proceeds 
of your cotton sale goods abroad, you can exchange 
your rupee at the rate of Is. 6d. for the rupee. 
Therefore, yon have got to take it into calculation. — 
So far as this cotton industry is concerned, we arc 
not required to buy from foreign countries. We aru 
depending mainly upon things produced in our 
country, the labour is in our country, and even the 
management is our own. There is very little we 
get from outside for our ootton industry. 

5746. Yes, but that does not lead us to the point. 
You admitted that the price of raw cotton is governed 
by world prices. If American ootton goes down, the 
Indian ootton goes down.— Yes. 


5747. Very well. I compare what a Is fid. rupee 
would buy internally and what a Ik. 4d. rupee would 
buy internally. If they are both dependent upon 
tho external price, then obviously the le. fid. rupee 
would buy 12} per cent, more cotton than the Is. 4d. 
rupee. — Yes, but that theory would not be applicable 
in my view* to the conditions in which India is at 
present, so fur as cotton buying is concerned. 

5748. Bub you are buying all your cotton in India, 
and with a Is. Gd. rate you would buy so much more 
cottodLili India ?•• -That I don't believe. Because 
There is no inter-relation regarding India’s buying 
of Indian Cotton between international countries 
in this buying and selling. If we have to export our 
goods to some foreign country, then it would have 
some effect, in my opinion. 

5749. (Sir Henry Stmkouh .) Then I am afraid 
we cannot agree. 

5750. (Chairman.) It comes to this, that you must 
have two world prices for the same commodity : one 
price in America and another price in India?— Yes. 

5751. ( Sir Henry Utrakosch.) Then l come to an- 
other question and I refer to tho passage under ques- 
tion VI in which you say 11 Judin has been considered 
a sink of precious metals by the West. It is 110 
fault of the people of India if they aro led to this 
practice, because they cannot have any confidence 
in tho unstable token rupee.” Would you ngreo 
th.it it is desirable for the people of India to put 
llicir savings into things of u reproductive character 
rather than in precious metals? -Yes. It isdcsirahlo 
and it is necessary. 

5752. And if India succeeds in educating her people 
to invest in such securities she will be saved having 
to import capital from abroad? -Tho importing of 
capital from abroad will be necessary in certain 
stages. 

5753. Quite, hut to the extent to which tho savings 
are put into reproductive things, her requirements 
for capital from abroad will he diminished. Now, 
what 1 can't quite follow in your statement here is 
fhis: that it should be necessary to give tho people 
gold instead of the present token rupee. If it is 
desirable that the people should put their savings 
into economical things, then it does not matter 
whether it is a token rupee or 11 gold coin. Both ure 
undesirable, you will admit?— Yes. 

5754. Well now, don’t you think that the more 
logical way of tackling the question would be to 
educate the people to save in things other than 
precious metals and not give them precious metals? 
You, in fact, induce them to retain precious metals 
of tho very kind that they are coveting most, 
namely gold. Is it not more logical that they should 
be first taught to invest in things other than precious 
metals, and that they should then be given the gold 
when the gold will do what money in other countries 
does, namely form tho medium of exchange? — In 
my opinion, I think, so far as India’s circumstances 
are concerned, it is putting the cart before the horse. 
You will find that 70 or 80 per cent, of the people are 
agriculturists and they are quitn ignorant of all 
these things, so thej* are simply subject to prejudices 
and sentimentalism. As soon as there is the least 
doubt or as soon as there is the least fluctuation, 
they think perhaps the Government is to go, perhaps 
something is to happen, and they will go for getting 
in gold that they can cover up. 80 before educating 
them to the reality of this idea, it is necessary that 
they should be, by practical stops, brought to the 
level of understanding, first that gold is available 
to them whenever they require it for their use. This 
confidence between the masses and the Government 
should bo first created. After this confidence is 
•established, after the practice of say ten or fifteen 
years, people will not go in for hoarding gold to this 
extent. They will then naturally change their 
attitude when they find that whenever they require 
gold they have only to go ito the currency office or 
to the Government, and for silver coins they can get 
gold and for gold they can get silver. 60 that, this 
very effect on the minds of the people, bo far as 
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they are ignorant at present, could bo removed by 
offering them bread against bread, not stone against 
bread. Though logically, your way is the correct one, 
and 1 quite approve of it. Hut that would do in a 
country where there is good education. But in a 
country like India where education is so backward 
ami where even the greater majority oi the people do 
not understand their rights the only safe way is to 
wm over their confidence by allowing them to acquire 
gold at any limo they desire ami then as a con- 
sequence* thereof they will bo getting practical 
experience on the one side and they wiTI be educated 
in thin subject on the other side. 

5755. But tell me, who hoards the gold that is 
being imported now ? is it all held by the agri- 
culturist. or is it held mainly by the wealthier and 
morn instructed class? — 1 think’ it is held in greater 
quantities by agriculturists and those other people 
who nro not educated the quantity is greater with 
them. 

5755. But wo have been told by other witnesses 
that the demand for gold hy the ryot would be very 
small because lie is ioo poor to acquire gold nnd that 
the gold is mainly iieisled for the richer and there- 
fore more educated classes.- Yes. I mean there is 
a certain section of the middle classes. They are 
required to have gold ornaments and gold things : n 
view of certain caste customs and practices and so 
on. Even at the cost of incurring debt they have to 
go in for getting gold amt gold ornaments. 

5757. That is more or less like other countries.-- 
Then secondly, so far as these ignorant agriculturists 
are concerned, any temporary sating they make 
they immediately invest in gold or silver. 

5758. Yes, hut they buy mainly silver, because 
they are too poor to buy gold. But if they get a 
little morn money they will go in for gold. Koine 
of the better-off villagers go in for buying gold and 
they even put it underground so that nobody may 
take it. away ns they have no confidence in banks or 
other people. 

5759. But to revert to this method of procedure, 
it is after all merely a question of choosing which 
method is the more effective to educate the people 
in fhe habits of saving in things other than gold. 
You will admit, T think, that one can have two 
opinions on that subject? — Yes. 

5760. There is one view which you support, namely 
that it is necessary to first saturate the country 
with gold and that, having done so, one may hope 
that the people will invest. — Yes. 

5761. And the other view is that it is more 
desirable to show to tile people from the very start 
that it is not desirable to board gold nnd other 
precious metals, that they would do better by putting 
their savings into other things. — But perhaps they 
may take a wrong view of the suggestion. If you 
ask them not to hoard gold, TTiey will think perlmpR 
that these people are trying to mislead and They 
will on the contrary go for buying more gold. 

5762. Now, I want, to go a step further. Tf one 
views the good of the whole of India, ha* not one 
got to set against these two alternative methods of 
education, what, the price of cadi method would be 
and what dangers the one involves and wlint dangers 
the other involves? And if you finally caine to the 
conclusion that the dangers and the expense of the 
ono method are far greater than the other, would 
you not eoiisid'-r it a reasonable proposition to say 
11 Well, let us first try " — because there can be a 
doubt as to which of the methods is the better one — 
11 the method that is least expensive and involves 
thp country in least danger.’ 1 — Yes. 

6763. Would you admit that? — Yes. 

5764. And if that was so, would you see any very* 
great objection to a true gold exchange standard 
under which you would have a token currency intern- 
ally not. convertible, but freely convertible externally. 
That, is to say, you should be able 1 6 convert your 
rupee into gold and gold into rupees for export. 
And at the same time establish a system which will 
be truly automatic. In other words, you would have 


a gold standard in the true sense with this exception 
that gold would not circulate internally? — That in 
my view is not the correct theory. You must first 
go from the bottom. 

5765. Yes, but I want to put to you the two pro- 
positions. I said the ono is costly nnd possibly 
dangerous, the other in its monetary effect is the same 
ns the gold standard except that you have no gold ill 
circulation. Which would you choose?- In my 
opinion it is better to scleot a costly method when its 
foundations are very strong instead of preferring a 
less costly method in which the foundation is shaky 
ami when the building is going to .full within a very 
short time. 

5766. Even though the ultimate effect would be to 
educate the people to put their savings into the very 
re verso of whut is desirable? — I don’t think you can 
educate the people in ii hundred yeara by taking 
that line, but by offering them practical measures 
in the form T have suggested you will be educating 
the people by creating confidence and improving 
their position within don or fifteen years. 

5767. Could you tell me to what extent the note 
circulation has increased during the last twenty 
years? To wliat extent the (Mist office savings bank 
deposits have increased; to what extent cash certifi- 
cates have increased?- They -have . 

6768- WVll, do you see in the figures of these 
increases anything to support your view that it is 
necessary to have a gold currency to induce the 
people to save in forms other than precious metals P 
— Yes. .But these investments have been made on 
account of higher interests offered to them and 
greater securities as compared with other securities. 

5769. It does not matter. I am shaking of the 
highest clas* of securities and the highest rates of 
interest. But. is it noL the fact that the note issue 
lias increased? — Yes. 

5770. Savings hanks deposits have increased ? — Yes. 

5771. And cadi certificates have increased? — Yes. 

5772. In other words, that the habit of the -people 
to save in things other than precious metals has 
increased? — -But the imports of gold have increased; 
how could you account for that, side hy side? 

5773. Well, if yon take it over a period, I should 
say that the imports of gold have remained pretty 
stationary, if you take the lust 20 years P In that 
case 1 have reasons to believe that that investment 
is diverted from industrial investment to these post 
office ami other types. 

5771. But it is investment ?-- ft is a transfer from 
one entry to another entry, ff I take money out 
from the Imperial Bank and deposit it with the 
Central Bank, it is not a habit created in me, it is 
simply a transfer. 

5775. You suggest therefore that during the last 
five years India has not put more capital into 
industry than before? — They might have put more 
capital hut the capital bus been diverted from 
industries to the Government side. Instead of 
remaining fixed to the industries, the capital has 
hcen diverted from industries to Government 
.securities, etc. 

5776. Unless foreign countries have brought these 
industrial shares, no diminution of saving in securi- 
ties has taken place? Have you heard of any great 
sale of Indian securities abroad P— I talk of the 
local conditions. 

5777. Very well, if one Indian sells his shares to 
another Indian, you do not diminish the amount of 
money invested in securities?* -•But I do not get the 
linhit of investment thereby. 

5778. Well, I submit that the increase in the note 
circulation, post office savings deposits and in cash 
certificates is an indication of an increased tendency 
to save P— So far as the securities on Government 
side arc concerned, I do admit that. 

5779. (Sir Maneckji Dadahhoy.) My colleague, Sir 
Henry Strakoach, has questioned you regarding the 
increase in post office Bank deposits, and other 
kindred deposits, Government securities and so 
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forth; are you aware that those deposits are mostly 
made by a particular class?— Yes. 

5780. They are made by clerks, middlemen, men 
drawing smaller salaries both in Government and 
commercial offices and they aro a special class of 
.people P — Yes. 

5781. ‘While the saving in gold are largely made by 
well-to-do peoplo as well ns by largo classes of 
agriculturists P — Yes. 

5782. You aro aware that in 1924, last year, nearly 
79 croros of gold was imported P-- -Yes. 

5783. How do you account for that demand? - 
That is all absorbed in tho country. 

5784. And that demonstrates that the habit of the 
people or rather tho attachment of the peoplo for 
gold is getting stronger than ever ?— -Certainly. 

5785. And that they consider gold ns the most 
stable sort of investment?--- Yes. 

5786. My colleague also asked you some questions 
about Indian cotton. Have you any idea ns to what 
quantity of foreign cotton is imported into India P 
As compared with the local indigcucoiis product, I 
think it might be about one-fortieth or one fiftieth 
of it. 

5787. It is only for the purpose of manufacturing 
the higher counts of yarn that cotton from South 
Africa, Egypt and America is imported P — Yes. 

5788. And that the bulk of our cotLon .purchases 
in India is in ado by rupees oulyP — Yes. 

5789. And that whether tho exchange value of gold 
may he Is. or Is. 4d., so far as tho internal payment 
’is concerned it makes no difference P* -Yes. 

5791). It would only affect foreign stuff so far as 
cotton is concerned whether the ratio is Is. (id. or 
Is. 4d., it would only uffect foreign imports and has 
no effect whatever on local purchases, in torn al pur- 
chases? — Yes, certainly. 

5791. I am rather confused over your reply to the 
Chairman about the Imperial Bank. You said that 
tho Imperial Bank should have full control but it 
should also have an advisory Board with non-official 
members, and you recommend that a part of these 
members should be .taken from professors, others 
from commercial coin in uni ties and partly from the 
Assembly? Would not a constitution of that nature 
hamper the work of the fmperial Bank than facilitate 
the smoother working of tho Bank? — In certain 
matters it may so hamper. 

5792. Don’t you think that from the Bank’s point 
of view it would be absolutely desirable to* detach 
all politics from the management of the Bank?- — 
Certainly, it is an imperative necessity. 

0793. And oil that ground would you not recon- 
sider your views about the appointment of members 
of the Legislative Assembly on this Board? Would 
you not consider that suggestion ns inadvisable?— I 
am not so keen over that. I am keen over the 
selection of tho Board from the best brains in this 
country. 

5794. It would be safer to keep tho Bank trans- 
actions absolutely freo from politics and ullow no 
politics to influence in any way tho progress of com- 
mercial business in the country? Yes. 

5795. And therefore on reconsideration you would 
not recommend the appointment of Members of the 
Assembly P— In that case, members from bodies such 
as the Chambers of Commerce or Indian Merchants’ 
Chambers, that have already established good repute 
may be appointed. 

5790. Do you not think that tho Bank, left to 
itself, and controlled by men trained for years 
together in 'banking knowledge and information 
would be better able to manage the business than 
any outside body? — But outside advico is sometimes 
more useful to such people. 

5797. But is it not open to them at any stage to 
tako such advice, why make it statutory P It is 
always open to a Bank managment to obtain out- 
side advice P—1 have not heard such examples in this 
country where voluntarily such effective advice has 


been sought for from other bodies jinless there is 
some provision that they should do it in particular 
circumstances. 

5798. You do not mean to tell me that the Head 
of a Hank in India, say in Bombay or Calcutta, 
never takes outside opinion about certain trade 
matters ? — 1 am sure you are aware that a large 
number of brokers ulways go to tho Bank and sen 
the head man, that large classes of respectable 
people for financial purposes resort to tho Bunks 
and tho Hoad of tho Bank has often long conversa- 
tions on various aspects of trade with those gentle- 
men? Do you not think that that is nn adequate 
machinery for the obtaining of information which 
you think ought to come from the medley body liko 
the one which you suggest P — I think an advisory 
body is a necessity. 

5799. (Air. Prestun.) You say as No. 1 of your con- 
ch is jo iih that you aro of opinion that the gold standard 
is the best system of currency for India, and your 
reply to certain questions Sir Ilenry Htrakoscli put 
to you might lend one to believe that in the attain- 
ment of that ultimate goal you aro prepared not only 
to pay handsomely for the privilege but to wait for 
a certain amount of time? — Yes. 

5800. Might I ask what number of years you would 
give for the course of progress to bo achieved until wo 
arrive at such an accumulation of an amount of 
gold as might be held to bo large enough to com- 
mence a real gold standard P Would you allow a 
period, of 15 or 20 years P What is your idcaP — I 
would allow tho declaration to be mode immediately. 

5801. TliuL is, that j*ou are going on to a gold 
standard? In the acquiring of an amount of gold 
.sufficient as may bo considered necessary to make a 
first iiittenipb, how many years would you allow to 
intervene huforo such an important declaration could 
bo made? I think Government can safely do it 
within one year; they can make a beginning at once 
within one year. 

5802. (Sir Henry Strnkusch.) You mean under take 
the legal obligation to pay? — Yes, but we havo got to 
give the Government an option at the same time. 

5803. You said before that in 10 j-ears the country 
might he sufficiently strong to adopt the full gold 
standard ami the legal obligation to puy out gold? — 
Hut L did not mean that we should defer action till 
10 years. My idea is to begin the action, and within 
three to six years there will be stability and good 
ru lining of the whole thing. 

fiHHi. The obligation to pay gold would begin a 
year after? — Yes, but the option will ho with Govern- 
ment, how much to pay and by what method to pay. 
Suppose people rushed forward with rupees to convert 
them into gold, in that case Government might havo 
certain restrictions. 

5805. (Mr. Preston.) There m no intention on your 
part to allow tho old gokl exchange standard to 
function until ilmt time when the country does 
absolutely feel itself in a sufficiently sound position 
to take on this legal obligation ? — Yes, blit subject to 
taking this legul obligation within one year. 

5806. But you are firm in your idea that you would 
ho strong enough within a period of one year from 
Die time tho notification was made to have sufficient 
gold accumulated to accept all or any obligation which 
would come to the country under your scheme ? — But 
there may he different limits. We would like to 
authorise Government to fix limits and to prepare 
themselves to begin the schemo from tho noxt year 
as it were. We do not want to give more time, say 
10 or 15 years to make full preparations and thon to 
defer act ion for beginning then. 

5807. It is possible of courso for Government to 
declare that they ultimately desire to get on to a gold 
standard, but they may also make a reservation that 
having in view the enormous coot to the country, it 
would bo absolutely necessary that the operation 
should be spread over quite a long period of years, 
and that was really the reason why I desired to get 
from you an idea as to when you would consider this 
country was sufficiently strong to undertake -that legal 

U 
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obligation, wlqch you say now you consider they 
would be quiet capable of doing within one year. 
There is one more question with regurd to the matter 
of CVmucil Hills. Do 1 understand that it would bo 
your intention not to sell Council Bills beyond the 
Cover u incut’s annual requirements? — Yes, so far us 
their Ikivuc charges are concerned. 

5808. That would mean tliut you would only sell 
the actual amount of homo charges and nothing 
beyond? Yes, nothing beyond. 

5809. You would limit the sales of Council Bills to 
I he actual amount of home charges ? Yes. 

5810. So that in tho operation for additional 
currency in a busy, season tho procedure would l>e that 
gold would liuvo to bo tendered in London for rupees 
through the Currency Reserve her© in India? Is that 
what you have, in your mind's eye? Yes. 

5811. I will re pout it so that there may ho no mis- 
understanding, — that all amounts sold above tho 
actual amount of homo remittances shall be by a 
prorocs of gold tendered in London and operated 
through tho Currency Reserve and currency delivered 
in this country? — That would not he necessary in all 
111 © cases because there would lie forward buying on 
the part of the Secretary of State. 

5812. That is apart from this one particular opera- 
tion ; but in the case of a hank desiring to obtain 
local currency in a busy season you would say “ 1 
will sell you no more council hills ” ; Then how is the 
additional currency to be obtained. Then they say 

w'O are prepared to give you gold; you give the 
equivalent amount in local currency in India ” — 
That is really what you moan? — Yes. 

5813. (Sir Alrjrtnuter Murray.) Mr. Patel, you said 
in answer to the Chairman, 1 think, that a low ex- 
change is udvatilugeuus to India?- Yes. 

5814. It is equally advantageous to other countries; 
is it not? — Yes, I think so. 

5815. Why did Germany who had a very low 
exchange for a while get olf that low exchange? — 
The position of Germany on account of war conditions 
was altogether upset. It was in conditions which 
were not normal. Germany was in abnormal con- 
ditions and it had to reconsider tlm whole question. 

5810. Then why should France and Italy nmko such 
efforts also to get off the low exchange on to a higher 
level?- -Because France in under a very heavy debt 
and it could not sufficiently cope with tho situation. 

5817. If low exchange is advantageous why should 
they want to keep olf tho low exchange? That 
depends upon the international relations of creditors 
ami debtors. When a country is in debt, to a very 
great extent, it. has to adjust its things in accor- 
dance with III© position of the creditors and Llic 
demand of th© creditors. 

5818. But most people say tliut low exchange means 
high prices and high exchange means low prices. If 
high exchange means low prices, will you not prefer 
high exchange with low prices internally ?- -No. My 
point is this, that if wo have low exchange then India 
is to bo benefited from both sides, from th© point of 
view of agriculturists and from tlm point of viow 
of industrialists. If there is a higher exchange then 
it is to lose oil liotli sides. 

5819. India will have the benefits from its agri- 
culturists’ point of view and also from its 
industrialists’ point of view as a result of low ex- 
change? — Yes. 

5820. Because both are producers? — Yes, one is the 
producer uml the other is the manufacturer ; so far 
As tlie limn uf act u rer is concerned, the importer of the 
foreign goods doc* not take advantage against him. 
So far as the agriculturist is concerned, his agricul- 
tural produce letches him good price. 

5821. What about the consumers ? — Consumers also 
have to pay lesser prices. Consumers will have to pay 
lesser prices in that case because gradually the level 
of prices will be getting down through stabilisation. 

5822. High exchange means low prices and then the 
consumer will benefit, won’t he? — Yes; that is in the 
first stage; bub when there is stabilisation and normal 
conditions are established it is different. To-day for 


example if at Is. 6d. certain quantities of articles are 
imported, the industrialists here will also be put 
under a disadvantage. But if tho exchange goes to 
Is. 4d., in thut cose the prioes here will be 
automatically gradually reduced; because 
industrialists will be making profits instead of losses 
and they will see their way to reduce the prices. 
That is an indirect way of reducing the prices. 

5823. Then you think that it is the imports from 
other countries thut are reducing prices in this 
country P It is not the high exchange that will 
reduce the price? — It does reduce. 

5821. Thut is what you want, lowering of prices.— 
No; we do not wapt prices to be lowered by the 
import* but governed by tho internal conditions in 
India. 

5825. But then you say that exchange and prices 
read on each other to such an extent that tho ex- 
change i nil uences tho course of prices? — Yes. 

5820. And if tho cotton goods coming from other 
countries as a result of high exchange are causing 
prices in this country to get lower, that is an 
advantage to the people us a whole. Is it not? — 
Why? On the contrary, in my experience, if wo look 
to the figures when the exchange was 2b. lid., the 
prices of certain kinds of cotton, doth were noarly 
double wluit they are to-day. 8o India has not 
gained. 

5827. But taking this cotton cloth which is manu- 
factured in three ways I take it — that is the cloth 
made in India tlm Swadeshi kapra; there is tho 
Tndiaii mill production and there are the imports. 
Have you any idea of the proportions in wliich these 
three kinds of cloth are used by tho people of India 
ns a whole, that is the Deslii kapra, tho mill pro- 
duce and the imported cloth?— Imported figures, so 
far as I remember, for the last year were 83 crores. 

5828. Can you give mo in percentages? — Irncal mill 
production wus about 59 crores. 

5829. That is not tlm figure that 1 have got, Mr. 
Patel. 1 am taking the figures from the latest Review' 
of the Trade of India, S’ir Purshotanidas will correct 
me if 1 go wrong, and they show' that the production 
in Indian mills of cotton piceo goods in 1923-24 were 
170 crores of yards? — I am talking in rupees. 

5830. I am talking in yards? — 1 do not remember 
in yards but I remember in rupees. 

5831. I will give you in yards.— But the value will 
be a more reasonable consideration. • 

5832. If you are dealing in yards, it will 1m a much 
more reasonable way of doing it.— To deal in yards 
is more fallacious. When a cloth is made of higher 
counts and when you tako tho yards into considera- 
tion, it won’t help you. 

5833. f have not got the money figures; blit I havo 
got the yard figures here. — But 1 will give you tho 
money figures. 83 crores of imports and 59 crores of 
local mill production. T cannot say about the Deshi 
kapra. 

5834. Deshi kapra is getting bigger as tlm result of 
Gandhi cult?- -41 think Deshi kapra iB on the 
contrary getting low'. The handloom cloth is 
gradually increasing. 

5835. Does one balance the other?—' Yes, I think so. 

5830. Don’t you think that part of the trouble in 

India at the present moment as far as the cotton 
mills are concerned is due to over-production P— 
Certainly not; because India has got sufficient scope 
to double its present industrial production. 

5837. I quite agree. But as regards the facts, hi 
the pre-war days, as far as I cun hoc, the Indian 
mills were only producing J 10 crores of yards, where- 
as now they are producing 170 crores of yards P— In 
bow many years? 

5838. I am speaking of the pre-war average. It 
wiih 110 crores and the present average is 170 crores. 
Well, that is a very material increase?— Certainly. 
Blit I would like to compare also with the figures of 
import for tho same period. 

5839. I will come to that just now. Now the cotton 
mills in Lancashire are just suffering as badly as the 
Indian mills?— fas; but I do not think they are so 
badly pressed as the Indian mills are. 
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6840. In what way? — ■In every way; in tho cost of 
production, in taxation, in facilities for financing 
and so on. 

6841. Hut lot us deal with production. Cotton 
mills of Lancashire have found it necessary to coino 
down to a four-day working per week. You have not? 
— No; wo have not. 

68*12. Would not that make a very material differ- 
ence ? — I think it would have led mills bo go into 
liquidation hero because foreign imports would have 
liecn considerably increased and we would have per- 
manently lost our own markets. 

68 43. So that you think it bettor to run your mills 
full t-imo making losses than to close down, going 
into liquidation and reconstructing on a lower basis? 
— Yes; instead of losing the market from our own 
shores wo would rather go to that corner. 

6814. Now tlieso imports from other countries, 
according to the figures that I have here, in the 
pre-war dn.VN averaged 26.3 crores of yards and that 
has dropped now to round about 118 crores of yards. 
— Out is there no difference in the texture? As I 
suggested previously yardage is fallacious. If the 
value of 148 crores of yards is greater than tho value 
of 263 crores, prnhahly we will ho led to believe that 
it has increased. 

6816. I think we can as well deal with yards in the 
meantime. I find ill At whereas the Indian cotton 
mill production has increased 6*1 per cent., the im- 
ports have actually decreased 44 per cent. — Perhaps 
from tho figures of yardage; but not from the 
figures of value. 

6810. Relatively, the figures must lie the same 
whether it is yardage or value. -It is .so technically. 
Suppose you import a \ cry fine clolTi of 80s. and 100s., 
this one piece may be worth Rs. hi. though the 
yardage may he 21 and in the other case the yardage 
may he 40 and the price will bo comparatively much 
less, say 0 only. 

6817. Rut that was the case in the pre-war times 
too.*- I agree so far ns the yardage is concerned. 

6848. You say the high exchange has enabled other 
countries to sell at cheap rates in India. As a matter 
of fact oil tho figures, instead of sending any in- 
creased imports, they have sent very much less imports 
and we are now importing 148 as against 2(18 enures 
in tho pre-war years.- -So far ns tho yardage is con- 
cerned, yes. lint what about other countries that 
have imported into India? Havo you taken tho 
totals for nil the countries P 

6849. Yes. I am going to deal now with Japan. 
Now Sir Henry fitrnkoseh asked you wlmt tho per- 
centage was of the Japanese cloth coming to this 
country. T think something like 8 per cent, of tho 
iin|K>rts of cotton piece goods come into this country 
from Jnpuu ? — T think I made that statement. 

6850. [ think tlnit is the figuro. Is that correct, 
may I know? Yes. 

6861. Well now Japan is 8 per cent, of the total 
imports, hut of tho total imports and mill pro- 
duction put together Japan is not moro than about 
o percent. — The total production for Tudia? 

6862. I am leaving out tho deslii knpru now hut. I 
am going to show that if you take the Indian mill 
production and if you tako the imports from all the 
countries and add them together, what percentage 
does Japan boar to that? It is only something like 
3 or 4 per cent. And if you are including the deshi 
kapra in that I think it reducoR the Japan figure to 
probably 2 per cent, or something like that. Now do 
you mean to tell mo that tho Japanese import figures 
of 2 per cent, are of such very great importance in 
the cotton industry as to justify us in recommending 
that exchange should drop from Is. Gd. to Is. 4d.? — 
In my view the comparison of figures on this system 
is rather a jugglery. Wo must take the practical 
view and tho practical effects which are being 
experienced in tho market ao far us the products 
are concerned. I will explain a little further. 
Japan is manufacturing those sorts which are 
mostly produced by Indian mills, so the com- 
petition with Indian mills is practically to a 


great extent from Japan rather than from 
other countries, and tliut is why wo are milking n 
row. It is Japan that is competing with us and 
driving us out of the markot. 

5853. Quite true hut oven so tlu? Japanese 1 figures 
are only S per cent, against 92 per cent. — Of course 
if you want to go to the extreme of dividing by per- 
centages there are 330 millions of people ill this 
country ; you would havo to sen the average per hood 
and find out some insignificant figure. 

5854. I was only going to show that the Japanese 
figure is 8 per cent, against 92 per cent.., 8 per cent, 
of the. total imports. What docs that mean, the 
Japanese figure against your figure?*- -Have you got 
the figures of Japanese competition ugainsL local mill 
products, what is that percentage? 

5866. Just let us take that; it will ho very interest- 
ing. It is about 7 per cent. I think. — Against the 
total mill prodiietioii here? Yes, the Japanese im- 
ports are uliout 7 per cent. Is there any special 
classification between local manufacturers, fine counts 
and coarser counts? 

6H5G. No they only differentiate lietweon grey goods 
and coloured goods. — Wluit iv« the percentage bid ween 
the grey goods and Japanese competition? 

6857. Well chiefly tho Indian mills produce, as you 
know, grey and blenched goods; and tho Japanese 
imports are also chiefly grey goods.— -So there the 
incidence is greater so far as the grey goods are 
concerned ? 

6858. T will give you flic figures there too. No it is 
only 8 per cent. Rut the imint 1 really wanted to 
make was that while one generally admits that it is 
tile marginal amount that is available for disposal 
that inf] lienees the price of an arlicle, do you really 
think yourself that it is the vory small percentage 
of Japanese goods that is now coming into tho market 
that, is responsible for llio present bad state of the 
Indian cotton mill industry? — It is responsible in my 
view Idealise in so far as practical business experience 
goes we find tbat if one particular sort or say 4 or 
6 sorts of tbo total production aro sold very cheap 
in the market, then other sorts are also affected and 
the general level of prices is reduced. That is how 
even the S per cent, competition from Japan makes 
itself effective. 

5859. Even allowing that, in connection with a 
difference in the exchange rate, you say that 11 when 
the exchange is definitely stabilised at a certain 
figure for a long time, prices in tlm long run adjust 
themselves, and tilings go on in a normal fashion." 
So that, eventually it won’t matter whother it is 
Is. Gd. or Is. Id.?— But that is subject to prices re- 
maining at Is. 4(1. 1 have qualified iny statement. 

6'*C0. You make a statement; then you say for 
certain reasons it. should remain at. Is. *1(1.; but 
that does not qualify the general .statement that 
eventually it does not- matter whother the exchange 
is at Is. 4d. or Is. (id. — If it is Is. (id. then the whole 
system will he again disturbed. 

5801. But it is Is. fxl. now.- -It has been disturbed. 

5802. Therefore we are disturbing it. again hy going 
hack to Is. 4d.P — Tn that case no doctor should treat 
a patient. If there is a disease we have to treat it. 

5803. (I’rofcxxor Cuijujvv.) Mr. Patel, you have been 
connected with the Ahmednhad mill industry for 
some years? For the last 12 years. 

5804. Are there any official statistics of tho annual 
profits or annual amounts carried to reserves? — Yes, 
T think they are published in tho Millowners Associa- 
tion Report of Bombay so far as Bombay is concerned. 

5865. Annually? — Yes, annually. 

6 HOC. Now as an expert could you suggest what 
the average profits of some of these mills are, tho 
average profits earned by your mills in Ahmodabad 
between 19>14 and this year. Could you givo us that? 
— -Well I think the profits for the period from 1920 
to 1924 might be far higher than the profits realised 
during years previous to that. 

6867. What would they be on an average between 
1920 and 1925 P— Tho average with the previous years’ 
profits? 
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5808. No, I mean iu these five years P — In these 5 
years they have none up to tho extent of about 100 
per cent, hilt at the same time i have to explain this 
from a different standpoint. The system of starting 
mills ill Ahuiudabad impute different from tho system 
of stiirting mills in Bombay and Lancashire, in 
Ahinedabad the general system is that we depend 
much upon outside local credit. Therefore a mill 
would he started in Ahinedabad with a capital of 
suy 8 or 4 lakhs ; in Bombay the same mill would be 
started with a capital of about 10 lakhs and in Lan- 
cashire! perhaps a mill with tho sumo looms and 
spindles would be started w'ith 15 lakhs. So in 
Ahmedahad I may give tho instance of one or two 
mills, the ghorrock mills or the Ahmodubnd garangpur 
mills. Tho first is a big weaving and spinning mill 
but tho original capital was only 325 shares consist- 
ing of Us. 8/25,000; so tho money required for work- 
ing iih well as for extensions was brought by tho 
system of credit by dividing agent’* commission 
among the different partners and obtaining deposits. 
Now all this capital went to finance the whole mill 
and nil the profits that were realised by this big mill 
went as dividends to these 325 shares worth 
11s. 3/25,000. What 1 mean to say is that if that big 
mill even made a profit of Its. 3,25,000 it could very 
easily distribute a dividend of 100 per cent., which 
would not lie the case in Bombay, much less in Lan- 
cashire. So tho calculation of percontugo of divi- 
dend in one centre is not a real or true guido to be 
compared with other centres or other places. So 
when I said there were 100 per cent, profits in the 
Ahinedabad mills, I do qualify my statement by say- 
ing that it does not inoan that the profits were made 
in ordinary circuiiuHances, but under the special 
system in which tho finances are sustained and tho 
mills are established. 

5869. Now for the same period could you tell ub 
what percentage on an average was carried to reserves 
besides this distribution of profits ? — I think the 
samo amount might have been carried into tho 
reserves; perhaps more hut not less. 

5870. Now you hAvo got the managing agent 
system in Ahinedabad also? -Yes. 

5871. How are tho profits calculated. 1 would sub- 
mit that tho fees of the managing agents are not cal- 
culated us profits?- -No they are debited to expenses. 

5872. They are a part of tho cost of production P — 
Yes. 

5873. Tn other countries they would be called 
profits?—! don’t agree with that hocauso in debiting 
them to expenses as f have stated previously they do 
not go to the agents but to the partners of the agency 
firm who have financed tho agency with funds; so 
like the shareholders the agent has to divide some 
of tho profits which lie realises from the mill. At the 
same time there are certain provisions ill practically 
all mills that they have to lot go part of thoir com- 
mission in lean years, and even in spite of these con- 
ditions last, year some mill agents relinquished the 
whole of thoir commission when the millB wore not in 
a position to pay dividends. 

5874. In general the managing agent’s commission 
is not considered part of profits? — No on account of 
these special circumstances, also they havo to let go 
thoir commission in certain circumstances when there 
are no profits. 

5875. Lot us take tho first 20 years of this century. 
Could you give us some idea of the average profits 
earned during that period? — For tho whole period of 
20 years P 

5876. Or any convenient period which might sug- 
gest itself to you as useful to bo takon as one unit 
for calculating profits. — I think from 1900 to 1914 wo 
may calculate the profits at the rate of 10 per cent. ; 
from 1914 to 1920 wo may calculate to the extent of 
125 per cent. ; and from 1920 to 1924 to the extent of, 
say, 70 per cent. I am talking of tho averago for the 
whole period for those years. 

5877. (Sir ttajendranaih Mookerjee.) Was it the 
same in Bombay? 

5878. (Professor Coyajee.) He is talking of Ahmo- 
dabadP 


5879. (Sir Itajendranath Mookerjee.) I want to 
know if it was the same in Bombay. — I think the 
same figures might be applicable to Bombay also. 

5880. (Chairman.) How many companies are there 
in your Association, Mr. Patel P — About 75 mills and 
other kinds of factories. 

5881. Are they 75 different concerns?— They are 
mostly cotton mills; about 56 cotton mills. 

5882. Do they publish balance sheets and profit atul 
loss accounts P — Yob, Sir. 

5883. Severally P— Yob, each separately. 

5884. They do not publish any general return fr.r 
tho Association? — No, we havo no such return though 
we have in our files for the last 2 or 3 years balance 
sheets from suveral mills. 

5885. Are those) published balanco sheets and profit 
and loss accounts obtainable?— They may bo obtain- 
able from tho Registrar of Companies. 

5886. But not from your Association? — I can con- 
sult my committee and give a final reply to that. 

5887. Thank you; it juBt occurred to me that it 
might bo of interest to some of my colleagues?- I 
shall let you know. 

5888. (Sir Nor cot Warren.) Mr. Patel, you sug- 
gested in tho course of your evidence, an advisory 
hoard for the Imperial Bank. You know they have 
got a Central Board already? — Yes. 

5889. Consisting of nominated Governors and 
Governors elected by tho shareholders, a Government 
official and two managing Governors. In what fray 
do you suggest that your advisory Committee would 
ho an improvement on this Board? — Becaiiso tho 
working of the Imperial Bank so far has not been in 
the cyu of the people so successful as it ought to be. 

5890. What do you moan by that?— Tho Imperial 
Bank has done rather the work of collecting money 
than of lending money in tlio interests of industries 
and the publio. 

5891. That T deny P~ -And also in my opinion the 
Alliance Hank affairs; I would not like to touch upon 
that now. 

5892. What has tho failure of the Alliance Bank 
got to do with it? — That creates an impression in 
the public mind. 

5893. What impression? — That thoro should be 
some advisory board to guide Hub bank. 

5894. But what lias the failure of the Alliance 
Bank got to do with the Imperial Bank?- Well, cer- 
tain assistance was given in a manner which was not 
very well liked by the people. 

5895. (Sir Norcot Warren.) But you havo not 
answered my question ; how do you suggest your 
advisory board would be any hotter than the present 
Board? Where would you draw your mon from? 
What class would you draw them from? 

5896. (Chairman.) I think he has said he suggests 
a board consisting of somebody from the academic 
world, somebody from the business world, and a 
Government official. 

5897. (Sir Norcot Wanen.) How would a member 
from the academic world be an improvement on the 
present board? -So far as the theoretical part ot the 
whole thing is concerned his advice may be useful. 

5898. But there is nothing theoretical about lend- 
ing money P— Tho whole system of currency and 
exchange is first based on theory in my opinion. 

5899. But it is not worth much if you do not have 
practice too?-' In that case they will work os dead 
letters on the honrd, and the board will not lose any- 
thing by it; in any case of emergency they may be 
consul led and their advice might be useful. 

5900. I cannot say you havo answered my question 
as to where the improvement comes in. What better 
men can yon got? — I think the opportunity of get- 
ting better men will always be open to Hie world. 
If w'e hunt for men we will be able to get them. We 
should not feel that a particular limit has been 
reached in the world, in my opinion. If you seek for 
other people I think we shall be able to get more 
active people. 
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5901. You do not call the present Board active P—1 
do not Bay that, but 1 say that other active people 
can be found. 

5902. Why should they be better P Why should 
they not be better P It is my opinion that if we can 
get better men we should try and get them. 

590ft. (Chairman.) Apparently the witness is think- 
ing of going farther and faring better. 

590-1. ( Sir Dunhotamdas Thakurda *.) Did you 
say there were 75 mills in Ahmodabnd? — Including 
oil factories and such like. 

51X15. Cotton mills P — About 56. 

5906. Your membership therefore is 56 P - So far ns 
the cotton mills are concerned. 

5907. And Ahmedabad happens to be the next most 
important place not only in the Bombay Presidency 
hut in all India regarding activity in cotton 
industry P— Certainly. 

5908. Could you tell mo if tho personal information 
of members of your committee is restricted to man- 
agement of cotton mills or whether it also extends 
in the sphere of tho exchange market and tho bullion 
market and the other concomitant factors which go 
to niako ono fit to discuss the exchange question? — 
Their direct connection is as fur as the working of 
the mills is concerned; but at the same time when 
these questions do crop up, they have to look into 
tho subject and to frame their opinions. 

5900. You have followed tho questions with intelli- 
gence as an ordinary layman, but you have not, nor 
do you claim for your committee any expert know- 
ledge regarding the exchange questions?- Certainly 
not. 

5910. Nor do 1 take it llmt you yourself claim any 
expert knowledge in connection with these matters P 
— Nothing beyond my lessons in political economy 
when I was in the B.A. claBS. 

5911. That must have been some yearR bnckP — 
Half a generation back perhaps. 

5912. I also see in your written statement that you 
refer with regard to certain views of your committee, 
to Mr. Madon and his rather exhaustive literaLuru, 
and it appears that you have gone on such informa- 
tion that you liavo got from such publications? — 
Certainly. 

5913. To that extent, therefore, your examination 
in the Commission regarding the exchange question 
and tho reverse councils and all that must be taken 
with the necessary reservation that 3 -ou have not that 
expert knowledge at your command? — Not practical 
knowledge. 

5914. Nor of day to day handling? — That is so. 

5915. You have stated to Mr. Coyajee the dividends 
that your mills paid during tho last five years. If I 
remember correctly you said during 1900 to 1914 x the 
average mill dividend has been TO per cunt. ; from 
1914 to 1020" I think you said it was 125 per cent.; 
and from 1920 to 1924 it was 75 or 80 per cent. — 75 
per cent. 

5916. I would like to know whether you said this 
as a sort of guoBS or as the result of any actual tables 
prepared by your Association P—1 have already made 
a statement before Mr. Coyajee, that £ have not got 
any statistics ready with mo. This is guess work 
which I just formulated considering the general 
factors. 

5917. May we then put it on record that the figures 
you hav e gi ven are pure guess work, but that in view 
of your ultimate knowledge of tlioso affairs your guess 
work may bo taken as an approximate guess that 
anyone could make on tho spur of tho moment P — Yes. 

6918. And until you submit to the Commission 
official figures worked out from tables, these of course 
should not be taken as reliable figuroBP — I agree. 

5919. I wonder if when you mentioned those figures 
you meant profits or dividends paidP — Net profits. 

5920. Which means that you paid loss dividend 
than 10 or 125 or 76 per cent, as the case may beP— 
8 ome mills might have paid more dividend than 
those. 

86688 


5921. Could you make an equally good guoss with 
regard to dividends? Out of those percentages you 
have gob to allow for deductions for depreciation, 
reserve fund, *&c. That would present quite a 
different pieture, Mr. Patel P —That is the whole 
average of all the mills. 

5922. These are the net profits made by the mills 
after deducting all charges? Yes. 

6923. If depreeintion and reserve fund were to be 
deducted from these the dividends would he consider- 
ably smaller than 10 per cent, or 125 per cent, or 
75 per cent.? —As stated above, these are not profits. 

5924. Would you mind telling us when the first 
mill was stinted in Ahmedabad, if you remember it? 
— Somewhere about 1885. 

5925. Which means about -10 years back. You 
have given us figures of profits from 1900. Can 
you give us an equally good guess about the earnings 
between 1885 and 19(10? -I cannot say. 

5920. When you send those* figures which you 
promised to the (Minirman, would you include these 
figures also? t do not think I have got any data 
to work out those figures; wo liavo not got such 
records. 

6927. Can you tell us, Mr. Patel, how many mills 
in Ahmedabad have gone into liquidation during the 
last three or four years or arc on tho auctioneer's 
anvil for sale? -About six. 

5928. What was tho reason of thatP You gnvo 
the figure of profits of mills in Ahmedabad between 
1920 and 192-1 as 75 per cent, f think you urn rather 
underestimating the number of mills in distress; I 
myself know 10 , hut that does not matter; let us 
take it at six? If we take mills situated outside 
Ahmodahad the figure would be 10 . 

5929. They were all controlled by mill owners in 
Ahmedabad P- -Yes. Not to-day. 

5930. What was the reason of these 10 mills going 
into liquidation when the other mills wero getting 
an iiverngo profit- of 75 per cent.? — It was, in my 
opinion, mismanagement mid speculation. 

5931. From the very interesting narrative 3-011 
gave us about how mills arc floated in Ahmodahad, 
would it he a correct description to say that in 
Ahmedaliad it has been customary to start cotton 
m ills under-capilul i sed P — Yes. 

5932. You start a mill and the agents identify 
themselves with tlm mills to such an extent that they 
stake all their credit and all their means in building 
up tho mills, and employ fewer engineers and 
managers than we do in Bombay or in fact than ib 
done anywhere else in India P — That is a fact. 

5933. And that your management is so economical 
that you earn the encomium (I do not say that in 
any bad sense) that you are yourselves tho worst 
sweated labourers in the mills, that you work there 
from morning till night; that is how you have built 
up this industry in Alunednhad P -Yes. 

5931. Ami there is no parallel to it in any other 
part of India?— 1 That is a fact. 

5935. That is a factor, therefore, that has to lie 
homo in mind when ono considers your figures of 
profits? — Yes. 

5933. 1 shall therefore now restrict my questions 
to another aspect of the currency problem us 3*011 
have told us that you have 110 expert opinion about 
exchange operations 3 -ourself, nor does your com- 
mittee command any expert opinion. Ahiiiednhad 
has a fairly biggish bullion murket, has it not, in 
Uusorut? — Yes. 

5937. And it is the most important centre for that 
purpose P — Yes. 

5938. With tliut at your very door, you have told 
us under question VI, “ The people have learnt 
during the war and after that the rupee is very 
unstable in value and they liavo known long since 
that it is a token coin.” And you end that 
paragraph with this sentence 11 It is no fault of 
the people of 'India if they are lod to this practioe, 
because they cunnot have any confidence in the 
unstable token rupee.” What have yon baaed 

U 8 



310 


ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE : 


15 T)e cpfiihrr, 1925.] 


Mr. OoKDHANOAH PATIb. 


[Continued. 


this i>n; on your observation or on conversation? 
What is it that has led you to make this statement P 
— Olwcrvation and experience. 

rA'HI. Will you describe your experience and toll 
us how you eamo across it? — In my experience, and 
so far as I gathered information and opinion from 
other sources, the people wore mad after gold to 
hoard it up and buy it at any price at certain 
periods, and thoy had no confidence in this token 
coin. 

5940. What is the reason for their eonfidonco being 
shaken?-- Beenuso they thought gold was the best 
Mviirity which could bo converted at any time they 
require. 

59-11. You mean it bad full value ? — Yes. 

5942. Whereas when the rupee was melted down 
it was not worth its full weight?- Only about 8 or 
10 annas. 

5943. Do you think the masses realise thntP — I 
think thoy do, and that \h why they go with rupees 
and purchase gold. Secondly, in my own experience 
certain people from th*» villages came anil gave me 
llieir hoarded gohl coins In hold on their behalf; and 
I advised them to cash the coins and put the money 
in circulation. 

5941. In the Ahmedahad mills as deposit? In the 
mills ns deposit or in hanks. 

5945. What was their reply? In some cases they 
did so to the extent of half the coins; ill some rase* 
they refused to do it at all; and I know of sumo 
peopln who ha\e gold coins lioardud up for the last 
six or seven years. 

51145. What is that mentality duo to? — Tt is due 
to want of confidence in the rupee coin; they think 
that gohl is always a thing of full value to them. 

5947. That is tho observation of your coniinitteo 
from day to clay, and you liavo included that in 
your statement that you made here and which I just 
now read?- -Yes. 

5948. Now. regarding tlio question of currency 
notes vrrsux coin, do you think the increase of 
currency notes in circulation is still going on, or do 
you think it has got a set-back? -I think it is at 
present to tlio extent of 190 c-rores, mid it has not 
got beyond that. 

5949. I know the total notes in circulation. But 
do you think that, when crops aro being marketed 
at season time, the cultivator accepts currency notes 
more willingly now than he used to 10 years back? — 
Yes, lie is accepting it more willingly now. 

5950. What is the denomination of the currency 
note which your cultivator in Ahinedabiul accepts? — 
Five or 10 rupee's mostly. 

5951. The smaller denominations. Why do they not 
accept tlio higher denominations, Mr. Patel; can 
you toll me? Because when they go to their villuge 
they can no l get cash against hundred rupee notes; 
they would have to pay discount there. 

51X52. Now, do you think that, when a gold stan- 
dard with a gold currency lias been in operation for, 
say, a year or 18 months and tho first novelty is 
gone, people will equally readily accept currency 
notes, nr do you think they will want tho gold coin? 
— T think they will want tho gold coins for a number 
of years. If confidence is established within a shorter 
|M»riod, in that case they will accept notes. 

595*3. Take a year or two. When they have seen 
for a year or two that they can get the gold coin 
whenever they want it, would they accept the cur- 
rency notes equally readily as at present, or do you 
think thoy will insist on having tho gold coin?- -I 
think thoy will take notes as readily as they do 
to-day, but 1 think in future they will take gold 
coin in a lesser quantity. 

5954. That means their confidence in the notes will 
b© strengthened ? -Yes, their confidence will be 
increased. 

5955'. But one necessary corollary to this, in your 
view, is that they must be able to get the gold coin 
ut tho start fairly freely P — Yes, certainly. 

5955. Now, regarding the question of hoarding, 
Mr. Patol, are you intimate with this system of 


hoarding on a largo scale in Alimedabod, or round 
n!>out Ahnicduhad?- -No, l am not in close connec- 
tion with it. 

5957. Hut yon did tell us just now that somebody 
cimio to you and asked you to hoard some sovereigns. 
Do you think this hoarding is scattered among many 
I K’oph* or only among a few rich people? -I think 
it is more in tho villages than among rich people. 

5958. More in tho villages than in the cities? — 
Yes. 

5959. Now, regarding this hoarding, do you think 
■iiueh silver rupee is hoarded? — No, I think gold is 
preferred. 

51N30. That is, you think that, whatever silver 
rupees were hoarded have been changed for gold 
by now? I think so to a great extent. 

595.1. You named tho figure of 100 croros of rupees 
worth of gold which would ho required before gold 
currency trould bo put into operation ? -Yes. 

5992. May 1 ask you if that figuro was given to 
you by your Association or whether it is a figure 
which you have given yourself P- -No, on roading 
certain books and literature on tlio subject that idea 
has conio into my mind. 

5063. Yours personally? I mean your Association 
has nut discarded this question P — No. 

5951. Nor did they give you any particular figure? 

No. That is not mentioned in my statemont any- 
where. 

5995. Bub as you said you worn giving evidence 
oil their behalf, I wanted to mako sure whether this 
figure which you give was mentioned in tho delibera- 
tions of your committee. L understand now it is 
only your personal figure? — Yes, obtained from books 
only. 

590(3. Now, I w r an t to ask you one question, if I 
may, in connection with what you said about tho 
raw cotton rates prevailing in India. Tho total crop 
of India, you would take at what— GO lakhs of hales? 

70 lakhs of bnles. 

5907 . Very well. Out of a total crop of 70 lakhs 
of hales, how much do you think tho mills in India 
use? — 22 lakhs of hales. 

5968. Then there is the non-factory consumption, 
which you would like to take ut how many lakhs — 
for rharka, hand spinning, and so on? — 8ay about 
five lakhs. 

59(39. 1 think that is too low; take it at 15 lakhs. 
That makes 37 lakhs? Yes. 

5970. Thut leaves 33 lakhs of bales, Mr. Patel, for 
export? — Yes. 

5971. Now, you, I understand, are a mill-owner 
yourself. Do you buy in any important cotton 
growing centres ?— Yes. 

5972. What sort of rate, Mr. Patol, does your 
agent pay for the cultivators' cotton? He pays a 
rat-o in competition with foreign exporter buyers, 
Japanese and European? — Certainly. 

*5973. Therefore, if a rate of exchango is fixed the 
foreign exporter need pay fewer rupees for cotton 
here, you the local mill-owners also pay fewer 
rupees? — Yes. 

5074. Therefore, you get your cotton cheaper to 
that extent, Air. Patel?— To the extent of transport 
charges. 

5975. Excuse me. Which is tho market rate at 
which you buy? Name any rnarkot where you buyP 
— Lyallpur. 

5076. Very well, you buy your cotton in com- 
petition with the Japanese and continental exporter. 
The cultivator keeps back the cotton which he wants 
to keep for his own Bpinning, Ac. Well, you are 
three competitors Indian mills, Japanese and conti- 
nental buyers. The exportable quantity you have 
yourself given as 33 lakhs of bales. I will take it 
roughly as half of the total crop. If the crop is 90 
thousand bales, 10 thousand bales may be purchased 
by you. You will buy only in competition with the 
foreigner. If he must pay 12} per cent, less for the 
produce owing to the higher exchange, you will also 
buy at that lower rate?— Certainly. 
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5977. Therefore, you agree with Sir Henry 
Strakoach that, as far on your GO or 50 per cent, 
cost of raw cotton in the mill in concerned, you do 
make a saving ? — Yes, certainly. 

5078. (Chairman.) Sir PurshotaniduH, the witness 
did not agree with Sir Henry Strakoach. 

5970. ( Sir Punhatamdas Thakurdnu.) 1 therefore 
particularly wanted to follow up tho argument, Sir. 

5080. (Chairman.) Yob, but you see my difficulty, 
Sir Purshotamdas. The witness formally disagreed 
with that proposition when it was put hy Sir Henry 
Strakoach. Now I understand he agrees with it? — 
Yes, at the end of tho argument and after practical 
discussion, we have to agruc. Because I didn't 
understand the question from tho view point in 
which it has been explained to mo now. 

5981. (Sir Pnrshotamdui i Thakurdus.) You do make 
that statement now? -Yes. 

5982. Now, in your mills you uso imported stores? 
The expense of that, Mr. Patel,- to name a figure 
which has been given to us hy a prominent mill- 
owner — is about 7 per cent, of tho total cost of your 
production. You mako a saving in that also owing 
to the higher exchange, because you use imported 
stores. There is your 60 pur cent, of cotton, on 
which you save 12| per cent. There is your 7 per 
cent, of imported stores, on which you save 12} 
per cent?— But we have to pay a 15 per cent, duty 
on that. 

5983. That you pay whether it is Is. 4d. or Is. 6d. 
That is a .common factor. Tho question is why do 
the in ill-owners contend that tho higher exchange 
is detrimental to the mill industry? You make a 
saving of 12| per cent, on 67 per cent, of your cost 
of production. Why do you complain? — Because we 
don’t get a sufficient price in the market when we 
go to sell our products, and therefore wo are being 
affected by foreign imports. 

5984. Manufactured articles? Now, it lias been 
pointed out that the lower rupee rule hy 12 1 per 
cent, which you in common with Japan and conti- 
nental buyers in India pay to tho cotton cultivator 
reduce* the buying capacity of Lhe cultivator who is 
your best customer P -But it will reduce the prices 
also. 

5985. The lower rate reduces the buying capacity 
of the cultivator, who is a valued customer of local 
mill cloth? — But he will get a better price for his 
ex|K>rted urliclu at the same time. 

5986. -Wo are now thinking of Is. 6d. At Is. fid. 
you ill common with Japan and continental hu vers 
in India buy tho cotton for 121 P° r cent. less. 
Therefore the ryot has leaser rupees with which to 
buy your piece goods, he is your host customer. 
You spin and weave for the Lndian cultivator — 
coarse count — and they may be at the back of the 
minds of your committee when they say that tho 
mill-owners feel that for the cotton industry a lower 
rate is preferable to a higher rata of exchange? — 
Yes. 

5987. A question was asked whether you would 
compare your demand for Is. 4d. in preference to 
Is. 6d. with tho desire oil the part of France to go 
higher from the low point which her exchange has 
reached. Do you think there is any parallel between 
the two coses? You hove only asked for Is. 4d. as 
restoration at the pre-war ratio. You Are not asking 
for a lower ratio. Thcro would ho something to 
say for that parallel if you nsked to go under 
Is. 4d. ?— Yes. 

6988. Now, regarding the Imperial Bank, Mr. 
Patel, will you turn to tho last paragraph but two 
of your written statement, just above Question 9. 
You say : “ it should bo made one of the conditions 

of the transfer that the Imperial Bank should issue 
such seasonal currency under certain conditions.” 
What are the conditions? — Whenever the hank rate 
rises say it goes to 6 per cent., say five crores. 

5989. But that is in existence to-day. — Yes, and 
then again when it goes to 7 per cent, a further limit 
may be given. 

56588 


5990. That is in operation to-day.— Then further 
powers may bo given to the Governor General in 
Council to isNiio emergency currency by nn ordinance 
which may bo withdrawn as soon as the crisis is 
over. 

5991. You mom in times of crisis only? For a 
normal season and normal years you think a 12 
crore limit is enough for your purposes? You are 
thinking of something very abnormal which may 
come up. But supposing we ask lor your views 
regarding -a year to year thing, then you don’t 
suggest any change?— No, 1 don’t think so. 

5992. (Chairman.) Perhaps you will ask him, Sir 
Purshotaimlas, what was the significance when he 
suggested an addition of seven crores. 

5993. (Sir Pit rshntnmdas Thukurdax.) You named 
7 crores in reply to the chairman as an emergency? 
— That the power be given to tho Governor General 
in Council to issue by ail ordinance to the extent 
of 7 crores in times of crisis. 

5991. What sort of crisis bad you in your mind at 
that time? -Certain bank failures or some such 
definite crises in which people lose faith immediately. 
There are somethin* raids on banks. So, if there 
are five or ten nr fifteen raids at such times of crisis, 
more currency will hu required for the time being 
aiul in that ease the ordinance will he useful. 

5995. Mr. Patel, you bell us that you have been 
in business for fifteen years. Have you any thing 
particular in view which happened in tho course of 
the 15 years which makes you suggest this? Well, 
last year in 1924 the hank rate u r ent very high and 
nt that lime it was with groat difficulty that the 
whole period was tided over. 

5996. Yes, Mr. Patel, but that was not a crisis of 
the nature that you name. There was no run oil 
hanks? — That was in 1913, the run on banks. 

5997. Oh, when the Indian Specie Bank failed. 
That is what you have in mind? 1 don’t think there 
was any other hank that was in trouble, bar the 
Specie Bank which broke? — I believe India is a 
country in which sometimes a simple rumour creates 
trouble and people flock to their buyers and creditors 
to demand their money. So in this case of special 
emergency there may Ik* a fear. 

599H. Bub under the Government of India Act, 
the Viceroy is invested with tho power to issue an 
ordinance any time ho likes. So will that servo 
your purpose? — Yes. 

5999. Now 1 want to ask you regarding this 
emergency currency of 12 crores: that as at present 
under the law can only lie issued against genuine 
trade bills? — Yes. 

G000. Do you think that trade bills w'ortli 12 
crores of rupees are ordinarily available to tho 
Imperial Bank? 1 am asking yon if you happen to 
know whether they aro available or not? Will you 
take it from me that it is difficult to get those 
trade bills? In that case what would you recom- 
mend? — In that case there will be sight Hundis, 
.‘30 days, 60 days, 90 dayB. 

6001. Well they are included in the trado hills; 
and even with those included, the amount cannot 
ho put up to 12 crorc* by the Imperial Hank? If 
that was so, wlmt would you suggest? Let me 
suggest to you one thing which has been suggested 
elsewhere by others. It has been suggested that tho 
cash credits which are given to cotton mills should 
ho converted into trade hills at such a juncture? 
Are you in any way familiar with the credits given 
hy the Imperial Bank to mills? — I know of some 
instances. 

OOOS. Do you think that in each one of these cases 
the mill which gets the cash credit from the Imperial 
Bank has got liquid assets behind it? Or do you 
know of any case where the Imperial Bank has given 
wish credits for the purpose of financing the capital 
debt of the mills? — I do not think they have given 
any cash credits for the financing of capital debts. 

6003. Have you heard the complaint that the 
Imperial Bank has been very strict and would not 

V 4 
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countenance any suck request? — 1 think nobody 
has had the courage to put suck a request because 
they uro too hurd for tliut. That is the reputation 
of the Imperial Dank. 

0004. And therefore each one of these cosh credits, 
Mr. PatoJ, is for all practical purposes a trade bill, 
backed by produco in course of manufacture or by 
manufactured articles P — Yes. 

0005. And for all practical purposes you as a 
practical business man would say that there is no- 
thing wrong iu looking upon these cash credits as 
trade bills for tho time being? — Yes. 

5000. Have you heard anything regarding the 
Imperial Hank being ready to advance wherever 
such liquid assets have been available P— -On the 
contrary 1 havo heard that they aro very loth to 
assist mills and factories. 

5007. As a general statement, you mako that state- 
ment?— Yes. 

0008. You say that from personal knowledge? — 
Yes. 

5000. You know the amount the Imperial Bank has 
lent in the last throe years us compared with tho 
previous period? — I do not know exactly. 

5010. (Sir Purshotamdus Thakurdus.) 1 suggest to 
you that you revisu that statement. 

5011. ( Sir lteyinnld Mant.) Mr. Patel, you said in 
reply to Sir Piirshotamdas Thakurdus that with a 
higher ruto of oxchunge the cultivator will get a 
smaller price for his cotton crop and will only ho able 
to pay n smaller prieo for lii.s cloth, and consequently 
tho mills will suffer. l)o you suggest that that would 
lie a permanent consequence of tho higher ruto of 
exchange, or that that would only prevail during tho 
period of adjustment until prices have been stabilized 
at tho higher rate?- -Would you kindly repeat your 
question ? 

6012. Do you suggest that tho disadvantage to tho 
mills will be a permanent result of tliu higher ruto 
of exchange, or will only prevail during the period 
that prices aro adjusting themselves to tho higher 
level? — If tho rate of exchange remains high, then 
the effect will bo permanent. 

5013. Do you suggest that prices will never adjust 
themselves to tho higher rate? — No, if the exchange 
remains the same, then it would bo difficult. 

6014. 1 think you accepted the position just now 
that a lower rate of exchanges raises prices and a 
higher rate of excliungo lowers them. After that 
adjustment has taken place, when prices havo 
becomo modified in accordance with tho new rate, 
tho lesser number of rupees that tho cultivator gets 
for his cotton will havo a larger purchasing power? 
— Yob, Imt that can cut both ways. 

5015. And his buying power will then recover? — 
It depends upon the surplus that remains with him. 
If tho agriculturist has got sufficient to make both 
ends meet, in that ease ho will havo no surplus, hut 
if tho amount which ho gels leaves somo surplus with 
him, then it will have different effects. 

5016. Lot us put it in this way. Supposing an 
agriculturist receives, with exchange at Is. 4d., 
Rs. 4o for a cor tain amount of cotton. You raise 
exchange to is. Od. lie will then only get Ils. 40. 
Thu question I ask you is whether when prices have 
become adjusted ull round, will not those lls. 40 pur- 
chase jimt as much doth or other commodities as tho 
Us. 45 which he got at the previous rate of exchange? 

- -But those Rs. 40 which he obtained in that trans- 
action will be lamaining with him till that period, 
he will have to spend his Hr. 40 that ho got for the 
first transaction, within two or three months. 

6017. We are talking of tho time when prices have 
become stabilized at the new rate. Let us assume 
that he thon receives lls. 40. Will not those 11 b. 40 
then have just as groat a purchasing power as the 
Ha. 45 had before P— I think theoretically that is 
corroct. 

5018. (Chairman.) I think with reference to these 
questions we must romind ourselves that the ques- 
tions we ask Mr. Patol have reference to his im- 
mediate practical experience. 


5019. (Sir Purshutamdas Thakurdao.) One ques- 
tion, Sir, regarding the Ahmedabad mills. Mr. 
Pntel, since 1923 you mude a reduction in the wages 
of your mill-hands in Ahmedabad P — Since 1923. 

5020. Was there any strike?— A very long strike of 
seven weeks. 

5021. Do you think that if you made any further 
effort to reduce wages in Ahmedabad, there may be 
another long strike? — Certainly. 

6022. To that extent, as far as tho cotton industry 
is concerned, do you think that tho adjustment that 
is necessary owing to the rise in exchauge from 
Is. 4d. to Is. 5d. is complete ? — No. 

6023. How long do you think it would take before 
you get your wuges down in Ahmedabad to complete 
tho adjustment? — I think it will take two years 
more, and that too with a very strenuous effort. 
We have got there a very organised labour union, 
and they cun put up a very bitter fight with us. 

6024. You would then say that at tho moment the 
adjustment necessary in the industry owing to the 
rise in exchange from 1b. 4d. to Is. fid. is not com- 
plete, uud you aro passing through a period of mal- 
adjustment still? — Yes. 

6025. (Sir Henry Stmkosch.) I have one supple- 
mentary question to ask. You mentioned that tho 
Imperial Bank was very hard on tho cotton will 
industry because they are not willing ' to ''advance 
money for capitul purposes. You think it Is tho 
business of a Bank to advance money for long term 
capital purposes?- -I think, if tho security ib 
mi Ilk- it* lit, they ought to advance. 

5026. Kvcn though the bulk of the liabilities of 
the Bank aro withdrawable at short notice? -No, in 
that ease I think ono year's notice ought to bo given. 

6027. But then it is the business of a Bank to tako 
money on deposit, and tho hulk of the money taken 
on deposit is immediately withdrawable? — Yob. 

G028. Therefore would you consider it the business 
of a Bank, a soundly-run Bank, to lend that money 
ori long term ? —They may fix certain limits,- that 
to the extent of so many rupoos they may do this 
business so far as it is safe with them. Suppose they 
have to invest UK) crores. They may divide it into 
dffiereut classes, say 50 crores for industrial pur- 
poses, 10 crores for any other kind of loans, 10 crores 
for separnte kinds of loans; and then they may 
decide that to certain mills or to certain other per- 
sons who are well secured loans may ho advanced in 
this fashion. Tho selection may bo with them. 

0029. But would you kindly explain whnt the Bunk 
would do if the depositors of short-term deposits all 
came along nnd wanted to withdraw those deposits. 

having allocated their deposits in the fashion you 
suggest what would tho Bank doP — The allocation 
would lie a comparatively small proportion of their 
total deposits. Only a very smull proportion. 

G029a. Blit would you regard it os the proper 
business of a Bank to borrow short and lend long?— 
Certainly not. But if they get surpluses to the 
extent of 20 or 30 crores to be invested, then in that 
case these kinds of loans might be advuncod. 

6030. But whore do these surpluses come from?— 
They come from investment; supposing they havo 
long trustA in addition to thoir annual deposits — 
tin* n there may he certain other kinds of accounts, 
running accounts for a long number of youra. 

6031. That is to say, you would suggest that the 
Bank should only lend long if it gets long-term 
deposits? — Yes, or if they have got such funds or 
such reserves which are not like temporary deposits. 

0032. So that it would be correct to say that you 
would advise tho Bank to lend long-term only to 
the extent to which the Bank has received long-term 
deposits, pluB their reserves, plus their capital?— 
Yes. 

6033. Well, therefore, I suppose as it is not tho 
ordinary run of the Bank’s business to receive long- 
term deposits, that kind of business must obviously 
be very small? — I believe there are other kinds of 
secret reserves with Banks, other kinds of trust 
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reserves, and in that case they can safely tap those 
resources. 

0034. Do you think that would ho a proper way of 
employ ing their resources}’ The reserves are there 
to meet an emergency?— It j s therefore that I fix a 
certain percentage ; not the whole. Of tho 100 croros 
say 50 crores could be loaned in long-term loans. 

0035. You would prefer to deposit your money with 
a Bank that is very careful in lending money than 
with a Bank that is prepared to lend long for capital 
purposes P- But sometimes a too over-cautious Bunk 
does not get business and the profits are less. 

0030. (Sir Henry Slrukonch.) We are not speaking 
of profits; we are speaking of security; the security 
is always greater with a Bunk that is more cautious. 

0037. (Sir Alexander Murray.) In connection with 
the statement which it has been suggested that Mr. 
Patel's Association might prepare, I suggest if pos- 
sible that statement should show not only tho ordi- 
nary capital but the preference cupital, the debenture 
and other loan cApitul, reserves and other funds; I 
make the suggestion for the reason that L appreciate 
Mr. Patel's point that profits are actually earned 
on the total amount of money iu vested, although 
comparatively largo dividends may have been paid 
on the ordinary cupital only; and in that connec- 
tion it w r ould be well to know which mills were erected 
in pre-war years, which during tho wnr and which 
subsequent to tho war? But T have in my possession 
balance-sheets of one or two years only, and T may 
simply submit copies of these hulurico-shfcta. It will 
be very difficult fur nie to prepare a statement -nit of 
these. 


5038. (Sir Henry Strakoach.) Could you supply us 
balance-sheets from 1919 onwards? — I have got 
figures only for two years, 1923 and 1924. 

0039. But could you not apply to the Company for 
copies for those years, because it would bo an interest- 
ing study ?- -Could you not obtain them from the 
Registrar of Conipunios? All tho balance-sheets are 
filed there. If you ask in tho office of tho Registrar 
of Companies, you will got them. 

(5040. (Sir Maneckji Dadabhoy.) Sir Victor Sassoon 
told us the other day thut ho had copies of state- 
ment of profits for the lust 20 years. 

6041. (Chairman.) That is for tho Bombay mills. 
I do not know whether lie agreed to supply them. 
An application is being made to the Bombay Mill 
Owners’ Association for such information. 

0012. (Sir Maneckji Vadabhuy.) But the Ahnioda- 
bad statistics will not bo of much use for us unless 
we get them for a very long period. Sir Henry 
Strakosch wants only from 1919, and I think that if 
we are to obtain them, we must got fur a period of 
25 years. 

(5943. (Chairman.) Wo must get what we can. I 
understand from Mr. Pate] that he is not able to 
supply us with information for more than two years? 

-Yes; I have got it only for 1923 and 1924, am] 1 
cun submit llie balance-sheets which are in my file. 

C0-1 1. (Sir Maneckji Vadabhoy.) That is no good. 

(5045. ((■ hair man.) We must dismiss whether it is 
worth while making an application under those con- 
ditions? - Am T to send those balance-shocls? 

004(5. (Chairman.) Not until a coin in unicat ion is 
made. We arc much obliged to you for your very 
full assistance to-day. 


(The witnean withdrew.) 


Dr. II. I{. Amdkjikaii, Burritdcr-ut-Law, called and examined. 


0047. (Chairman.) Dr. Amhcdkar, you aro a 
barrister-at-law, and you liuve been kind enough to 
furnish the Commission with a memorandum* in 
which your recommendations as regards the Indian 
currency system ore set forth in detail. 1 think you 
have also lieen nominated ns one of the representa- 
tives of tho Institute of Social and Political Science? 
-Yes. 

(5048. Whose opinions have been set forth in another 
memorandum? — Yes, that is so. 

0049. I understand that you arc a close student of 
these questions? — I was 2 years before, but since I 
have been practising of course I liuve not been ublc 
to give sufficient attention to the very recent develop- 
ments in currency and so probably my facts and 
figures might sometimes he rather out of date, but I 
should bo able to tackle any point from the theoretical 
side of the subject, 1 presume. 

6050. You have been a student of political science? 
— I was a Professor at the Sydenham College of 
Science for two years and I have written a book on 
the Problem of tho Rupee. 

6051. I should like to ask you a few questions to 
elucidate a few individual contributions which you 
make to the subject in the course of your memor- 
andum. In sub-parugraph (i) of paragraph 2 you 
commence with he statement : “ A pure gold standard 
is stable because the value of gold in circulation is so 
large ”, and so on. What aro you referring to as “ a 
pure gold standard” in -that connection? — A pure 
gold standard means a gold currency ns the standard 
of value. 

6652. A currency consisting of gold P— Largely. 

6653. Supplemented by some form of token 
currency P — By some form of token currency, yos. 

6654. In so far as your opinion is based upon ex- 
perience, can you refer to any instance in which a 
country has had a gold standard system with a large 
proportion of the circulation consisting of gold coins? 
—I may refer for instance to a country like Germany, 

* Appendix No. 19. 


and barring for instance the dojHJsit of currency in 
England I should also cite tho case of England. 

6055. In both those coses we must recognise that the 
actual proportion of the circulating medium which 
consisted of gold was comparatively small?- -May I 
say just one tiling? What 1 want to emphasiso there 
is that tho new additions to tho supply are so small 
in comparison with the existing volume in circulation 
(hat the new supply does not muko much difference 
to the price level. That is what I really want to say 
there in that paragraph; but when you have a 
< tirrciicy which is merely regulated by the will of the 
issuer, tho issuer may add a new- supply to the ex- 
isting stock of such nil amount that lie may disturb 
tlio price level once established. 

6056. The new conditions there referred to are, I 
take it, the increment of currency rendered necessary 
by the regular expansion ?• -No; I simply say pro- 
ductions of tho mines when 1 talk of new additions 
to the gold supply. 

9057. Then you are dwelling there upon the feature 
that the annual additions to the quantity of gold in 
tho world are so small? — That it dims not cause any 
upheaval in the price level to any appreciable extent. 

61158. In what respect docs that serve to distinguish 
between any form of currency where the internal unit 
is related in stability to gold? — I do not quite follow. 

(5059. In what respect does the circumstance as to 
the small proportionate annual addition to the world’s 
gold supply to which you refer serve to distinguish, 
ns regards this matter of stability, between a currency 
based upon gold in circulation, and a currency 
based upon tho gold exchange standard? That is the 
second part of your paragraph ? — There I say that 
whon you start with a certain given price level and 
if your issuo of new currency is entirely dependent 
upon the will of the issuer, then he may add such a 
volume of currency to the existing stock that he may 
disturb tho price level materially. There is nothing 
to prevent him from doing that. May I give, for 
instance, an illustration : suppose a government was 
a bankrupt government and it wanted to finance 
certain of its departments, then it can very easily 
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issue, fur instance, a token currency of any sort and 
add to tho existing volume of currency as ulmost all 
the belligerent countries linvo done. 

GiKJD. Now let us assume a country with a currency 
of a certain amount of gold in circulation, supple- 
mented by notes in circulation; that is ono proposal, 
I ci riders hind, iu regard to the point to which you are 
leading up? — Yes, in a certain way. 

<SU(>J . And, on the other hand, a currency baaed 
u|Nm a gold exchange standard. Will you expand 
your recommendation by helping tlio Commission c-u 
Lhis point: why this possibility of what is really in- 
tlatioiL is more impossible when you have gold in cir- 
culation -than when you havo a pure exchange 
standard P — Tt is this: the fact that you havo the 
liability of converting your paper currency into gold 
under a gold currency with paper in circulation is a 
menus whereby the paper currency is kept within 
limits. You cj&iiuot add more paper currency to your 
circulation than what your reserves for convertibility 
would permit. Hut where under the gold exchange 
standard, as we have had in India, thcro is no 
liability upon you to convert your circulating media 
into gold you aro free to issue as much as you like. 

<3002. Supposing (f start with a supposition) that 
you were to accept an obligation to convert your 
internal currency under un exchange standard intc» 
gold or the equivalent of gold in a foreign currency, 
wwild that, iu your opinion, put the two systems m 
the same position as regards their capacity for resist- 
ing inflation P — it depends upon what kind of con- 
vertibility you adopt. 

<30(33. f am supposing the acceptance by the 
currency authority, whatever it was, of a legal obliga 
lion to convert tho internal currency on presentation 
into gold or the means of obtaining gold in a foreign 
currency in a gold standard country? — if your obliga- 
tion is to accept to pay gold on tender without 
question then [ think that would be sufficient. If 1 
may say so, I mean that convertibility is*lik« 
conscience and it might bo of various degrees; and 
its efficacy to control tho volume of currency would 
depend upon what kind of convertibility you have, 
if your convertibility is only for tho purpose of 
foreign exchange then my submission is that that 
would not bo u sufficient limitation on the issue of 
currency. 

GOBI. If the obligation is such as that to which you 
have just referred, an obligation to convert tho 
internal currency into a means of international pay- 
ment, either gold or foreign currencies based on gold, 
wli.v, in your opinion is that not an adequate means 
of preventing this danger of the inflation of currency 
with which wo are dealing? — Because u foreign ex- 
change is not necessarily an indication of internal in- 
flation. For instance, in our own experience in India 
' it has lioen found out, and it has been found out i 
think by Professor Keynes, that although the rupee 
remained at tho ratio of Is. 4d. for a long time, the 
Jeyel of prices in India and the level of prices in 
England were very different. Exchange cannot he 
said to ho in complete harmony with tho whole of the 
price level of a country. Exchange affocts only such 
things as enter into international trade, and every- 
thing would really depend upon whut is tho volume 
and what is the ratio of tho goods that en-tcr into 
international trade and goods that did not enter. 
If tho country is so situated that its internal trade 
is much lurger than its external trade, in' fact, if its 
external trade is insignificant 

<30<V». What do you mean by the internal trndo 
being larger than its external trade?— J mean that 
all the goods or all the transactions of a country arc 
not meant for tlie purpose of foreign trude. In fact 
a country may have very little foreign trade and 
consequently the valuation of goods that do enter into 
foreign trade may not affect tlie valuation of goods 
that do not enter; the relations between them may 
not be very close. 

fllHffi. Lot me generalise the question somewhat and 
put it in this way: whether you have a gold 
standard with notes and gold in circulation, or 


whether you have an exchange standard by which the 
internal currency is converted into external, is not 
tlie volume of internal currency in both cases con- 
trolled by the preservation of » certain ratio between 
the r (nerves and the internal token currency out- 
standing, and is it any easier to ensure the main- 
tenance of that due relation in the one cose than in 
tho oilier?— J havo been thinking more of prices 
rather Ilian of exchange ratios. I quite admit that 
tho .exchange ratio between two currencies might 
remain tho snino and yet the internal price levels in 
the two countries may differ. 

(30(37. Which two countries P- -Any twd countries; 
take for instance England and India; tho ratio 
between gold and tho rupee or sterling and the rupee 
taking the sterling as equivalent to gold, may remain 
the same; in fact it did remain the same for a Jong 
time; hut taking into consideration the price level 
iu the two countries, they did differ; although I admit 
that after some time the internal price level will 
assert itself and bring tlie foreign exchange ratio in 
line with itself. 

GOGH. L think you aro going a littlo in advance of 
tho actual {mint with which I was dealing in my 
question, although no doubt you aro referring to 
matters which aro very relevant. Now lot me put 
it from another jpoint of view. As a matter of fact, 
iF wo consider countries in which there has been a 
currency system more approximate to that which you 
recommend than India has ever seen, have those- 
countries under the stress of necessity ever felt tlie 
■slightest difficulty in inflating when they felt tho need 
to do so? Lot me instance what occurred in gold 
standard countries in tho war? — No; as I say, gold 
itself may bo subject to inflation. It was as we found 
in America itself, subjected to inflation on account 
of the enormous quantity of gold in circulation then. 
Might 1 put it in this way? That convertibility for 
tho purposes of foreign exchange) is insufficient; that 
is the point I nm driving at. Convertibility, if it 
is to ho an effective convertibility, must bo con- 
vertibility without question; it must lie convertibility 
for all purposes, although if I may just say so I am 
not in favour of a convertible currency, as you will 
xeo from my memorandum. 

60(39. Possibly a certain confusion may bo intro- 
duced by the analysis of convertibility into internal 
and external convertibility. -What is essential, is it 
not, iu a sound system of currency, now that gold is 
to be once more apparently accepted as tlie world’s 
international payment, is that tlie unit of internal 
currency should lie stably related to a definite gold 
value?— I do not quite accept that; it may be Btablo 
for international purposes; it might not be stable for 
internal purposes. 

6070. I do not think I managed to make my ques- 
tion quite clear. I understand what is desired by 
you in your recommendations is that tho unit of cur- 
rency which is used internally Bhould be stably 
related to a gold value P— I am really more for tho 
use of gold. I am opposed to any kind of system 
which will oconomiso gold under the present circum- 
stances. Because I think that economy of gold is 
incompatible with security of price. My standpoint 
is very different from the standpoint of other people. 

I may bo a littlo barbarous in my view. 

0071. Not at all. Let us examine what your real 
idea is. What is your ideal to be attained in tho 
organisation of the currency of a country? It is not 
that ihe internal unit should be stable in relation to 
gold ?— Oh yes, it should be stable— not in relation to 
gold but stable in terms of commodities. 

6072. By wbat methods do you recommend that 
India’s internal currency should be stabilised, that 
iB, in relation to what, and, secondly, by what 
methods P— It should be stabilised more in relation to 
commodities rather than to gold, which is used only 
for purposes of internal trade. And I say it should 
be done by stopping the coinage of rupees altogether, 
And prescribing the use of gold. 

6073. If we reject gold as a standard of reference 
for the internal ourrenoy, what other standard of 
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reference* are we to adopt P — That I have given here. 
That we Bhould either go to tho Compensating Stan- 
dard of Professor Fisher or to tho Tabular Standard 
of Professor Jevons. If you do not want to use gold 
and economiso gold, then my submission is that you 
should go to ono or other of those two. 

6074. 1 am not sure that 1 am very intimately 
acquainted with Professor Fisher’s standard, but are 
these both tho same sort of proposals P— They art* 
very much the same except that Professor Fisher’s 
Compensating Standard- they aro really whut I 
should say, l mean, the two sides of tho same medal, 
so to ray. Professor Fisher would, for instance, alter 
the metal in the gold unit according to a certain 
index number, and Professor Jevons would allow 
rnoro units to be given or loss units to be given 
according to a certain index number. But 1 think 
those two are too complicated. 1 personally believe 
that a gold standard for all practical purposes is 
sufficient. 

6075. Returning to what is practically possible, 
you aro of opinion that tho value of India’s currency 
unit bhould bo determined in reference to u certain 
quantity of gold F— No, my submission is that India 
should have gold in currency. Cold should not only 
act as a unit of reference. 

6076. Let me pass from that and ask you another 
question. Let ine now deal with tho view which you 
advance, which 1 understand is best expressed in 
paragraph 1 of your memorandum, sub-paragraph 
(2), where you say : M The whole world is suffering 
from a continuous rise of prices owing to tho depre- 
ciation of gold. Anything, therefore, that will lend 
to appreciate gold will be to tho good; and if gold is 
to appreciate there must be a larger use of gold as 
currency. 1 * If 1 understand the precise force of lhaL 
opinion, it is that the gold exchange standard tends 
to economise the use of gold, and that what is pru- 
dent and advisable is not that the uso of gold should 
be economised and therefore that the gold exchange 
standard is bud? — Yes. 

6077. And tlinl is based upon the view whic.1i you 
lake as to the future relation between the detnund 
and the supply of gold in the world? Yes. 

6078. You are of opinion that the future supply of 
gold is likely to grow in relation to tho demand? — 
No not grow ; it will remain largo because other 
people are not using gold, they are using paper, they 
are not in a position to use gold, so gold, even if it 
is not used, will remain largo in quantity. 

6070. First of all, a preliminary question in regard 
to that. Aro you considering here the interests of 
India, or are you considering the service which India 
might render to the rest of the world P—1 have both 
in view. 

6080. You think that, by doing that, India will be 
serving her own interests and the interests of the 
rest of the world at the same time. Do you agree 
with tho not uncommonly held opinion that a gold 
currency is an expensive system? — Yes, it is. 

6081. So that wo have to consider, in the first 
pluco, tho possible disadvantage to India of the 
expense involved. What are the advantages to Tndia 
to set against that expense? — It is that you got a 
more stable standard, which as Professor Caiman says 
is knave-proof and fool-proof. 

6082. Now, as regards tho prospect. The force of 
this contention would depend, would it not, upon tho 
realisation of your anticipations as regards the 
supply of gold in the world at large?— Yes. 

6083. Would you agree that, supposing on the 
other hand there was to be a relative decrease in the 
world's gold supply such as might tend to a general 
rise in world prices, that then it would bo to the ad- 
vantage of India, as of other countries, to economise 
in the use of goldP — Well, my reply is that we need 
not be afraid of an indefinite contraction. Wo have 
always get methods for increasing currency. We 
must guard against indefinite expansion which is 

Possible. 


6084. If you have pegged the Indian currency 
definitely to gold through tho gold standard and 
there is a relative diminution in tho world's gold 
supplies, then any general fall in prices which must 
result would mnko itself felt in India also? — Yes, but 
that could be guarded against by increasing our 
paper currency or otherwise by manipulating the 
paper currency. 

60H6. Is not that sacrifice very characteristic of tho 
gold currency system, for which you yoursolf have 
selected that system? — No, I am making gold the 
currency simply because I want t-n avoid tho possi- 
bilities of indefinite expansion. As I say, you can 
always guard against an indefinite contraction. Fall- 
ing prices can always be prevented. 

6086. Now let me ask you a question as to the 
opinion you liavo formed that anything that would 
tend to appreciate gold would bo to tho good. Ifave 
you been able to arrive at any statistical estimates as 
to what the future of the relation between the simply 
and the demand of gold will bo in the course of 
years to come? — Well, in my investigations I did 
some of them in 1923, when 1 was writing the book. 
L bad occasion to reud some articles which ap;>enred 
in the Harvard Business Barometer Series and 1 
rather got the impression that there was no likeli- 
hood of any fall in the production of gold. And 
liesides, my point is this, that the countries of the 
world are using so much paper thut whatever gold 
supply we have is really very large. Those countries 
therefore that can avoid economising gold might as 
well do it to their own benefit and to the benefit of 
the rest of the world. 

G0S7. L am not quite sure that [ follow the latter 
part of your reply? — What I say is that although tho 
production of gold may not be increased physically 
from tho mines, yet tho use of substitutes for gold in 
modern days is on such a vast sealn that the quantity 
of gold in the present circulation might appear to 
be largo enough for a long period for the transactions 
of the world even without now additions from tho 
mines. 

6088. You have no more statistical calculations 
which .von would care to put before tho Commission 
as to your estimate of tho futuro supply of gold? — 
No, f have made no estimates. 

0089. This is a matter, of course, which is of great 
importance for the consideration of the Commission, 
no let me put to you one or two estimates that I havo 
been supplied with from other sources. These aro 
estimates as to the effect upon general gold prices of 
the movement of the relation between the demand 
for gold and the supply of gold for a period of yearB. 
They are forecasts mndo at various dates by 
authorities, and they are referred to the year 1930. 
What is done is to measure the effect of the gold 
supply upon prices by trying to forecast the general 
level of prices in 1930 by reference to 1913 as tho 100 
standard, and thus to see what the future of tho 
world in this regard is. I have here an estimate of 
Sir James WilBon, made in 1921, who estimates that 
the result of these factors will be that the general 
price level in 1930 will he stable at 115. That is a 
substantial fall, you see from the present figure which 
is round about 158. Then there is that estimate to 
which you have already referred, tho Harvard Busi- 
ness Barometer, in 1922, which estimates that in 1930 
the general price level should stand about 150, and 
should be stable at that figure. Then there is Pro- 
fessor Gregory, who makes an estimate in the near 
past, May, 1925, who estimates that tho general price 
level will stand about 162 in 1930 and should be rising 
at that figure. So he is the one who is most of your 
opinion. And, finally, there is Mr. Joseph Kitchen, 
an eminent authority, who in July, 1925, made a 
forecast that in 1930 the general price level should 
he expressed by a figure of 120 and should be falling 
at that figure. Of these four attempts to forecast 
the position, three anticipate that the pricoB will 
have fallen at that time; two believe that they will 
be stable at that lower level; one, Mr. Kitchen, be- 
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lievea that ihey will be falling at that lower level, 
and only one believeB that they will be higher than 
they are now and rising. I will put it in this way. 
In view of these very careful attempts to estimate tho 
situation does it not teach us the necessity of exercis- 
ing great caution in making the assumption that it iB 
unnecessary, in order to maintain prices stable, to 
economise tho use of gold P— I am rather in favour 
of falling prices rather than rising prices, and 
I a in glad if they do fall and fall rapidly too. 1 
think it is good for tho nation that there Bhould be a 
fall in prices rather than a rise in prioeB. So these 
estimates do not really deter me from making my 
proposal. 

<j090. Nevertheless, there is some different basis for 
your opinion P — I take thoso opinions for what they 
are worth. I am not in a position to contradict them 
because I hayo never made any estimates. But some- 
how this is my boliof that already the existing 
amount of gold is so large and tho capacity of the 
countries of the world to use that currency, any cur- 
rency, is so small that the supply df gold is likely to 
remain larger for a long period, and there is, in my 
opinion, not much chance of prices falling. 

0091. Then thero is a further quostion. 1 should 
preface it by saying that you are dealing hero with 
the abolition of tho exchange standard P — Yes. 

6092. In paragraph 5 you say, “ Tho gold stan- 
dard reserve is peculiar in one respect, namely, this: 
tho assets, t.e., the reserve and the liabilities, i.e., 
tho rupees are dangerously correlated by reason of 
tho fact that tho reserve cannot increaso without an 
increase in tho rupee currency." I am going to ask 
you to expand that a littlo, and in order to show you 
what l think needs expansion, I would put these 
imssible questions by a critic. Might not a critic 
say: yi.u say thot the reserve cannot increase with- 
out an increase in tho rupee currency, and this 
critic might say, why should it? lie would say, if 
tho rupee currency cannot increase without an in- 
c reuse in the reserve, would that not be a most 
desirable state of affairs P Havo you followed my 
point P-1 will explain in thiB way: for instance, 
there are the bank issues and tho reserves of a bank. 
If you compare, for instance, the bank reserves with 
tho bank issues and tho currency and the gold 
standard reserves of tho Government of India with 
the rupee issucR, you will see this: that when tho 
hank issues are limited, tho reserves increase, and 
vim versa. But here you cannot, for instance, reduce 
the ruxiee currency without also reducing your 
reserve. 

609&. My point is this. T say, all right, but look 
at it from the other point of view. However that 
may he, what appeals to mo is that you cannot 
reduce your reserves without reducing your ru|>oo 
currcn: y, and that is what I desire to effect P Quite 
true, I admit that. But my submission is this. 
What is the nso of n reserve, really? Suppose you 
havo an enormous reserve and you linvo also an 
enormous rupee circulation. Doos the fact that you 
have a largo reserve in store in some safe in any 
way affect the value of the rupee P It doos not. 
The valuu of tho rupee will be affected simply by its 
quantity and the vrlume of circulation. Its value 
has nothing to do with the reserve at all. Backing 
absolutely has no effect on tho value of currency 
except, course, in times in which it is disorganised. 
Tt may lead tc. some coufidenea in that currency, hut 
I submit that when currency has come to such a pass 
that people have to have some confidence, l say that 
currency has been absolutely inflated. 

6094. Accepting, no doubt, tho proposition that the 
value of the currency will he ultimately decided by 
its total volume in relation to tho business? — What 
I say is this, that this relation is so dangerously 
correlated, and I am sure you cannot indefinitely go 
on coining rupees simply because there is a gold 
reserve. If you go historically into this matter, my 
submission is that such has really been the case. In 
the history of India people who have hod to deal 


with currency were so much infatuated by the idea 
tli it they must have' some reserve that the coinage 
of rupees was really initiated for that purpose. The 
coinage of rupees in India in 1893 and 1898 when 
the Fowler Committee's Report was brought into 
operation and reforms were introduced is a point. 
Sir Edward Law was so much obsessed by the vohimo 
nf rupees in circulation that he felt^* that* therD'nrast- 
be some reserve, and it was on thiB ground that he 
proposed to the Secretary of State that tho Govern- 
ment should be allowed to coin rupecB. If he knew 
properly that the value of rupees would maintain 
themselves if they were limited in volume, then he 
would certainly not have gono on increasing the 
currency. I am recommending simply what the 
Government of India recommended to the Secretary 
of State in 1893. 

6095. To turn to the immediate point : the function 

of a reserve under those conditions is to mnintain 
stability, is it not? —I think a reserve ought not 
to bo there. A currency is something like any com- 
modity which maintains its value Bimply because of 
the law of supply and demand. j 

6096. Do you reject tho proposition that the func- 
tion of a reserve is to maintain stability P — Yes, I 
do. I do not think a reserve has anything to do; 
in fact, a reserve maintains itself whon the currency 
is limited; it doos not maintain the currency. 

6097. Let us now comdder your practical proposals 
for the reform of the currency. You sny Tho 
following, then, are the requirements of my plan 
for the reform of the Indian currency: — (l) Stop the 
coinage of rupees by absolutely closing the mints to 
tho Government as thoy are to tho public. (2) Open 
a gold ini at for the coinage of a suitable gold coin. 
(3) Fix a ratio between the gold coin and the rupee. 
(I) Rupees not to be convertible in gold and gold 
not. to be convertible in rupees , but both to circulate 
as unlimited legal tender at the ratio fixed by law." 
A question which does suggest itself to a practical 
man there is, under those circu instances, how are you 
to mnintain tho ratio between the gold coin and the 
rupee, and how are you to prevent one going to a 
discount or a premium in comparison with tho fall 
in accordance with the balance of the country’s 
trade?- Well, the rupee will maintain itB value by 
reason of the fact that it will be limited in volume; 
no more issues of rupees aro to be issued. 

6998. (What is to prevent it going to a premium ?— 
It cannot nt once go to a premium becauso it has 
a substitute in gold. Rupees aro not to bo con- 
vertible in gold. Tho rupee cannot go to a discount 
because it is limited in volume. No more rupees 
are to bo coined. The rupee cannot go to a premium 
because thero is the alternative of a gold coin 
functioning as currency. 

G099. Then you say: — “But there is just this 
chance: that the existing volume of the rupee cur- 
rency is rut large that when there is a trade depression 
it may become redundant and may by reason of itB 
excess lose its value. As a safeguard against such 
a contingency, I propose that the Government should 
use part of the gold standard reserve for reducing 
the rupee currency by a substantial margin so that 
even in times of severe depression it may remain 
limited to the needs of the occasion.” How would 
that operation take place P — You simply call in rupees 
and not issue them again — by the process of calling 
in rupees up to a certain limit. 

6100. So that tho rupee would not, to that extent, 
bo (convertible into goldP — Tt will never be convertible 
into gold, until the limit is reached, so that it will 
never lie in excess oven in times of depression — the 
rupee will not lie convertible into gold and gold will 
not be convertible into rupeeB. Even as it is, I am 
not very much afraid that the rupee will go to a 
discount, but there is just this chance that it might, 
and I therefore propose that safeguard. 

6101. Coming then to the question of the ratio, 
you say : “In European countries the problem is one 
of deflating the currency, appreciating it; in 
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other words, of bringing about a fall in prices. In 
India the problem becomes one of inflating the cur- 
rency, i.e., depreciating it; in other wordB, of 
bringing about a rise in prices. For a change from 
Is. Od. gold to Is. 4d. gold means this and nothing 
else. Should the curroncy be inflated to roach back 
the pre-war parity?” Then you point out that the 
restoration of the pre-war parity is not a restoration 
of the pre-war price level because there is a change 
in gold prices P — Yob. 

6102. Further, you point out that: “ Two things 
must be borne in mind in this connection. Existing 
contracts include those made at every stage of pre- 
ceding depreciations and appreciations, and to deal 
fairly with all would demand that each one should 
be treated separately — a task impossible by reason 
of itB complexity and enormity.” I understand 
that the opinion which you emphasise there is that 
we have been passing through a period of violent 
fluctuations in tho value of the rupee, that at every 
stage contracts have been entered into, and that it 
is impossible, as it were, to fix upon any definite 
ratio which will do justice as between all these con- 
tracts mado at the varying levels? — YeB. 

6108. Then you say that tho great bulk of the 
contracts have been of recent date? — Well, my in- 
formation is really based upon a small note mado by 
Professor Cannan in one of his articles in the 
11 Statistical Journal.” 

6104. Are there any statistics available which 
would give ub a correct estimate of tho number of 
contracts P — I think it is a guess for what it is 
worth; a question of commonsense. 

6105. Then you say, 11 It may be said that the 
centre of gravity of the total contractual obligations 
is always near tho present.” Those premises lead 
you to the following conclusion, that, given these two 
facts, the best solution would be to strike an averago 
between Is. -Id. and Is. 6d. and say that it is nearer 
Is. 6d. than 1 b. 4d. I am not sure that I quite follow 
that. Your trend of reasoning would rather have 
led me to suppose that you would finally turn out 
to be a supporter of the Is. 6d. rate? — I say it may 
be nearer Is. fid. and away from Is. 4d. 

6106. Wlint ratio would you suggest?— It is diffi- 
cult. Of (Hiurso, I think Is. Gd. would bo just as 
good. It could not inflict any very great hardship. 

6107. Then, finally, as regards the question of a 
rising and falling rupee ratio, your opinion is sum- 
marised in paragraph 9. You say: “ Now if it is 
realised that a low exchange means high internal 
prices, it will at once become clear that this gain is 
not a gain to the nation coming from outsido; but 
is a gain from one class at the cost of another class 
in the country.” Which class gains and which class 
loses?— The business class gains; the labouring class 
does not. The price of all factors of production does 
not change. Wages do not cliango as rapidly as 
prices and these are the classes who suffer. 

6108. Have you any suggestion to make, either 
front the theoretical or practical point of view, as 
regards the important provisions as to the currency 
arrangements to provide elasticity to meet seasonal 
demands?- - As I hinted, of course, very briefly, if 
we want to make our currency elastic for seasonal 
purposes, we must somehow see that the commercial 
paper which has given rise for trade transactions 
is converted to currency. So that commercial paper 
should be made more a basis for tho issue of the 
currency than Government bondB. I think it would 
b* to the good of India if we adopt the proposals 
in the German Imperial Bank. IMiey adopted, of 
®cujse, more or less the English Banking Act of 
*894 with variations so as to suit tho seasonal 
demands. 

*100. That is a provision for the extension ?— For 
* j extension for tho time being of paper issues 
under certain regulations. 

. 6110. That is a provision, is it not, for the exten- 
sion of the fiduciary issue P — Exactly. 


6111. In return for the payment of a proportional 
tax?— Yos, I think it is a sufficient safeguard for 
both. 

6112. (Professor Coyajee.) The chief merit of tho 
gold standard is, according to you, that it places 
certain definite limitations against possible fluctua- 
tions?-- Exactly. 

6118. But, of course, there arc certain things, for 
example, tho provision from tho mines is not based 
on how much currency is required by a country? — 
Yes; I may say that I am in favour of a gold 
standard simply because compensating systems are 
not workable, if they are workablo, I would at once 
rejoct the gold standard. 1 am not in love with it 
at all. 

G1U. Nor does the gold standard ameliorate tho 
consequences of a trade cycle? — No. 

6115. Then there is only ono point. In paragraph 
5 you observe ”1 am nocessarily in favour of tho 
abolition of the gokl standard reserve as being ol' 
no practical use for maintaining the stability of 
tho currency.” By analogy why not abolish the 
paper currency reservo also becauso tho value of 
the paper depends upon its limitations?— Quite. 

6116. Would you abolish that? — No, for this 
reason. Becauso wo ure not placing a fixed limit on 
the issue of paper. Under tho scheme where I say 
wo should abolish gold standard I am placing a 
definite limit on the issue of the rupees. In the 
case of paper currency, wo have allowed the Govern- 
ment the discretion. 

6117. Do you think that possible? I will tell you 
why. Because with limited incomes and things like 
that, thcro is morn scapo as population increases 
for tho use of tho rupee. Could you say for ever 
and for ever, we shall be coining gold and no rupees 
until possibily the quantity of gold in circulation 
will be ten times that of tho rupee? Would that be 
convenient to the country? — I should think it would 
be. I would rather say that instead of using gold 
wo iiso notes hacked by gold. I do not mean Lhut we 
should use gold from hand to hand. 

6118. ( Sir Norcot Warren.) Am I to understand 
from tho latter (part of paragraph 8 of your memo- 
randum that you are inclined to the rato of Is. 6d. 
rather than Is. 4d. ? — I confess prediliction in favour 
of 1s. 6d. 

6119. (Sir 1 Alexander Murray.) There is ono point, 
Dr. Amhedkar, which you referred to in answer to 
some questions put to you by the Chairman; you 
seem to suggest that tho Government of India wero 
somehow or other prepared to go on coining rupees 
simply in order that they may make profit between 
the bullion valuo and token value of the rupee. I 
want to know what you are referring to actually?- -1 
am referring to this: It is a historical hit of thing. 
When the Government of India, for instance, intro- 
duced reforms suggested by tho Fowler Committee, 
they felt that for a largo circulation of the rupeo 
they had not any reserve and the Fowler Committee 
in paragraph 60 of their Report suggested that if 
tho Government coined rupees and keep profit to 
itself, that profit should be utilised as a reserve. 
Sir Edward Law who caino on the scene in 1901, the 
period from which the coinage of rupees commenced, 
also felt that the volume of rupeos was so largo that 
soino amount of reserve was necessary; and I think 
ho wont on coining rupees shoerly because he felt 
that the reserve was wanted and the reserve could 
not ho had in any other way except by coining 
rupees. 

6120. You only think that? — No, ray point is this: 

I have read tho despatch very closely and 1 feel that 
if Sir Edward Law had disclosed there that tho 
rupee was coined to a premium because people did 
not want gold or any other thing to use in currency, 
then I could have understood that the rupee was 
coined in answer to the demand of the people. But 
there is not a single thing to that effect to be found 
in the despatch. He simply says that when we intro- 
duced reforms wo did not take into account para- 
graph 60 of the Fowler Committee’s Report. 
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6121. Bub ho also, I think, in that despatch to 
which you refer laid down that there ought to be a 
gold reserve which estimated at 7 millions or some- 
thing like that. Against this 3*011 say that he was 
issuing rupees? — Quite so. Gold standard reserve 
is kept in gold. I say no reserve was wanted. 

6122. You make a general statement here, Dr. 
Ainhcdkar, 11 Unfortunately thorn is abundunt proof 
of such perversion in the history of the currency 
system in India. Already wo havo had foolish 
administrators who had been obsessed with the idea 
that a reserve was a very essential thing and who 
had therefore gone on issuing currency without any 
other consideration hilt that of Augmenting the 
reservo ” and you are now repenting it to the Chair- 
man? — I have used a much milder expression than 
that used by Professor Cannan himself in his book. 

61211. Hut is it not the case that in 1895 that was 
•actually suggested by a well-known Bombay financier 
and turned down by the Finance Member at the 
time ?— 1 find that in the despatch. 

6124. One moment. Tn your book j*ou actually 
give the name of the Bombay financier who suggested 
it and you give the name of the Finance Minister 
of the Government of India who turned it down? — 
Yes. 

6125. Then in 3 T our hook you also give the name of 
a well-known politician who as recently as 1907-08 
suggested the same thing and again it waa turnod 
down by the Government of India nml as recently 
as 1919, you give a reference to nuother well-known 
economist. Then why do .von repeat the statement 
to tho Chairman that the administrators of the 
Government of fiulia have not thrown overboard 
or turucMl down the suggestion when as a matter 
of fact you know that the administrators of tho 
Government of India have turned it down repeatedly 
when it has been put forward by well-known Indian 
financiers? My reply to that is this: that somehow 
if you rend the speeches in the budget delivered by 
every Finance Minister, for instance, T forget tho 
names now, gentlemen who preceded Sir hid ward 
Law; I think I can cite instances. 

0120. Sir James Westland and Sir Clinton Daw- 
kins?- But they never agreed with that. 

6127. No; it was suggested by an Tndi.m to West- 
land who turned it down and again to DnwkinB who 
turned it down? — With duo respect to your inter- 
pretation, Sir Edward Law did say that there 
should lie gold standard sufficient to hack all tho 
rupees and the notes. T do not deny that. But I 
simply say* this; that other financiers stated that no 
rcsorvo was wanted and the rupee would maintain 
itself ami Sir Edward Law stated that the reservo 
was w*anled and he coined rupees because ho wanted 
the reserve. Iu fact, 1 have paid sufficient compli- 
ments to the training and the notions of Westland 
ami Daukins for turning down the proposals. I say 
they were right and Sir Edward Law was certainly 
wrong. 

6128. Sir Edward Law did not say that he coined 
rupees in order to provide the reserve. He said that 
he should hold it as a hacking against the issue. 
It is you that put in the interpretation that lie did 
coin rupees for the other purpose? -He says that iu 
the despatch. Before the Fowler Committee there 
were sufficient proposals of having a gold reserve 
and tho Committee found that they were very costly, 
but slightly hinted that if a reserve was wanted, it 
might he had by coining rupees. The two gentlemen 
who .prccoded Sir Edwanl Law did not think it was 
necessary. But Sir Edward Law said it was neces- 
sary and coined rupees. I am not making a general 
charge. I have given praise where it is due. I 
can give yon also the roferonoe. 

6129. 1 can verify all your references. What do 
you want to find there P — That although the recom- 
mendation of the Fowler Committee was there that 
the Government of India could provide itself with 
gold reserve by coining rupees, Westland and Daw- 
kina refused to pay any heed to that proposition, 


because they firmly believed that gold reserve was 
not necessary and that the rupee being limited in 
quantity it could maintain itself. But 8ir Edward 
Law when lie became Finance Minister felt that a 
reserve was necessary. 

6130. Westland was the Finance Member before 
ever the Fowler Committee reported. I think ho 
was away when the recommendations wore brought 
into operation and Dawkins was the member in 
office when tin? Fowler Committee reported. But 
both of them turned down the suggestion which 
came from Indian politicians? — There iB no differ- 
ence of opinion on that point. 

6131. The only difference is that you are imput- 
ing to Sir Edward Law that ho ooinod rupees in 
order to create a reserve. I say that ho did not; 
that in the actual despatch lie said that there was 
a gold reserve, T think, of 7 millionsP— If so, there 
is a difference between us. 

6132. (Chan man.) 1 cannot see what conceivable 
advantage it can bo to anybody* to increase a reserve 
for the fun of tho thing? — Exactly, and people are 
under very big notions that a reserve is wanted 
and without a reserve a currency cannot work. I 
think it is a very common superstition. It is thero. 

6133. (Sir Al winder Murray.) I will give 3 T ou the 
reference, pages 270 to 278 of your hook, 11 Tho 
Problem of the Rupee ” P—Yes, Westland was there 
when tho reforms were brought into being, paeo 
276. 

6134. It was in 1895, ho turned down the sugges- 
tion?- -No, I may refer to the budget speech of 
1898-99, after the reforms wore introduced. 

6135. What date was that? — It is the Budget 
siieoeh of 1S9S-99 after the roforms were introduced. 

6136. It was in 1891-95.- No; Dawkins comes on 
the next page. My reference is to tho Financial 
Statement for 1898-99 at page 276. Tlion tho pas- 
sage from Sir Edward Law occurs on .pago 278. 

6137. Will you excusu ine for correcting you. You 
said your re Terence was to tho Budget speech of 
1898-99. As a matter of fact the reference you have 
made is from the *; leech of 1891-95 ?— He was also 
Finance Minister in 1899. 

6138. He turned it down in 1891-96? — 1 mean 
there was no material difference between the Ilerscholl 
Committee and the Fowler Committee and I am 
sorry if you think I have inode any vile allegation 
against the gentleman. 

6139. (Sir "Ale, ratal er Murray,) All I am doing is 
quoting what you say in paragraph 5 of your state- 
ment. All I r:i,v is there is danger of anybody falling 
into that trap. 

6110. (Chairman.) And you maintain that iu your 
book you have vindicated these eminent statesmen? 
— Yes. 

6141. (Sir Purshotamilas Thakurdas.) In para- 
graph 8 you refer to various countries of tho world 
ns “ hankering for a return to tho pre-war parity 99 
and you say it seems to be universal. Then you go 
on “ There is but this difference between India and 
tho other countries. Tho other countries have yet 
to reach the pre-war parity. India on the other hand 
has in fact over-reaclied the pre-war parity.” Those 
other countries to which you refer havo had their 
currency very severely depreciated during the war? 
— Absolutely. 

6142. Not the solvent countrios P— I think those 
countries, also which are very near their old parity 
find it difficult to go back. 

6143. For instance, which countries have you in 
your mindP — Woll, 1 am talking of tho proceedings 
of the Genoa Conference, which I do not carry in 
my mind, but I think for instance a country like 
Italy. Franco was at one time within measurable 
distance of pre-war parity. 

6144. France now is perhaps worst off of all; there- 
fore you Aro thoro remarking a differenoe between 
India and other countries whose currency was 
severely dislocated during the war period and 1 who 
have not yet been able to bring it round?— My point 
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is, even if we were in a position to go buck within 
a measurable distance it would not be always wise 
or advisable to go back supposing we could. 

6145. I will come to that lutor on ; I am only try- 
ing to point out to you that it may be said the 
comparison you are stating here between India and 
the other countries is one which cannot stand as far 
aB currency problems and conditions uro concerned. 
Bo far as the 11 could ” is concerned, I moan the 
difference between whether wo should and whether 
we could even if they (those countries with 
depreciated currencies) wanted to they could nut go 
back ? — Very good ; you have put it much better than 
1 could have. 

6146. Therefore if you compare India with the 
countries which got bock to pre-war parity you find 
that those who could did go bock to tho pre-war 
parity P — Yes, for instance England; but there was 
also a strong current of opinion even in England that 
they should not. 

6147. 1 1 mean in spite of the strong current of 
opinion you refer to they have reconciled themselves 
to the pre-war parity and you do not hear much 
complaint now about having gone bnck?— I could not 
tell. 

6148. You do not know, I see; unless it can be said 
that thosn who wont back mado a mistake, there 
won’t he anything particularly objectionable against 
those in India who want to return to the pre-war 
parity P- No, I don’t say that. 1 am really raising 
tho question whether it is desirable. 

0149. Now rogarding the desirability of it, lower 
down you say the view is wrong; you say both thesu 
views aro fallacious. You say the restoration of pre- 
war parity is not a restoration of tho pre-war price 
level. Now do you think that exchange should bo 
used as a lever for attaining price levels P No. 

6150. Then, it does not appear to ine very 
fallacious? — No, L say this, although you cannot 
always say exchange and price level move together, 
yet . . . 

6151. Excuse me, my question was, do you suggest 
that exchange should be used ns a lever for adjusting 
price levels? — No, I do not say that. 

6162. Therefore a change of ratio from that point 
of view was not desirable, ns a lover for the adjust- 
ment of prices? — Yes, it was not. 

6153. No couutry has done it unless you can show 
that it was particularly desirable in the case of India 
as an exception? — But it has happened in all 
countries. 

6154. Which countries?— All countries. 

41155. If I may make my question clearer . . . P 
—I do not think your question was put very clearly. 

6156. I sometimes do put my questions not very 
clearly, I udmit. Which countries which could attain 
tu pre-wur parity did voluntarily go past it in order 
to adjust their internal price levels?— No, of course 
they did not do that. 

6157. Therefore where is tho fallacy P • -Fallacy in 
this sense: some peoplo in doing this imagine they 
are going bock to the old price level. That is a 
fallacy, because Is. 4d. in 1911 is not the same as 
la. 4d. in 1925. 

6158. But T mean those who do not base the 
demand for Is. 4d. on the question of prices at all, 
they would not be making that fallacy P— No. 

6159. Then lower down you mention another point, 
I think. 11 If by restoring pre-war parity iB meant 
the restoration of the pre-war. level of prices* then 
the ratio: l a *te*d ~of being lowered from Is. Gd. in 
the direction -o£ Is. 4d. must be raised in the direc- 
tion of 2s. gold.' 1 Then you say “ the restoration of 
pre-waf parity even nominally would bo unjust.” 
What have you in your mind by the words 11 oven 
nominally ” ? — Without looking to the price lovel. 

6160. I thought you yourself agreed . . . ?— 
Supposing now, in 1925, Is. 4d. is the ratio as com- 
pared to 1914, that would be only a nominal change 
because prioes have certainly changed. 


6161. Where is the nominalness ill regard to those 
who ask for Ib. 4d. as being the pre-war rateP — You 
lire asking for a definite chango frojn Is. Gd. to Is. 4d. 

I take my starting point, ob 1 have stated at tho 
end of the statement from what we find actually 
there. 1 say, “ In short, in mutters of currency the 
real is the normal.” 1 therefore start from Is. 6d. 
us the normal. 

6162. Now supposing the exchange to-day, when 
we arc discussing the thing, was Is. 8d., 1 take it you 
would urge llm same ground for Is. Hd. lining con- 
firmed as you Imve for Is. 6d. being confirmed Y — Yes. 

6 1 63. So whether exchange hud gone up to Is. Gd. 
or not the ground would prevail irrespective of wlial 
other countries have done; and irrespective further 
of how that point was reached P -May 1 just explain 
it in my own way? 

6161. H - you please.' -The way in which 1 look 
upon this problem is this. To-duy we have Is. Gd. 
That to my mind means a certain price level. If 
you want us to go hack t-o Is. 4d., it seems to me 
w;e have to raise our prices. Without increasing the 
viilttme of currency we certainly cannot reach Is. 4d. 
gold. Therefore the complete question to my mind 
is, shall we raise our prices from what they are 
to-day, so that we can go back to Is. 4d.P Now I. 
heing a member of the labouring community, feel 
that falling prices are better. That is my view of 
the matter. 

6165. Jict me take it the other way. You say, as 
you put it, that, being a member of the labouring 
community, that means from the point of view of the 
labouring class it is undesirable? -Yes, and 1 may 
go further nml say that from the national point of 
view too falling prices aro better than rising prices. 

6166. Now T suppose you heard tho arguments that 
are being advanced that a high exchange, an ex- 
change which is worked up to a higher point, than 
where it has been 15 or 20 years at. a stretch is 
undesirable in the interests of the producer. What 
would you say to that ? -All that it moans is a depres- 
sion of profits. I do want to make a distinction, 

T do not know how far people will appreciate that,— 
.between depression of industry and depression of 
profits. 1 think that distinction was made by Fio- 
fcNsor Marshal in his evidence More the Mold and 
Silver (Vim mission. There might be :i depression of 
profits, that is to say, tho en ter prising class may not 
get- all that they would get if prices were to rise; hut 
it does not necessarily follow. 

61 67. Excuse me; cannot l refer to tho producer? 
We will come to tho investor later if you don’t mind. 
But what about, tho producor: in ms case the higher 
the exchange the less the number of rupees available 
to him? It does not innttor lo him at all, because 
he spends it. His cost qf production also fulls; there- 
fore it makes no difference. If he got 15 rii]>ees, nml 
IT the 15 rii|K» 0 N purchased a certain amount of goods, 
and if five years lienco ho got 10 rupees, and that 
10 rupees purchased as much as 15 rupees before, tho 
chango is only a chango of counters. 

6168. When tho adjustment is complete? But 
until then there is disturbance? -Yes. 

GIGS). Now let us look at it ns far us the present 
goes. You think that the average Indian cultivator 
rarely employs any labour and cultivates with his own 
hands?- -Well, I suppose ho does employ a certain 
amount of labour. 

6170. In the ordinary course, for the adjustment 
to bo complete, you would expect thnb the wages ho 
pays to his labourers also go down P — Yes. 1 mean 
if he wants to get tho same amount of profit, I would 
say yes. 

6171. Very well, if tho wages of the farmer’s 
labourer have not gouo down you w r ould admit that 
to that extent the farmer has a smaller profit? — 
Smaller profit, yes, T admit that. 

6172. And ill ciiros where the farmer is just able 
to make both ends meet he loses? —No. He does not 
get profit#, hut ho does not lose. Profit is~something 
else; it iB surplus. 



ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE 


16 December, 1025.] 


Dr. B. R. Ambsdkab. 


[Continued. 


6173. Where a farmer or a clans of farmers in a 
district make just enough to make both ends moot 
they would he losing, inasmuch as the labour charges 
have not gone down in proportion P —I do not know 
how you define profit. I defino profit as surplus 
income. 

6174. After paying all charges of production P— Yes. 

6175. If in 1921 a farmer made both ends meet and 
in 1924 when exchange was stabilised at Is. Gd. as far 
tut his produce is concerned and his labour charges 
have not gone down, he would certainly make IgbbP — 
He would lose part of his profits. 

6176. Ho will savo so much less?--! would stick to 
the word " profit.” 

6177. Ho will mako less profit P — Yes; there would 
be a depression of profit. 

6178. To that extent of course the producer will bo 
a loser P — If you think that ho had a legitimate right 
to that- profit, thou of course you would ho right in 
saying that ho loses; hut not if it was a merely differ- 
ential gain. 

6179. At Is. 4d. it was merely a differential gainP 
-Yes. 

6180. Lasting for a period of 25 or 23 years P — As I 
say it all depends upon how you define it. 

6181. TIow would you define it yourself? — So long 
as he is able to recover all that he has s]>ent in pro- 
duction T do not think that he would ho n loser. 

6182. And you would apply that test to every 
person P l would say that he has made both ends 
meet. 

6183. Do you think that would bo the maximum 
which (lie average citizen would like to apply in his 
own case? -I can give no opinion upon that, I am 
afraid. 

6184. Now, you mention in paragraph 8: “Two 
things must ho borne in mind in this connec- 
tion,” and lower down you say: “ Existing contracts 
are no doubt of various ages.” What sort of con- 
tracts have you in mind there P— Lenses for instance: 
and other contracts also, such as building contracts 
and so on. 

6185. How would they come in with the question 
of exchange? — They are money contracts just tho 
same; they arc all money contracts. 

6186. Every contract, then, you moan? — Yes. 

6187. If a man was putting up n house in a 
mofussil rural place for 4,000 rupees, that also would 
como under this? — Of course; it is investment of 
money. 

6188. You havo in mind everything that involves 
investment of money in tho country? — Yes; it has 
purchasing power. 

6189. Then you say : “ Oivf n these two facts, the 
best solution would lie to strike nil average between 
Is. 4d. and Is. 6d.” Why did you mention nil 
average instead of Is. Od.P — I say so hecauso in 
1925 there limy he some contracts which were made 
when the ratio was Is. 4d. Some contracts may be 
still subsisting made at that period when the pur- 
chasing power was at the ruto of Is. Id., and there- 
fore to give justice to all l think that is the best 
way it could he done. 

6190. What about contracts in tho shape of debts 
incurred before 1914 P — I do not suppose there are 
many existing now. 

6191. You think thut all these debts payable by 
agriculturists to sowcurx are paid within a certain 
period P — My personal opinion is that no commercial 
contract extends for more than five years, and the 
proportion of those is very very small. There is no 
statistical information on this. Professor Fisher haR 
made in his book certain calculations to that effect. 
He writes there that the rate of interest varies 
sympathetically with the prices; so that the ruto 
of interest bears a certain relation to the rise or 
fall of prices. Ho then comes to tho conclusion that 
most contracts are very very recent commercially. 

6192. You mean about India? — I mean generally; 
I do not know about India in particular; there may 


be something peculiar in India, but I do not know 
why it should be so. 

6193. Do you think things in India may be 
different? — I should not think so unless there' was 
some evidence forthcoming that that was so. 

6194. You think that the problems in India are the 
samo as in the WestP — I do not seo why they are 
not. 

6195. It would surprise you if they happened to 
have been admitted to he otherwise P- -It would sur- 
prise mo. 

6196. Regarding the adjustment of price levels, do 
you think that tho adjustment is anyth iug near com- 
plete tiow, owing to the disturbance in the exchange 
rate front Is. 4d. to Is. Od.P — There would be some 
disturbance; that would be detrimental to tho wage- 
car nerR if we went hack from Is. 6d. to Is. 4d. 

6197. Tho disturbance from the lower to the higher 
rate from Is. 4d. to Is. 6d. . . . P — 'Has been 
favourable to the labouring cIabbos. 

6198. Is that adjustment complete, or is there 
still any maladjustment of thatP~-I could not say; 
that is a matter of statistical investigation which 
I have not entered into; hut I suppose exchange hns 
been stable at 1 r. 6d. for a long time. 

6199. How long do you think it has boon stable P — 
I cannot exactly say; hut certainly it shows signs of 
stability. 

6200. How long; have you any idcaP Some 

witnesses have said six months, some eight 
months . . . ?— I think somewhere there. 

6201. Do you think that that six or eight months 
is a sufficient period for judging this stability? — I 
say due weight should he given to it, and therefore 
that you should strike an average. 

6202. But I think you huvo said in tho course of 
your oral examination that you would be prepared 
to ngn*e to Is. Od. ? Yes, because it is nationally 
bettor; it would not inflate. That is what I say. 
If, even after Is. 6d., the process of udjuHtment was 
not complete so ns to enable us to say Is. fid. was 
really the level needed, I say wo should establish it 
at that. 

0203. Regarding the adjustment in the industries 
here, have you any idea at all? Can you give us 
any opinion? None whatever. 

6204. (Air. Prealon): In case there should be any 
misunderstanding with regard to some of the answers 
which you gave to Sir Alexander Murray, in connec- 
tion with that unfortunate reserve, the gold standard 
reserve, it may he well if we put on record somo 
actual facts: the gold standard reserve came into 
being in the' year 1901 and it resulted from profits 
earned from the previous April in 1900. The balance 
in the reserve to-day is 40 millions sterling, is it 
not P- -Yes; T think it is about that. 

6204a. Tho Finance Minister whon he made his 
report on currency lust year made the following 
statement: “ As will be seen from the statement, the 
bonds and stock purchased are due for repayment 
within the next few years. Of the nmount now 
standing at the credit of the reserve, £27,449,950 
represents profits on coinage and the remainder 
represents accumulated interest on securities held 
in the reserve.” You say that thia reserve cannot 
increase unless there is more rupee coinage. How 
lias that increase of ono-third in the Inat throe years 
crime about? — By interest on investments. 

0205. Then if tho interest on that reserve is kept 
being added to it, you are increasing that reserve 
for a useful purpose without having to adopt those 
methods which you so very strongly deprecate P — Yes, 
undoubtedly. 

6206. Just one more point as to the usefulness of 
that reserve. It will be within your knowledge that 
in the period of the world’s depression in 1908 that 
had it not been for that very reserve we could never 
have maintained our external parity: you admit 
thatP-Yes. 

6207. Thank youP — Although, of course, something 
lias gone in to which I ought to take exception-— by 
saying that I am in favour of increasing the gold 
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standard reserve by investments. If a reserve is 
invested there is no reserve at all. 

6208. (Sir licginald .1 1 ant.) 1 understand your chief 
desideratum is stability of internal prices ?~ -Quite. 

0200. And you hold that that stability will best 
be secured by a gold standard with a gold currency? 
—Yes. 

0210. Internal prices will then be linked to gold 
prices, will they not? They will vary with tho gold 
prices P — Yes. 

0211. Now a gold exchange standard without u 
gold currency has been recommended by several 
people with tho same object in view; but 1 under- 
stand you to hold that it will not achieve that object? 
— I think it lias not, so far as India is concerned. 

0212 . 1 was not speaking of what lias been done 
in tho past; it lias boon represented to us that if 
a gold exchange standard were made automatic it 
could secure those objects?- 1 do not know; there 
may bo some people who hold tlmt view, but L 
cannot see how it could be hold. 

6213. I want you to explain why a gold currency 
would acliievo it and the gold exchange standard 
would not? <My first ground is this: that the ex- 
change standard depreciates gold and makes it 
therefore useless as u standard of value. A gold 
exchange standard causes a redundancy of gold 
by its economy. 

6214. Ought you not to put it tho other way, 
and say that if we introduce a gold currency here 
we shall appreciate gold; would not that be a more 
correct way of putting it? — You might put it that 
way, yes. Therefore under the present circumstances 
gold would behave as a better standard of value. 
My next submission is this, are w*% really effecting 
economy by the exchange standard? 

6215. I was not raising the question of economy. 
1 was trying to get at the reason for your holding 
that nothing but a gold currency would effect your 
object of keeping internal prices linked with gold? — 
Stabler than they would lie otherwise is what 
1 said. If We adopted a gold standard our prices 
would be more stable than they would be under 
an exchange stuiidard. f did not say that under u 
gold standard they would be perfectly stable be- 
cause gold itself is not a perfectly stable standard 
of value; but certainly it would bo more stable 
Ilian under ail exchange standard. 

6216. Bemuse simply wo should be using more 
gold ? — Yes. 

6217. That is your only reason for differentiation ? 
- Yes. 

6218. (Sir Muneckji Dadahhoy.) Let me proceed 
a step further with regard to tho answers you gave 
to Sir Purahotamdas Thakurdas: in para graph 8 you 
say 11 Existing contracts are no doubt of various 
ages; but the great bulk of them are of very recent 
date and probably not more than one year old; so that 
it may bo said that tho centre of gravity of the 
total contractual obligations is always near tho 
present.’ ' When you are referring to this matter, 

1 understand you are speaking without any definite 
statistics? — Yes; I simply say there has been a 
calculation made by Professor Fisher. 

6211). You state this as a sort of generalisation ? - 
Yes. I said 1 had no definite information. 

6220. When you speak of a centre of gravity of tho 
total contractual obligations being near the present, 
it is not a very definite term. iWould not that 
centre of gravity come within the circii inference of 
twelve months? — Yes, somewhere about that; 
because I have Baid one year old. 

6221. Bo that, if a certain ratio prevailed twelve 
months ago, wo would be, according to your 
reasoning, as much justified ;n taking that ns 
Is. tid.P— -Quito; yes. 

0222 . fio ydu would.be as much justified in taking 
that? — Yes. 

6223. Then when discussing this matter and when 
.von expressed your election in favour of the Is. 6d. 
ratio, I . understand you founded your opinion on 
the dictum of Professor Fisher P— Yes. 


6224. Now we have got this dictum of Professor 
Fisher before us; the words used are: — “The 
problem of a just standard of money looks forward 
rather than backward; it must take its starting 
point from the business now current, and not from 
imaginary pars before the war.”?-— Exactly. 

6225. Don't 3011 think that Professor Fisher when 
lie laid down that dictum had European conditions 
before him only? Yes, but that would apply 
utmost to any country. It is n general proposition. 

6226. My question is did ho not have European 
conditions in view only when he said that? — I cannot 
say. 

0227. (t 'hair limit.) The witness replied that he 
thought it would upply to any conditions? -‘Yes, it 
is a general proposition. 

6228. (Sir Munvckjl Dadahhoy.) Is that conclusion 
justified hy these expressed words? 1 should think 
it is. 

6228a. You think it is? — He says further, lie does 
not only refer to the war, he says: “ One might as 
well talk of restoring Lhe original silver pound or 
returning tho monetary standards of Greece and 
Rome.” 

6221). Now, you know very well that this ratio of 
Is. (kl. has continual in India for tho last 16 months 
only. Now, if we take this period 16 months in Indian 
conditions, what would you say when you think cf 
any- imaginary pars before the war? Do 3*011 think 
in India a period of 16 mouths would mako any 
substantial difference in coming Co a conclusion? 
He is referring to the imaginary pars before the war; 
he takes a longer period? — No, no. He is simply 
referring hack t.o 1614, to tho parity which existed in 
1011. I say, if according to information Is. Gd. has 
been in existence for 16 months, then 1 say it ought 
to be con fir mid. 

6230. Yes. But if previous to that, with 11 brief 
interval of some years, it has ranged equally for 20 
years at Is. Id. you would brush aside all those con- 
siderations? — Yew, because there are no contracts now 
existing that were made 20 years ago. And therefore 
we need not lie concerned about it. 

0231. That is your argument? And 3*011 would also 
brush aside its economic effect both 011 agriculture 
und on the industries of the country ? — 1 say they will 
lie very good. By bringing the ratio to Is. 6 d. I say 
Lhere might be some depression of profits, but there 
won’t be depression, of industry. 

6232. Yes. So you don't attach great vuluo to 
those factors. You think on the whole it will bo for 
tho good of the country?- Yes. 

6233. 1 will put you another question, a little hit 
imaginary. VYe will take 6 mouths to write out our 
report. Willi in tho next 6 months if tho ratio 
becomes Is. 8 d. I suppose you would be justified in 
taking that according to you as the basis of 3 * 0111 * 
calculation ? — Then I would again say, 3*011 should 
strike mi average. 

6234. Between Is. 8 d. and Is. 6 d. or Is. 4d. ? — 
Between Is. Sd. and Is. 6 d. 

6235. And you think that would lie a .sound 
financial policy? — Well I don’t know. You liavo to 
strike some sort of average. You can’t do justice to 
each individual contract. For instance, if you take 
the example of tho American War of Independence 
and the monetary fluctuations that took place then, 
all that the Americans could do was of course to do 
tli in kind of thing,- -to strike an average and to dis- 
solve all contracts on that basis. They could not do 
justice to each individual contract. It is impossible. 

6236. (Sir lfmry St rakosch.) T)r. Ambedkar, [ want 
to refer hack to some statements which you made in 
regard to the undesirability of introducing n gold ex- 
change standard. At one period of your evidence 
you stated that the convertibility into exchange 
would not limit the issue of the currency and would 
therefore not produce stability of internal prices. 
That wus one of the objections 3*011 raised and then 
at another point 3*011 said that the gold exchange 
standard is not a desirable standard because prices 
would bn less stable under it than under a full-fledged 
gold standard?'— Yes. 
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0237. Now, you are a student of economic affairs 
ami you -ha vo no doubt followed the proceedings of the 
Genoa Conference? — Well, 1 did when I wart in 
lx>udoii. Recently of courso I huvo not. lint 1 know 
that the ({old exchange standard was proposed. 

(5238. Well, you will remember that the Genoa Con- 
ference an international Conference adopted 
unanimously a proposal enjoining tho (countries to 
adopt the gold exchange standard with a view to 
stabilising -tho purchasing power of gold and tli.it 
1 1 icy recommended for that purpose the co-operation 
of central hanks? — I don't suppose they did it with 
a view' to stabilising the purchasing power of gold; 
they did it to stabilise their own currency. 

(>231). They stated definitely it was to stabilise tho 
purchasing power of gold. Anyway, you can take it 
from me that it is so. Now', that is nil international 
body and they have come to that conclusion and they 
apparently do not share your view that the gold ex- 
change standard does not produce, as great a measure 
of stability internally as Lise gold standard P Oh no. 
\(y submission is that wo are comparing llic gold ex- 
change standard to u purely inconvertible standard. 
Tim belligerent countries had during tho war an 
absolutely inconvertible currency and certainly an 
inconvertible currency is much worse than an ex- 
change standard because it has some convertibility. 
An 1 have stated myself in .sub-paragraph (2) to para- 
graph 2. They were not comparing the gold standard 
!o the gold exchange standard; they wero comparing 
tho gold exchange standard with the paper currency 
they had. 

(>210. Rut I siihmit they did not compare at all. 
They made a recommendation ?- ■- But in reference to 
tho circumstances that existed then — I should limit, it 
that way. 

<5241. Well, anyway, that is a fact. Now, quite 
apart from that, f am not quite sure what, makes you 
think, apart from a change in the purchasing power 
of gold itself, why tho gold exchange standard 
should not lie as stable ns tlio gold standard. 

1 don't quite follow that, and, before you 
answer, I should like just to define what 1 
understand by a gold exchange standard. A 
gold exchange standard i.s a standard where there is 
circulating within the country a currency which is 
not convertible internally, hut which is freely con- 
vertible externally, ami you could make, that currency 
convertible into gold for export purposes. Now, 
taking that standard, 1 should bo very glad if you 
would tell us why such a standard is less able lo 
maintain stability than a gold standard?- ~ I follow 
your question, Sir. And iny reply is this. Con- 
vertibility is n means of limiting the volume of 
currency to the needs of a country. A convertibility 
which is intended only for external purposes is not of 
sufficient efficacy to limit the volume of that 
currency. Consequently you cannot have stable 
internal prices to such a currency. 

0212. \\hy do you say that it is less efficacious than 
convertibility for internal piir|ioscs? Because enn- 
vertihility to bo effeclivo must ho absolute. 

(1243. lint it is absolute?— It- is not-. 

3244. But obviously it is. It is absolute. The 
difference is only that m the one case you convert 
into international money for international purposes, 
and in tho other case you convert for cither inter- 
national money which is used internationally or inter- 
tcrnutioual money which circulates wit hi. i the 
country? No, no. Tho ]>oiiit is this. When your 
obligations to '‘onvertihility are ini|>crrcct ns in tlm 
case nr the exchange standard you nrc likely to issue 
more currency without fear. 

(5215. But you just said that the obligation to con- 
vert limits the issue in both cases? -Yes, but con- 
verting depends upon the efficacy of the means of con- 
vertibility. Jf your convertibility is alwolutc, that is 

Sl *y. if «n issuer is bound to convert whenever he 
is presented with hi* currency, then that con- 
vertibility is absolute. 


(524(5. But my proposition was that tho gold ex- 
change .standard binds tho issuing authority to con- 
vert the internal token currency into gold for ex- 
ternal purpose*?— And wot for all purposes. 

0247. Now, I want to know why tho obligation to 
convert tho token currency for internal purposes 
should increase tho stability of tho purchasing power 
of that money? Because tho principle is that any 
commodity, and currency included, maintains itself 
by the fact that it is limited in volume, in supply. 
That is tho first elementary proposition of political 
economy; that any commodity maintains itself by 
reason of tho fact that tho supply is limited. If the 
commodity supplied is not limited, it is bound to 
depreciate. 

0248. Do you then contemplate that in your gold 
standard with gold currency, there should he nothing 
hut gold coin circulating? -No, 1 say that the rupee 
shall circulate. 

8249. And no hank notes?— Yes, there will lie bank 
notes: why not? 

(5250. Then, I don't see how you aro limiting moro 
effectively the internal issue in the one caso than in 
tho oilier? Because [ am saying that the mint shall 
he closed. 

(>251. What about the issue of banks notes? They 
aro covcml. A covered note issued is not an 
addition to currency. Supposing you deposit a 
certain amount of gold in tho bank and you issue so 
much currency to cover it, that currency is not an 
addition to the currency. 

(5252. Oh, you want to have notes covered by 1(H) 
per cent, gold? Well, I don't say 1(H) per cent gold. 

G253. Then how will you limit it?— I mean eon- 
\ortibility in a method of limitation. I will have 
paper currency which is fully, absolutely convertible 
and not merely for the purposes of external trade. 
And I will have the rujiee nlwolutely fixed ill limit. 
So that it will maintain its value by reason of the 
fact that it is limited. The paper currency will 
maintain its value by reason of tho fact that it is 
(‘Oliver tible. 

3234. And how will you manage tho seasonal re- 
quirements of currency? Well, 1 say you can expand 
the fiduciary portion of the currency so as to allow 
for currency being issued against paper during 
seasonal demand. 

(»2V>. Do you not put it here at the disc ret ion and 
will of the issuer? Yes, but there is this convertibility 
which regulates the discretion. Convertibility is a 
means by which tho will of tho issuer is regulated. 
There will Ik* no danger. Although T admit that even 
ii mk r tho gold standard, tho gold may absolutely 
pass out and the country may only bo inundutod with 
paper notes. 

025(5. Would you say that the obligation to convert 
into nu international currency at two given gold 
points is sufficient to ensure tlio stability of money, 
because, if you over-issue internally, your money will 
depreciate in relation to gold? — Yes, I admit it, but 
it will !k» long after. There will be a long interval 
licfore that thing may happe n y id in the case of some 
con n l ries, i L may not "Imp pen. 

(5257. How wus the gold standard worked before tho 
war in Europe and other countries?— It worked on 
tlio basis of convertibility, not only convertibility for 
external purposes. 

325$. But was that standard not in the main 
worked, by tho central banks uoL converting into 
gold hut holding foreign exchange, and only in the 
last resort was gold flowing from one centre to 
another? — But their arrangements ns to convertibility 
were perfect and absolute. 

8250. You also know that ii great many of the 
countries on the Continent of Europe who hml 
perfectly stable currencies hml practically no gold in 
circulation? - Yes, that was so. 

6280. (Chairman.) We ore much obliged to you, 
Doctor, for your very full assistance today. 


(Thr iritncM i ritfolmr.) 
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0261. (Chairman .) Mr. Rhivpratnp Joshi, you have 
conic liero to-day as tho Honorary Secretary of the 
Marwari Chamber of Commerce in Bombay P— Yes. 

6262. And you have with you Mr. Hanirhandra 
Baid, member of your Chamber, and Mr. Umashankor 
Dikshit, who is tho Assistant Secretary of the Cham- 
ber?— Yes. 

6263. Your Association has been kind enough to 
provide us with a very full memorandum,* in which 
it sots out its views upon tho currency problem. In 
tho first place, for the benefit of those of us who art! 
not well acquainted with tho subject, could you tell 
us, Mr. Joslii, what is tlm nature of the business 
interests which are represented by your Association ? 

The nature of business is this: They are commis- 
sion agents, shroffs and 'bullion dealers. They wild 
goods to up country, and they are also bunkers. 

0264. As regards the nature of the business of a 
shroff, could yon just give iis a brief description? 
They do business; they lend money. Not only they 
lend money, but they accept biindis or honour huiidis 
of their up-couutry clients. 

6265. Who aro the clients of tho shroffs?— 1 The up- 
country dealers. 

6266. Dealers in?— Ill every kind of commodities; 
gold bullion or imports or exports. 

6867. What is tho number of members of your 
Association?— The number is 281. 

6268. 1 will, if l may, ask you a few questions on 
your memorandum just to assist us to understand 
your Aiews. I am going to deal in the first place 
with tlio question of the ratio of the rupee. 1 find 
set out in paragraph 6 of your memorandum an 
analysis of tho lmd effects «r raising the ratio; in 
paragraph 7 thore is an analysis of the bad effects of 
reducing tho ratio; and in paragraph 8 you say your 
committee consider both alternatives as highly objec- 
tionable and inadvisable. You come to the conclu- 
sion, “ Therefore any attempt to adopt a higher or 
lower ratio is highly undesirable.” Your memoran- 
dum presents mo with a real difficulty. Supposing 1 
am convinecd as it were by your arguments that it is 
a bad tiling to raise or lower the ratio, and sup- 
posing I accept your conclusion, “ Therefore any 
attempt to adopt a higher or lower ratio is highly 
undesirable," then T am so puzzled when I come on 
to paragraph 10 and find that your committee sug- 
gests that tho ratio of Is. 4d. should be reverted to, 
because it does not seem at firat sight consistent with 
your recommendation in paragraph 8 that any 
attempt to adopt a higher or lower ratio is highly 
undesirable. You see my difficulty, I am sure?— But 
I think it is no difficulty; becauso after tho war the 
level of exchange has been lowering, and it was 
coming to the normal stage, and it was due to 
starving our country of currency that the exchange 
rate was raised. 

* Appendix No. 80. 


6269. But tho effects which you describe in para- 
graphs 6 ami 7 are the effects, mostly bad according 
to your arguments, of raising or lowering the rate, 
and that men ns, ns I understand it, raising or lower- 
ing it from whatever given rate you start with; and 
you conic to the conclusion that raising or lowering 
is therefore bad. Hut your recommendation of Is. 4d. 
docs involve a lowering, does it not, because we are 
not now at Is. Id., and I want to seo why it is you 
recommend the adoption of Is. 4d.P- Our recommen- 
dation is above or below the gold ratio. We have 
accepted Is. id. as gold par, and so the objectionable 
ratio is either below Is. 4d. or above Is. 4d. That is 
my moaning. 

6270. fs what you say ill paragraph 7 as to tho ovil 
effects of lowering a ratio not directed towards mov- 
ing from the prevailing rate, whatever it may bo, to 
some lower rate, or does that argument apply, as you 
now tell me, to moling to a lower rale from some 
other formal rate which is not tbut which exists at 
tho time when you begin the movement? — My mean- 
ing is “ lower than Is. Id. or higher than Is. 4d.," 
and if that is accepLed 1 don’t think there will be any 
difficulty. 

6271. Perhaps you could elucidate paragraph C for 
us by telling us what precisely is the meaning of your 
plirasr, 41 our gold par before. 1920 was Is. 4d." The 
phrase does nut seem to lie very clear at first sight. L 
want to know just ivliut you menu by that phrnso? -- 
That is our old price of gold, 7'53 grains. 

6272. That was established by provisions as to the 
purchase mid sale of sterling under the gold exchange 
standard?- -That was the figure chosen as being 
maintainable in any way. 

627.4. You select, that as your chosen rate because it 
was then the legal rate? - Yes, Sir. 

6274. Just in (lie same sense as Is. Id. was our legal 
rate before 1920, so our legal rate is now 2 shillings ? 
-• That 2 shilling rate was not maintainable. 

6275. Blit when it was Is. 4d., how did they differ? 
— <Wo think Is. 4d. could ho maintained if steps could 
he taken in favour of it, that is, by giving our 
country free gold. 

6276. That is introducing an hypothesis as to wdiat 
might have happened, mid I want to consider only 
what bus happened. I suggest to you that if you 
aro going to select the rate on t-lio ground of what 
rate is legal, you must now take us your gold par tho 
2 shilling rate? Wo do not accept the 2 shilling; 
that broke down in a time of adverse balance of 
trade. 

0277. But so has the Is. 4d. rate?— I do not think 
that will break down. 

6278. Does not the matter stand tluiaP There are 
two things to take into consideration, either the legal 
rate or tho actual market rate which prevails now. 
The market rate which prevails at the present time is 
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round nlxxit Is. Od., nnd tho actual legal rate is 2 
shillings; No 1 still do not see for what reason you 
adopt a rule which was once the legal rate, that is 
Is. 4d., in preference to another? — Tho thing is our 
experience has shown this is the only rate which can 
1 m* maintained in any circumstances. 

0279. 1 will come to that present^. Finally on 
this question, is it not a fact that your arguments in 
paragraph 7 as to the evil consequences which result 
from ti falling rate apply in 1*01)1111011 senno to tho pro- 
cess of falling from the existing market rate of the 
day to sumo lower rate, und that therefore 0110 criti- 
cism of your recommendation of Is. 4d. is that it will 
involve all these evils you describe in paragraph 7 
by moving to Is. 4d. from the current market rate of 
Is. (id. ?--But we say that all these are temporary 
effects; the evil effects will be only temporary. 

6280. Even if the evil effects will lie temporary, why 
incur any temporary evil effects unless you must? — 
Suppose you are not going to revert to the pre-war 
rat io wc shall not lie able to keep any new ratio : that 
is our contention. 

0241. f do not follow that. Perhaps I have not 
quite appreciated your real reason for preferring tho 
Is. -Id. rate yet; but let mo pass to the very interest- 
ing question which 3*011 now suggest. 1 understand 
it is your opinion that the Is. 4d. rale can bo more 
easily maintained, onco it is enacted, than the Is. fid. 
rate?- -Yes, Sir. 

<1282. I think the point of view you have to adopt 
in order to establish that proposition is this, that the 
maintenance of a rate depends only at bottom upon 
tho volume of tho currency of tho country in relation 
to the business done by the country ; and that any 
rate can he maintained with the same ease onco you 
liave contracted or expanded the currency of the 
country to an appropriate degree to maintain that 
rate. It is, therefore, not sound to say that one 
rate is more easily maintainable than another. T can 
summariso the contention in this way. Tho way in 
which the matter would have to ho put is this, that 
such and such a rata is unattainable because it 
demands a contraction or expansion of tho currency 
which is impracticable and might be ruinous, but that 
onco tho adjustments involved in adopting one rate 
or nnother have taken place then any rate is equally 
maintainable? — -We can niainain any rate with our 
gold reserves but our idea is that for the Is. 6d. 
figure we cannot accumulate enough reserve, and 
without having enough reserve it is not maintain utile. 

<5283. The function of a reserve is this, is it not, 
to maintain stability against whatever fluctuations 
in tho Bupply and demand for internal and inter- 
national currency may follow from alterations in the 
balance of trade?— Yos in the balance of trnde but 
afterwards gold is required. 

0284. Are those fluctuations affected in their 
absolute sixe by tho rule which you are trying to 
maintain?- —After nil tho accounts are adjusted by the 
import of gold or the export of gold. 

0285. Not necessarily by that. That perhaps would 
not bo relevant to the contention.— (Afr. fluid.) May 
I also say a word? 

0286. It would probably be an advantage to your 
colleague if you make any additions now before wo go 
so fnr that we forgot what the point was.— (Afr. 
fluid.) Tho Chamber is definitely of opinion that the 
ratio should bo Is. 4d. and not Is. fid. in the interests 
of the country as a whole. Of course this ratio of 
Is. 4d. has worked very well from 1898 to 1920, except 
1907-08; so for many years this ratio has worked very 
well; therefore wo need not go to another ratio for 
our exchange purposes. 

0287. That brings us hack to tho point on which I 
was trying to got my mind dear in regard to Mr. 
Joshi’s remarks. You say we need not go to another 
ratio, but tho point 1 am drawing your attention to 
is that we are now at another ratio ? — True we are now 
at Ik. fid. but at Is. fid. tho country as a whole is a 
great loser. India is agricultural and its agricultural 
products suffer so much by two pence when wo keep 
the rate at Is. fid.; and again our industries also 


suffer greatly to the amount of two pence ; and so wo 
do not want our agriculture and our industries to 
suffer so much hy keeping the rate at Is. 0d., wo 
being an exporting country mostly, wo wish by 
keeping the ratio at Is. 4d. to gain so much national 
wealth. 

(5288. There again you involve me in just the Kamo 
difficulty as regards your memorandum as that to 
which I was referring in my questions to Mr. Joshi? 
- -What I understand from you is this that there 
shall he hardship to some. 

6289. Let me just finish my question, otherwise we 
may lose the thread. What I was going to say was 
this. You say the country is suffering hardship from 
tho Ik. (id. ratio ns the result of the rise. Do you 
agree with the opinion expressed in the memorandum 
that the hardships involved in a rising ratio are tem- 
porary?— No, Sir. 

G290. You do not agree with that opinion ex- 
pressed in the memorandum? The opinion is ex- 
pressed here in paragraphs fi, 7 and 8 of your memo- 
randum that the hardships involved in a rising or 
falling exchange are temporary. I think we ought 
to know whether we are proceeding on a common 
basis. You do agree with that? — Oh yes. 

<5291. Then 1 am going to continue now, if I am 
not interrupting you. Tf that be so, are you, or aro 
you not, of opinion that prices have adjusted them- 
selves to the 1 8. fid. ratio, and that those adjust- 
ments which follow from the rise in exchange have 
now been completed? — There are so many factors in 
prices. Outwardly speaking the effect of a rising or 
a falling exchange seems temporary; hut when once 
we have established the ratio, we had Is. 4d. before 
and now we have Is. (id. ; now wo have got this ratio 
of Is. 6d. nnd ut this Is. fid. ratio our country is 
placed in a very suffering position and that bad effect 
of course underlies all tho transactions. 

(5292. 1 follow that general opinion, and it iB tho 
basis of that opinion which I am attempting to ex- 
plore. Just to resumo tho thread of tho questions 
which I was asking, the next is this. Is it your opin- 
ion, or is it not, by referring to such statistical in- 
formation as is available, that Indian prices have 
adjusted themselves to tho current rate of Is. fid. P — 
(Mr. Joshi.) If that ratio is legalised even in that 
cose they have not boon adjusted as yet. 

(5293. This is not a question of any formality or 
legality. This is really a practical question as to 
whether those effects to which you refer here ns 
following from a rising exchange have yet in suli- 
stnace had their full result on Indian prices P — (Afr. 
Joshi.) Yes they have. (Afr. fluid.) The result has 
been that our industries have suffered. See the con- 
dition of cotton. It is in an extremely bad condition 
and that is one of the results of the exchange going 
up from Is. 4d. to Is. fid. 

6294. I have some little difficulty in following your 
unswers unless one of you gentlemen answers at a 
time; because otherwise I discern a slight danger of 
answers creating a little exmfusion in my mind as to 
what the effect of 3’our reply is, as Mr. Raid does not 
always appear absolutely in agreement with Mr. 
Joshi. (Afr. fluid.) I thought you were addressing 
me, Sir. 

6296. Mr. Joshi, your opinion is at any rate that 
prices have adjusted themselveB to the new level P— 
Yes. 

6296. If prices have adjusted themselves to tho new 
level, if we adopt a lower level that would involve the 
disturbances to which you refer in paragraph 7P — 
Rut they have adjusted; after adjustment also we aro 
losers at this ratio; the country as a whole is losing. 

0297. If the adjustments have taken place and the 
country is still lasing, that I fear is in contradiction 
of the opinion expressed in your memorandum that 
the effects of such falling or rising rates are tem- 
porary effects only P— Rising or falling are tempor- 
ary; but when they have risen or fallen that effect 
remains. 
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6298. At tho ond of paragraph 6 you nay the 
effects of a rising or falling rupee are comparatively 
speaking, temporary. Now you havo told me that 
prices are adjusted to the present level of Is. 6d. but 
the country is still suffering from the consequences of 
that rise. That appears to me to ho irreconcilable 
with your expression of opinion that the effects are, 
comparatively speaking, temporary. But lot that 
pass. Let me ask you, Mr. Joshi, what in your 
opinion are the evils from which the country is now 
suffering as a consequence of the rise to Is. 6d. P — The 
producer can get less for his produce, and tho 
national industries are suffering. 

6299. Prices have fallen as a consequence of the 
rise in the rupee, and the producer can got less for 
his produce P — Yns. 

6300. You must remember that we are proceeding 
on the basis that the adjustments are complete, and 
if he can get less for his produce he lias also to pay 
less for what he buys. Does that not effect some com- 
pensation P— No ; it is not so; he buys less than he 
sells. 

6301. It would follow from that answer that only 
the prices of what ho sells have fallen and not tlio 
prices of what he buys. Is it your opinion that he is 
still paying tho same price for what he has to buyP 
—He gets less for his produce. 

6302. But tho value of the money which he gets for 
what ho produces is greater in consequence of the 
general fall of prices, is it notP — No; he is getting 
less, not more*. 

6303. Let me ask you one or two questions about 
the next aspect, that is, tho aspect of the gold ex- 
change standard and tho currency standard. I should 
like to ask you one or two practical questions about 
that. T imagine that in your sphere of business you 
have a very intimate acquaintance with the silver 
market?- -Yes; wo are doing commission agents' 
business. 

6304. In silver bullion?- We are executing orders 
of up-country agents. 

6305. That is tho market you have to follow? — Yew. 

6306. T wonder if you can give nny assistance to 
the Commission in understanding snmo of tho social 
and political effects of tlio proposals that have been 
put hoforo us. Tn the first place, somewhere in the 
memorandum I think you refer to tho possibility of 
an imporL duty on silver? — No. 

6307. Nevertheless that is a proposal which in vari- 
ous ways has been put before the Committee. What 
in your opinion would bo the effect of the re-institu- 
tion of an import duty on silver imported into the 
country P— 'When the country gets a gold standard, 1 
think there is no harm in putting a duty on silver. 

6308. I am thinking really of what people would 
think about it. It would havo the result, of course, 
that people in India will have to pay more for their 
silver than tho rest, of the world, if silver was dearer 
hero than elsewhere?- But India will not buy silver 
at the higher price; they would buy less silver. India 
always buys the cheap metals ; the cheaper the metal 
the more they buy; so India will buy less silver and 
consequently by instituting this duty on silver, prices 
in other countries will fall. 

6309. Do you think it would have a real effect upon 
the world price of silver P — I think it would not have 
any effect. 

6319. It would depend upon the scale of duty, 
would it not? What I am thinking of is this. Sup- 
posing that people see that Bilver is dearer in India 
than elsewhere, will that 1 iayc any effect in making 
them stop buying silver and making them turn to 
other commodities? — Yes, they would buy gold; they 
would buy what was cheaper. 

6311. If silver looks higher, then they would buy 
gold P— Yes. 

6312. I want to contemplate another possibility. 
Supposing that currency changes make it necessary 
for the Government of India, when introducing a 
gold currency, to get rid in course of time of a large 
quantity of silver, shall we say about 200 crores, and 
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supposing that can be spread over about 10 years, so 
that about 20 crores would havo to be marketed every 
year, does your acquaintance with the conditions of 
the silver market as a whole enable you to express 
any opinion ns to what effect those sales would have 
upon tho price obtainable for the silver? - The first 
thing I want to say is that there is no need for selling 
silver. 

6313. You start by saying there is no need to sell 
silver. That is an interesting opinion ; hut how would 
you avoid that? I must just explain it a little more 
to you. Tho Government introduces a gold currency; 
it limits the legal tender of tho rupee; then its stocks 
of silver in its reserves are no longer of any use; they 
are nob wanted. It is a big value, and the realisa- 
tion of that value will give the Government some- 
thing to set against the expenses of the scheme. Can 
you suggest any way in which the Government can 
realise that value without selling its silver? — Yes; L 
do nob see that there will he any cost if you como to 
a gold standard. 

6314. What is to become of India's silver if it is 
demonetised? — It will circulate as it is. 

6315. What, about the 90 crores of riisorves of tho 
Government of India? — India is a very large country. 
This 90 crores is not such a very big stock for India; 
there are 32 crores of people. 

6316. The amount of rupees actually issued is some- 
where in the neighbourhood of 600 crores; so that 400 
crores may he left. Remembering that your proposal 
is to reduce the silver rupee to the position of small 
change, to that of the shilling in England, one result 
of that would he, would it not, that anybody who 
holds silver in> hoards will want to get rid of that 
silver as his store of value if it eeasns to bn legal 
tender? — No; that is why therefore we say that you 
must not havo this limited legal tender in the be- 
ginning; it must he unlimited legal tender for the 
present. 

6317. But ultimately? -Even ultimately the legal 
tender should lie large and if it is largo ultimately 
the people whose earnings are not so big can havo 
rupees also; those rupees will not return. 

6318. Supposing I have a lakh or two lakhs of 
rupees in my chests as a hoard, as a store of value, 
and supposing I am told that the Government of 
India is going to make the rupee no longer legal 
tender, even for so big a sum ns a thousand riiffCcs, 
do you not think that I should bo very anxious to 
change those rupees int-o something else?— 4Ve do 
lint think that rupees in such large nnmuutK are 
accumulated by big persons. Only the small people 
accumulate, rupees to a certain amount; their earn- 
ings are not much nnd so they need not go nnd change 
it into gold. 

6319. Have you hecn able to estimate tho amount 
of rupees in hoards P — I think it might he about, 200 
crores. 

6320. There are 2(H) crows in hoards and there aro 
another 90 crores in the reserve? -Not even 200; 
I think it is less. 

6321. In view of that great amount in hoards, do 
you think there is nny practical possibility of tho 
Government's reserve of 90 crores being worked off ns 
smnll change under your system for one hundred or 
two hundred years to come? — We think that all thoso 
rupees will not return; India is not a country liko 
America; India is not so rich. 

6322. It is your scheme finally to make the rupee 
no longer unlimited legal tender, but you do not 
propose to give any option to people to convert tlieir 
rupees into gold before you limit its legal tender? — 
Yes. 

6323. Do you think that would be fair to tho 
holders of the rupees? — Why not? 

6324. They will say : 11 We have been encouraged 
to put our savings into rupees on the basis that they 
are full legal tender, and now, without giving us 
any eh mice of getting rid of them, you go and destroy 
part of tho value of our holdings.”?— It is not 
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destroyed. When the rupee is circulating nnd the 
limited legal tender is for a largo amount, in thnt 
ease they have iio romplaint of this kind. 

6325. You are of opinion that you could tako this 
step without at all affecting the value of the rupee P — 
Yes, we can take it, certainly. 

6326. Finally, 1 understand as regards your pro-' 
posals that you are in favour of the imperial Hunk 
managing the remittance operation*?— Y ob, Sir. 

6327. You desire to see the control and management 
of the note issue and the currency policy in tho 
Imperial Bank, hut before doing thnt the directorate 
of the liAiik should he made fully representative of 
Indian interests. Will you explain those require- 
ments as to the director a to of the hank, to show us 
more exactly what your Association would consider au 
eseutial condition? — Tho Indian interests will bo re- 
presented more in the official department. 

6328. You have not elaborated yot any scheme for 
a fresh constitution for the hank?— -No. 

6329. Then, finally, you pronounce against the 
small note; you say public sentiment is decidedly 
against its re-issue. That, I may say, is not in accord- 
ance with a good deal of evidence we have had hero 
us regards the acceptability of the small paper note, 
so perhaps you could give os the benefit of your 
experience oil that point?— You see, these notes are 
spoiled and our country is agricultural. They keep 
this paper with them, they have to work in water and 
that is spoiled easily' and thousands of rupees are 
wasted in that way. 

6330. You have heard complaints, have you, from 
small people that they burn lost money by destruction ? 
— We see it by experience. 

6331. (Chairman.) Now perhaps you will lie kind 
enough to answer any supplementary questions that 
my colleagues may have to ask you. t should perhaps 
remind the Commission that we have Lite advantage 
of the presence of the representatives of the Marwari 
Chamber of Commerce only until 12.30, and that 
after that another witness is coining. 

6332. (Sir Nomit Warren.) Clause 21. Am 1 
to understand from the opinion cxjuvsmmI in 
this danse that the Imperial Bank of India has tlio 
confidence of the people of India to a greater extent 
than the Government of India? Is that what you 
mean? — My meaning is that Government has to think 
more of polities, and this is a currency matter and 
so this should remain with other parties who have 
nothing of (Kilitics in their minds. It is in Lhis 
respect thnt 1 want to say that this should lie trans- 
ferred to tlio imperial Bank. 1 have no other mean- 
ing than this. 

6333. (Sir Vurahatamdas Thakurda*.) Will you refer 
to paragraph II of tho printed memorandum, Mr. 
Joshi? You way: “Tlio Committee fool sure 
that if tho gold price of tho rupee is fixed as 
suggested ami gold is made freely convertible into 
notes or sovereigns, an iiumeiiso amount of gold 
w'liich tho country lias taken in at Is. 6d. will ho 
released and will liecome available for trade purposes.” 
What do you mean hy 44 ail immense amount of gold 
which the country has taken in at Is. (id. will he re- 
leased ” ?Now, you see during the last year the 
country has taken im enormous amount of gold in 
adjiistWiit of the favourable trade balance of the 
coiiutry. Now, India buys gold at cheaper rates. 
They only buy gold or silver when they have the level 
cheaper, and so, they havo hong) it at Is. 6d., and at 
is. 4d. they will give it hack. 

6334. What difference will Is. 6d. and Is. 4d. make 
in the rupeo rates of gold, Mr. Jushi? — in tho rupee 
rates there will he three rupees difference. 

6335. At Is. 6d. the gold rate is what? — Tho gold 
rato is Rs. 21-4, and at is. 4d. it will bo say Its. 24. 

6336. What you mean is that the people will be 
making a profit on what they have bought and that 
they will pArt with the gold? — Yes. 

6337. You moan they will sell it in the market or 
offer it to tho mint to be coined?— They will offer it 
to the mint. 


6338. 6o, all this gold which nt present is in hoard 
will bo converted into coin and will be available for 
circulation ? — Yes, certainly. 

6339. Are you saying this from any previous ex- 
perience of your Chamber regarding fluctuations in 
gold rates? — Yes, Sir, wo have seen. 

6340. Will you givo us one, if you remember any 
case like this? — Yes, Sir. Some years back, when 
the Government gave gold in tender, tlio prico was 
about Ik 20 average. Now India bought that gold 
at Rs. 21 and Rs. 20, and when tho trade balance was 
against India, the price of gold rose to Ra. 33. 
During that period India was letting gold out. This 
is a recent experience which I have given. 

03*1 1 . You menu the people who put in the gold at 
Rs. 20 sold it back as they made a profit at Rb. 33. 
is that what you mean?— Certainly. They Bold and 
got some profit. 

6342. You said just now that peoplo buy whichever 
of the two precious metals is cheaper. What do you 
think is a cheap prico for silver in the eyes of the 
lieople with whom you are acquainted, I mean the 
class alxiul whom you spoke? — it would lie regarded 
ns a cheap level of price for silver only up to Its. 60. 

6313. At lls. 60 you would consider it cheap?— Yos. 

6344. And you think that the 72 or 71 rupee rate 
prevailing at present is on the high side?- -not attrac- 
tive to the buyer? — No, it is not attractive to the 
buyer. 

6345. Gold, you think, at about Rs. 21 is regarded 
by the people as cheap P— Yes. 

6346. Now, if silver happens to go under Rs. 60, 
you think people will put in silver ?— Certainly. 

6317. They won't part with it nt any rate?— 
Certainly. 

6348. That is the experience of your Association? — 
Certainly. 

0349. Can .von give us any instance, if you re- 
member anything, as to when silver was under 60 
or nt. 00? Some years hack. 

6350. Can you tell us how many years backP- l 
don't remember exactly. It was Its. 56 and India 
bought an immense amount of silver at that rato. 

6351. So you think thaL if silver goes under Rs. 60 
against the Rs. 71 which Jn the rate to-day, tho people 
will not only not part with silver in thoir possession 
•hut may buy more? — Yos, Sir. 

6352. Why tlo the peoplo buy silver? Supposing 
silver coin is made a limited legal lender, as you 
yourself suggest, why would people buy silver at 
Rs. 56 or Rs. 09? -Tho price of silver is loss than 
that- of the rupee. They buy silver at tho market 
rate, that is tho current rate. They buy it at the 
current rate. 

6353. Why do people buy silver? Do they use it 
for domestic purposes and ornaments P — They use it 
fur ornaments. 

6354. And at under Rs. 60 tho people feel that it 
is a very good investment ami tho lower it goos below 
the Rs. 00 level, the more people will buy. At any 
rato they are not likely to sell? — Yes. 

6355. Why do you tlion say that the Government of 
I ndia, when they make their rupee coin a limited legal 
tender, should not sell thoir silver in the market hero. 
|/ct mo explain it. When the Government of India 
make the 1 silver coin a limited legal tender ami as 
the silver coin which the Government of India would 
lie limiting would be in the neighbourhood of say 
two hundred croros returning from currency, why 
should they keep that silver and lose interest on it 
and why don't you recommend them to sell tho silver 
in tho innrket in India P — The thing is that India is 
a poor country, she requires subsidiary coins also. 
So in the shape of subsidiary coin wo may keep that 
silver. 

6356. Do you, Mr. Joslii, wish to say that you 
require rupees as subsidiary coin to tho extent of 
200 crorcsP You could not require that, could you? 
I mean when gold 1 b in circulation and gold notes 
will be exchanged, as you say in paragraph 11, surely 
the people would not want so many hundred crores of 
rupees ns subsidiary coin? The Government of India 
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would have tlio silver lying in their t-muiiiry useless. 
Wliy should they not sell it?— Our belief is that so 
ninny rupees will not ho returned to our currency 
department. 

0357. Now, 1 will shift to tlmt. How many rupees 
do you think are likely to ho returned when the gold 
coin is put into circulation ? - Not so much. 

035$. How much? 11 So much " gives us no idea. 
A hundred crores, two hundred crores, iifty crorcs? 

A negligible amount. 

0350. Ten crores? — Yes, it may lie 10 crores. 

6360. 1 mean, when the people can get gold coin in 

icturn for a certain amount of rupees, in accordance 
with the rale of exchange fixed, you don't think the 
people will rush for gold coin? You sec*, wo are not 
going to convert it into gold at the very beginning. 

0301. But eventually when you do convert, the 
Government of India nro bound to have a largo 
quantity of silver rupees in their treasury which you 
wunt th© (government to plnco in the reserve. You 
waul tho amount to buy gold with. Well to pay for 
that gold from England or America, tliey will have 
to put up money. Now, if they are to lock up their 
silver rupees here without selling it, surely it will 
mean less interest to the treasury ami to the tax 
payer? — Wo see that wo are not going to have it sill 
at oueo but as tho stages coino oil this silver will 
lie absorbed in tho country. 

<>3fi2. By? — Will ho absorbed as it has Wen for the 
last few years. 

6303. As currency ? Am currency also. 

0351. But the currency, Mr. .loslii, will then he a 
subsidiary coin within a period of five or ten years, 
whatever you inny estimate it will take l«» complete 
tho stages, your rupco will 1 m> a suhsidiary coin? 
Certainly. 

6365. And you don’t mean to sav that as subsidiary 
coin tho country will want the same amount of rupees 
as they wanted for tho main coin? -I don’t think 
there will bo any harm if tho present amount remains. 

(1300. (Chairman.) Sir Purshotniudax, this is rather 
tho ground that tho witness went over with me. Do 
you think you will get anything more from him by 
your questions? 

03(57. (Sir Vui sliotn mdas Thnkimlax.) T was only 
wondering whether ho appreciated the difference in 
the shape of loss of interest, to the treasury. 

0308. (Chairman.) I was waiting to see whether Mr. 
Joshi had anything to add to that-. It seems tu me 
he has given us his views upon the matter. 

6300. (Sir Purshotamdns Thn Lunins.) Begarding 
hanking facilities, the people of Fndia especially in 
the mofiissil — T menu the district* are not accus- 
tomed to invent their savings?- Certainly. 

0370. The representatives of your emu m unity and 
niciiiliers of your (’handier have Lho reputation of 
being hankers ill the districts? Certainly. 

0371. Why do you think that the people prefer to 
keep their savings in ci>iu or in precious metals 
instead of offering it as deposits to hanks or 1o 
industries or to firms like those of your firms? My 
reply is that there are not so much facilities, banking 
facilities, and so they feel disgusted, and so they 
keep gold or silver. 

0372. But while there nro no hanks, surely there 
are hunkers P— CJcrtai illy. 

(>373. T moan every place has a Sowcar. Why don’t 
people lend to the Sowcar and earn interest instead 
of keeping it in precious metals? — The system is not 
so good. 

0374. Which system is not. good P--- Tho hanking 
system. What I mean to say is tliut they keep gold 
or silver simply because they think that when required 
they will fbe able to get it; so if facilities may be 
Kiven by tho Imperial Bonk, or the currency 
authorities, then in that ease they may do away with 
gold and take notes. 

0375. “ When facilities are given by the Imperial 
Bank,” you mean thereby that when the Imperial 
Bank has a branch and is prepared to borrow, then 
the people will be prepared to lend? — Certainly, and 
when there may be some facilities. 

56688 


0370. What sort of facilities? According to our 
Deshi system. \mv everything is in English, which 
some people cannot read. 

0:577. You mean when hanks are conducted with 
vernaculars as tho language of tho district for 
cheques? Arc there none such at preseut? — L do not 
think so. 

037S. Well, you said that the people generally do 
not lend and they keep their money in precious metals 
because they are not sure that they will get precious 
metals?- -They will do it in .-mall amounts owing to 
want of facilities. 

6379. If they feel sure that they would get the gold 
coin just as they feel sure that they would get tho 
silver coin, you think people would ho moro dispos'd 
to invest?- Yes. more disported to part with tins 
hoarded gold. 

(>380. And what would they then do? Invest their 
money in the Hanks, taking it for granted that the 
Banks will within that period bo prepared to give 
fucilit ies? -Certainly. 

0381. Just, one mom question, Mr. Joshi. You bay 
in paragraph 5 of your written statement : 
11 These effects of a rising or falling rupee are com- 
paratively speaking temporary”; and I understood 
you to say in reply to tho Chairman that in your 
opinion prices had adjusted themselves since the rise 
of the rupco from Is. 4d. to Is. 6d. Tho prices of 
what cum modi ticti had you in mind? — Tho prices of 
raw' materials. 

(>532. You think tho price of bajra and so forth is 
a tree tod by exchange? - Such things am not exported. 
11 Trices of exportable articles,” that is my meaning. 

6.38,3. You think that the price of wheat is affected? 
- IF wheat is exported in largo amounts, then it is 
affected to a certain extent, but the poorer popula- 
tion here are using other articles than wheat-. 

6384. That is, rice, pulses, etc. Did the prices of 
tlicso articles g«> down with the rise in exchange 
from Is. 4d. to is. 6*1. — bajra and such other things, 
not exported? — They wero lint affcrUd. 

(>385. Therefore a change in exchange does not 
a ffect these articles ? - (VrLu i 11 ly . 

0386. And them are no <v>rrcspnudiug sympathetic 
MiicLuatious upwards or downwards? (Vrtaiuly. 

6387. Are these articles the main articles which g» 
to make up tho cost of living of the masses in India? 
Certainly. 

03^8. I)«»es a rise or fall in exchange therefore 
cheapen their cost of living? — It has no effect at 
nil. 

0.380. Whatever the cost of living is, it is station- 
ary, ami the gain or loss to the cultivator in the 
articles which lie grows for export is affeeted 
independent of that? -Yes. 

6.390. (Sir Itryinald Slant.) Mr. Joshi, to pursue 
that last point a little further: is there any com- 
petition in this country between the different kinds 
of food grains? f mean, supposing wheat is 
eheaper, don't people then eat more wheat, and 
supposing wheat is dearer, don't they eat less 
wheat? You see, tho masses are only eating such 
things as bajra and all these oLher articles because 
they are accustomed to out that, and if wheat is 
cheaper, then they may take that to a certain 
extent. They are accustomed to eat all llicso 
materials which are not ex|x»rted geneially. The 
people in this part, the masses, are only taking the 
materials which are not exported in large amounts. 

6391. You nro aware that in Upper India, in the 
Punjab, in the United Provinces and in Sind there 
is a very general consumption of wheat, especially 
when it is cheap. Are you not aware of that?— 
You see there are people who aro accustomed to it; 
there are such people also who do not like to eat 
wheat, in certain parts. They say, 9t No, wo don't 
like this, we like our bajra, and so on; it i* our 
hereditary food,” and so they take it. 

6392. That is in this part of the country?— But 
tho richer people, they take wheat. 

6303. You are not then acquainted with tho 
conditions in Upper India, tho Punjab and tho 
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United Provinces and Sind, where a great number 
of people consume wheat, not only the rich people P — 
T think the majority will he found to use these other 
materials. I do not say that none is taking wheat; 
there may he some who take it; but tuking all into 
consideration we say that the number will remain 
below that which takes the other materials. 

6394. Wliut 1 want to put to you is that at any 
rale in largo parts of India tha people eat more 
wheat when it is cheap than they do when it is 
dear. Do you agree to that proposition? — You 
see, wheat will not take the plaeo of the other things. 
They inoy take it, hut it will not totally take the 
place of the other things. Wheat, if it is cheaper, 
u ill not. take the place of all the other materials. 

6395. Let us keep to one point at a time. You 
agree that they eat more wheat when it is cheap. 
Don't you think therefore that they cat less of the 
other grains? When they eat more wheat, don’t 
they eat less of the other grains? - In that cose they 
may take less of the oilier grains. 

6396. And would not that tend to ehcapcn the 
other grains if there is a small demand for them? — 
I think it is not usually a very hig amount. 

f>307. Hut there would he some effect from a de- 
crease in consumption ? — (Small amounts can have no 
effect 1 think. Well, if it is in larger amounts, it 
may have some effect, hut small niuouuLs cannot have 
any lasting effect. 

6308. Have you any idea of the proportion of 
wheat that is exported as compared with the amount 
that is produced in India? Would you say that 
10 per cent, of tlio wheat produced in India is ex- 
ported? — More than 10 per rent. T think. 

6300. Can you give me a figure?— -I have no figure 
at present. 

0*100. I think you will find that a very small pro- 
portion of the wheat is exported. You say that it 
is only small amounts that are consumed. I think, 
however, you will find that a very large amount; by 
far the greatest proportion of the wheat produced 
ill the country is con Mimed in the country? — But that 
is consumed l»y the rich people, not by tlio poorer 
people. 

6*101. I think you are generalising from your ex- 
perience ill this part of the eouutry, Mr. Joshi? - 
Well, tho general belief is this, that in India the poor 
masse* are taking oilier materials than wheat. That 
is the general belief I think, and the rich people are 
taking wheat. There are two kinds of people: tlio 
poor are taking other materials and the rich are 
taking wheat. 

6402. I can inform you, if you are not aware of it, 
that in the parts of India which l know, especially 
the Punjab, the consumption of wheat i|8 very 
general and is not confined to the richer classes? — 
It may he in certain parts. 

6103. Well, taking the parts where wheat is 
generally consumed, we reach the point that when 
wheat is cheaper, the consumption increases and the 
consumption of other grains which are in competition 
with it decreases. The question 1 wanted to put to 
you, and to which 1 have not yet had an answer, 
was,-- will not that decrease in tho consumption of 
the other grains cheapen those grains, or will it not 
tend to cheapen those grains? -They may ho cheap 
it greater use is made of the other thing. 

6404. AjhI therefore will not tho price of wheat 
affect the price of those other food grains?---! do not 
think it. is so important, because generally, even in 
times of hig exports of wheat or less exports, we do 
not see so much difference I think. 

640/5. I do not follow you. Tho point is that the 
price of wheat affects the prices of other grains. You 
will admit that it has some effect P-nSomo effect. 

6406. But your point is it has not an important 
effect? — Not so important. 

6407. (Sir JTrnry Strakosch .) In paragraph 19 of 
your memorandum, you say that the gold reservo 
to lie provided for when the full gold standard 
is put into operation will have to bo very much 


bigger than the present gold reserve. You say that 
you cannot state now what the six* of that reserve 
would be. What I want to ask you is how would 
you suggest that this gold rosorvo is to be pro- 
vided? — This gold reserve will be provided by our 
favourable trado balances every year. 

6408. But how would that work? The reserve 
would have to be held by the currency authority 
mid flow would the currency authority become 
possessed of that balance of payments which is 
imported in the form of gold?— They may buy gold 
by tenders. 

6409. Who would buyP — Government, when they 
fix some ratio. 

6410. And in what form will they make payment? — 
They will make payment in notes. 

6411. So you would be increasing your note circu- 
lation in order to buy gold? — What I mean to say 
is that we would issue fresh currency only against 
gold. We are not buying further silver now. 

64L2. Yes; 1 want to know how that reserve iB 
going to ho accumulated. You say that gold would 
come into tho country because India has a lavourablo 
balance of payments and that that gold would be 
purchased by tho Government and that kho people, 
tlio sellers of the gold, would accept notes for 
that? Ortainly. 

6413. But if by any chanco they wore not prepared 
to accept notes hut ivere to demand that the notes 
should be converted into gold and you provide for 
it here by saying 11 that the reserve would be 
required to provide far maintaining tho con- 
vertibility into sovereigns of notes and of rupees 
in circulation.” Well, how would that work then? — 
It is not in tho initial stage. jWhat 1 want to say 
is that is our idea; ultimately. 

6114. But if you offer to exchange, to give gold 
for rupee notes and rupee coins in circulation, yon 
must ha vo some gold; you must have gold ready to 
givo it in exchange for them? No; wo are not 
giving it in tho very beginning. 

6415. Bub I am thinking of lator on? — Later on 
when wo have enough reserve; that will come along 
afterwards. 

6416. But I have tried to point out to you that 
it is conceivable that the* people will not be pre- 
pared to sell the gold for notes? -When our trade 
balances are favourable, people take gold and tho 
extra, wlint remains in tlio market, goes to the 
currency, if some ratio is fixed. 

0417. No, but lust year, India importod something 
like 70 crorcs of gold. That gold was imported and 
is now being held by the people in their own stores. 
Why should they not continue to do that in 
future? — They are bolding it simply because Govern- 
ment is not accepting it. 

6418. You think that, if Government ivere to accept 
gold, they would then be content to have notes P — 
Certainly. 

6419. And you think that by that process you 
could, in course of timo, accumulate sufficient 
reserve to bn able to pay out gold in exchange for 
notes and rupees if the necessity arose?— -Certainly. 
But that depends upon tho ratio. If the ratio is 
fixed lower we will get more gold. 

6420. I do not understand that. Why would you 
get more gold if tho ratio is fixod lower P-- I boliovo 
India is buying gold in amounts of rupees. Suppose 
at Is. 6d. the price is Rs. 21-4; at Is. 4d. ratio, it 
will he Its. 21. 

6421. You mean, in other words, that when gold 
has appreciated in terms of rupees, the people will 
want to take a profit on the gold which they bought 
at a cheaper price P — The country is habituated to 
believe that gold below Is. 4d. is nover to be 
maintained. 

6422. Therefore, as I say, if the ratio was fixed at 
Is. 4d., they would then Bay that the price will bo 
maintained and therefore there is no longer any 
prospective profit in our holding the gold and 
therefore we shall sell it. That is the point?— If 
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the price goos above and they are Bure that they 
will be able to get gold against it, in that case they 
will part with it. When there is free gold they 
will part with it gradually. 

6423. Do you think that much gold has been bought 
recently Bimply in anticipation of tho rate being 
reduced to Is. 4d.?- India is in the habit of buying 
precious metals owing to cheaper rates. 

6424. Quite. That is to say, they consider that 
gold is cheap because they were expecting that the 
prico of gold would rise, which would happen when 
the rutio is fixed at Is. 4d. ? — Yes. They are of mind 
that Is. 4d. is the ratio for ever; that is, our gold is 
nt Hs. 24. This is the belief in the general public, 
and therefore they don't let gold out. 

6425. Therefore, I suppose, it is fair to say that it 
is tho desire of every one who holds gold that the 
ratio should be fixed at Is. 4d. rather than at 
Is. 6d. ? — Not only of those, blit the country as a 
whole wants it to be fixed at Is. 4d. 

6426. (Sir Hcginahl Mant.) Mr. Joslii, I have now 
obtained tho figures for the production and export 
of wheat the point which we wore just now discussing 
and I should like to cull j’our attention to this: 
During the last three years for which we have 
statistics, 1621-22, 1922-23 and 1923-24, the average 
production of wheat was esti muted at 9,850,000 tons 
and the average export was 313, 000 tons; that is a 
little over three per cent, of the total production. 
Would you, therefore, now agroe that the greuter 
part of the wheat crop produced in India is consumed 
in the country and that it is not produced mainly 
for export Haiti.) My friend is a bullion 
dealer and T am a wheat dealer; so may I explain 
it? If we take the average for about 10 or 15 years, 
the average is about 10 per cent, and not 3 per cent. 
For three .years, of course, it may be less. Last year 
it was more than 10 per cent. It was 12 per cent. 
That is for 1923-24, when 12 lakhs of tons were 
exported. 

0427. In 1923-2-1, tho production was 9,747,000 tons 
and the export was 638,000 tons. — If you take the 
average for the last 10 or 15 years, I have not got 
tho figures before me here and 1 can send you aftcr- 
wards if you want, if you take the average for 15 
years, then it will he not less than 10 per cent. 

6128. 10 per cent, is the figure i suggested. It 
was wlmt I had in my mind from my previous 
experience. But your friend, Mr. Joshi, said that 
10 per cent, was much too small ami that the export 
was more than 10 per cent. — 10 per cent. 

6429. It merely hears out the point which 1 wish 
to make that tho greater part or 90 per cent, at 
least of tho wheat crop is consumed in Tmlia. — 
About 90 per cent, is consumed and 10 per cent, is 
exported. But generally the prices of javari and 
Imjri and other pulses are cheaper than tho prices of 
wheat. Even supposing tho prices of wheat go a 
little down, it is very seldom that they go below the 
prices of javari and bajri and therefore, the poor 
people generally consume those articles only. While 
the middle and upper classes consume wheat. 

6430. Are you acquainted with conditions in tho 
Punjab, Mr. Baid? — Yes; I know. 

6431. Do you tell ino that the people generally 
there do not consume wheat?- In the Punjab the 
people consume 7 nakka. 

6432. I did not say that they consume nothing 
hut wheat. — T do not say that they do not consume 
wheat. But what I say is that the farmers 
generally prefor maltha to wheat, because that is 
a much stronger element. 

6433. (Sir Mtmeckji Dadabhoy.) In paragrapj 24, 
Mr. Joshi, you deal with the question of the transfer 
of management of currency to the Imperial Bank 
of India. You recommend to transfer the control 
And management not only of the note issue but of 
the whole of the currency department to the 
Imperial Bank. Now it is not perfectly dear 
whether in this schomo of transfer you want the 


Government of India to keep some power of 
superintendence, control and direction? -I he 
Government of India liiuy have some control. 

6434. And you would maintain in the Government 
of India power of superintendence and control? — 
It will be called the State Bank and it will do as 
Government are doing nt present. All the currency 
department will bo under this Imperial Bank. 

6435. Tho Imperial Bank will be acting as agent 
of the Government of India?- - Yes; it will he acting 
as an agent. 

0436. Now you snid that tho Bank must ho made 
fully representative of Indian interests. Is the 
Imperial Bank of India to-dny not representative 
of Indian interests?— I do not think it is fully 
representative. 

6137. (Sir Mnneckji Datlahhoy.) What recoin iiieml- 
ations would you make in that direction, I mean 
what further rceuinineiidations? 

6438. (Chairman .) When I asked tho witness that 
question he said his Association had not worked out 
any detailed scheme for the change of constitution. 

6439. (Sir Maneckji Dadabhoy.) You have no 
personal suggestions to offer?— (Afr. Joshi.) No, I 
am not an expert in this matter. 

6140. Would you ask the Government to 
nominate the directors or w'ould yon ask the Bank 
to nominate the directors?— The Bank. 

6441. Government should have no voice in the 
constitution of the directorate? — Government should 
nominate certain directors no doubt. 

6442. Certain directors should be nominated by 
Government? — Yes, Sir. 

6413. (Mr. Preston.) Mr. Joshi, in paragraph 
17, you say, 11 Under the circumstances my com- 
mittee suggest that effective steps should be taken 
immediately to ensure Tmlia's going over to tho 
full niul rent gold standard nt an early date." That 
is you do not anticipate that the country is in a 
position actually to go oil to the real gold standard : 
although you think wo should announce that as 
our ultimato intention, still you are prepared to 
give the scheme time before it actually comes into 
operation ?— Bub preliminary steps should he taken. 

6444. Exactly. Then in paragraph 21, you say, 
“ My Committee, however, are of opinion that 
before imposing a limit on the amount for which 
the rupee should be legal tender it should not ho 
declared convertible into gold for internal use"?- 
Oertainly. 

6145. “ But whether tho rupee remains unlimited 
tender ns now or not for bond fide export purposes 
gold should certainly he issued against rupees." 
Then in your paper you go on to describe or to deal 
with certain component parts of such a system as 
you desire to attain. A question was put to you 
by Sir Henry 8Lrnkosch. That was in reference to 
the gold standard reserve. When Sir Henry asked 
.vou how you were going to increase this reserve 
you stated that the reserve will have to he con- 
siderably added to. I take it that your reply did 
not refer particularly to the gold standard reserve 
as it exists to-dny, that what you were trying to 
emphasise was the general gold reserves of tho 
country rather than any one particular reserve. 
Is that right? — Wo want you to take early stops; 
these are the early steps to he taken ; hut ultimately 
we require a gold standard. 

6446. You are speaking of the general gold 
reserves or the total gold rusrvoH. I take it you 
intend that Government will not sell more than 
tho fixed amount of councils which the Home 
Ghargos necessitate?— I do not understand clearly. 

6147. Well, I will put it in this way. Govern- 
ment under your scheme are only permitted to sell 
the actual amount of exchange required by their 
home requirements, nothing more?— Certainly, Sir. 

6448. Then they stop and a line is drawn; and 
as additional currency is required in this country 
for seasonal purposes every Bank desiring to obtain 
additional currency, every buyer of India's produce 
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who desires on his uivn personal behalf to obtain 
additional currency, a lint they will have to do is 
to tender actual gold in London or ship gold to 
this country and tender it to the Currency Office 
and there obtain local currency, either note's or 
rupees, from the Currency Office? Certainly. 

Cl ID. And the gold reserves to that extent will be 
increased. I think that is what you really 
meant ? — Yes. 

Gift). There are just one or two morn points 1 
want to ask you. You suggest that we should 
roally, if wo coin at all, coin sovereigns and half, 
sovereigns, or if the country considers that a gold 
moliur is more to their dignity they can call it a 
gold moliur, hilt really speaking it will ho a sovereign 
only under another name?— Certainly. 

6451. Of identical fineness and identical weight 
with our present gold sovorcigu and half-sovereign, 
though it may ho called a gold moliur? — Certainly. 

6452. There is one point in connection with that 
particular gold standard reserve as it exists to-day. 
You are, no doubt, aware that the gold standard 
reserve ns it exists to-day, this particular one came 
into being 20 years ago? - Certainly. 

Gift!. It came info being as the result of profits 
on the coinage of rupee; the actual profits. 1 believe, 
really represented a sterling amount equal to about 
27 million sterling. The fund to-day amounts to 40 
million sterling. Therefore the increase in that 
reserve has been brought about by accumulations of 
interest on that reserve. Now the interest on that 
rosorvo to-day, which amounts to nearly a million 
and a half sterling and which smnu years ago was 
always added to the parent reserve, i-- being used 
for revenue purposes?- - Certainly. 

GI54. What would you say to a suggestion to this 
effect, that the million and a half or the annual 
interest us earned on that fund to-dn.v shall in 
future, instead of being milled in London, tint gold 
should ho taken from Loudon and shipped to this 
sidu in order to create an additional actual gold 
fund hero in India?— To import gold into India? 

6155. Yes? Certainly. 

6456. Then as regards the paper currency, l just 
want to ask you a question on that. You have stated 
as your opinion that when we do como to a gold 
standard the actual gold hacking of the note issue 
should ho not less than ft) per oenl. ?---Ycs, Sir; hut 
it is our ideal only. 

6457. You have got. to arrive at some ideal, of 
course? — It may he less, hut that is our ideal. 

6458. We have got. to have some figure. Now 
I want you to give me some idea, nu approximate 
idea, an ideal it may he in the same sense in which 
you have just spoken, ns to how long you are going 
to givo us to bring such a scheme into operation. 
Would you consider 20 years too long to do this in? 
That is, to accumulate sufficient gold so that we 
can say, “ Here you arc; wo have so much good in 
the reserve”? — Tt won’t take so many years, loss 
than 20 years; T should say 10 yoars. 

6459. But you must give us some leverage; say 
10 to 15 years, shall wo say? You cannot say 
exactly how many years it will take. You might 
meet with ono or two bail monsoons, and that would 
impede the whole of our progress; so really speaking 
you .must have a time-limit to bring this into being; 
shall we say 15 years? No, I think 10 years 
will do. 

G1C0. You think wo might do it in 10 yoars. Very 
well. However, T take it you will he perfectly content 
if from the time it is announced that wo shall 
bring this scheme into being; and you recognise 
that there aro difficulties in the way in tlie meantime 
which will hardly enable us to bring it actually in 
force ns a working scheme at an earlier period than 
10 years from now. That is your idea? — Certainly. 

6161. (Sir Alexander J Murray.) Mr. Joshi, in the 
statement here, paragraph 7, you say that a low 
exchange means higher prices to the consumer. 


Speaking generally, lower exchange means higher 
prices to the consumer P- Certainly. 

6462. And, conversely, high exchange means lower 
priiKiN ?— Certainly. 

6465. Hut in reply to some member you said that 
that did not apply to particular things ami in 
particular you instanced foodgrains? - Certainly. 

6164. Ami you differentiated between foodgrains 
that were being exported and foodgrains tlml were 
not being exported; mid L think you indicated that 
the prices of the one might he going up without 
affecting the prices of the other? — Or tu inly. 

6465. And 1 think you went further nml said that 
as a matter of fact although exchange had gone up 
prices of certain foodgrains in the country liavo 
not gone down ?— Certainly. 

6166. In particular tho prices of purely country 
foodgrains had uot gone down no much as tho export- 
able foodgrains? Certainly. 

6467. Now it is very difficult to get figures to make 
a comparison but T suppose you know tho Labour 
Un/.etto and Lho figures that they make up there. 
While you liavu been giving your evidence I have 
been taking down somo figures here on which I 
would like your opinion. Take four foodgntius m 
particular, two that arc exportable mid two that 
are us u ally never exported. Take rice, wheat, jowari 
ami hnjri. These are four typieal grains. Well, 
according to the figures here, taking the price of 
rice— you know about index figures, you appreciate 
index figures, that is, you Lake 100 as an index 
ami put against it any rise or fall from the 
100; taking the figures for July 1D14 if wo put 
rice at 100 the index figure for rice to-day is 129, 
which means that rico 1ms gone up 29 points. 
Taking wheat the index figure is 124 which means 
that wheat has gono up 21 points. Taking jowari, 
tho index figure has gone tip 26 points, and bajri 
lias gone from 100 to 160, an increase of 30 ]M>ints. 
So that there wo find over tho 1 1 years from 
July 1914 to October 1925 tho rise has been relatively 
the same in rico and wheat and jowari and bajri, 
although two of them aro exportable grains and two 
of them are not generally exportable?— Certainly. 

6168. Similarly if you turn to page 130 of this 
publication you will find the actual prices given, 
per pay lee. They givo tho actual prices of tho 
rice, wheat, bajri and jowari and as a mutter of 
fact they show very very little chan go relatively 
over the 11 years. So that T think as a general 
proposition in tho face of these figures it would 
lie fair to assume that the prices of foodgrains 
react on each other, that is to say, if one sot of 
foodgrains goes up tho other set sooner or later 
also goes up and vice vend. I have hero taken 
four sets, two exportable and two non-cxportable, 
and they are tho biggest cereals in tlio country; so 
that 1 think that you would accept my proposition 
that they rise and fall together more or lessP — No. 

6169. 1 think you say that foodgrnin prices in 
India have not gone down in proportion to other 
things?-- -They have not como down. 

6470. As a matter of fact, if you turn to page 
127 of this publication they givo hero tho statistics 
for food, non food and general wholesale prices- 
three different things; and it shows that in 1920-21 
the index number for food articles was 206, while 
to-day it is 157, that is, a drop of 40 points. Tho 
tiou-food index number in 1020 was 219; to-day it is 
160 or a drop of 50 points; and of all tho articles 
put together, the wholesale articles, tho number 
has dropped from 210 in 1920 to 165 now, or a drop 
of 51 points. Now it is an extraordinary coinci donee 
that food, non-food and other articles have more or 
less all dropped 50 points since 1920 and exchange 
lias been steadily rising since 1921; so that again 
it would be a -natural conclusion to assume that 
with a rise in exchange, on the figures I w 1 
giving, tho prices have come downP — Not in all 
coses. 
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• 6171. Bui I am giving you three nets of figures 
for food, non-food and all articles? — There may Ik? 
Home other causes relating to do in ami and supply 
which may uffoct the prices. 

0472. Quite true; I agree that in particular cases 
or with particular articles there may be other causes; 
but I am giving you figures for these three sets of 
thiugn over a period of six years; that would go 1«> 
point out that with a rise in exchange you get a 
fall in prices. Again at page 20-1 the figures of 
retail food index numbers for India are given as 
against other countries. Now these are retail food 
index numbers alone and they aro not included 
in the other articles; and they show that taking it 
sinco October of last year, when the exchange was 
Is. 4d. (mid to-day it is Is. 6d.) the price of food 
articles has dropped from 156 to 148, again bearing 
out to a certain extent the fact that with u rising 
exchange there is a fall in pricus? — Yes. 

6473. Now, turning to paragraph 12 of your 
statement you say “ Trade is slacker than even 
in the almost bankrupt States of Europe. . . . 
Neither imports nor Indian manufactures aro 
finding a good market”? — Yes. 

6474. But, as a matter of foct, the trade turn-over 
for India if you take imports und exports together, 
is the biggest that has over been ill the history 
of Tndia; the amount is 650 crores together?- That 
may ho so; but from practical experience wo see 
that there is no business at all, that nil aro com- 
plaining that noliody is able to make any profit. 

6475. You aro talking as a trading ceiiiiiiuiiit.y 
and Marwaris are all traders, and you make a 
statement that neither imports nur Indian manu- 
factures are finding u good market? — Yes. 

6476. While as a matter of fact the trade of 
India, the export and import trade, which is a fair 
index of the Indian trade, is bigger than it ever has 
been?- I do nut mean tho import and export trade 1 ; 
hut tho internal condition of trade in India. 

6-177. But tho import and export trade is a fair 
index of what is going on in India as a whole? It 
is a very largo proportion?— But l do not think it 
lias given any profit to the people. 

6478. Wihat do you mean by that? — They are not. 
earning any profits ami so trading is slack. Things 
aro not saleable. 

6479. Aro you thinking of any particular article? 
Name one article? — (Jetton cloth for example. 

6480. Let us take cotton cloth; you say they are 
buying dear and are not able to sell at a profit. 
Naturally if you are on a falling market and if 
you buy at a high price and the market lias dropped, 
you cannot sell at a profit. If you will take tho 
figures either of cotton manufactures or of raw 
cotton you will find that prices have been falling 
for tho' last year or two, so that you cannot 
possibly expert to buy and sell at a profit because 
there has been a fall in price. If you take tho 
United States of America for instance, in 1923 tho 
price of cotton was at 21 cents; in 1921 it was 35 
cento and to-day it is 18 cents; if you tnko tho 
price of cotton in Liverpool, in 1923 it was 21 d. 
to-day it is ftd. When you take cotton it is 
natural that you should Inn buying dearer and 
selling lower and not making a profit-; hut you say 
that the Indian trade is very badly affected duo 
to this difference in exchange. 1 have shown 
hero thAt the difference in cotton is duo to the fall 
in cotton prices largely; hut over and above that how 
can you expect the imports of cotton to he as 
large to-day as they wore in tho pro-war days, 
when you find mills producing in India very much 
more than they ever did in pre-war days? While 
you have been giving evidence I hare been taking 
out some figures and l see, for instance, that it is 
given there that in the five pro-war years the 
imports of cotton piece-goods into India avornged 

million yards; and in 1923-24 they averaged 
only 1,485 million yards. Now that is a doorcase 
of 44 per cent. You would arguo from that 


as a Murwari trader and representing an Assoc ia- 
tion that trade was very lmd and therefore 
exchange or something else is to bin mo. Well, 
now taking the production of the Indian mills on 
tho other hand, in tho five pre-war years tho 
Indian mills only produced 1,1(15 million yards per 
annum ; hut if you take 1923-24 they produced 
1,7(X) million yards, an increase of 51 per cent. 
Now, on the face of that you will suy tho Indian 
mills must he lining very well, because they had 
increased their output from a pre-war average of 
1,105 million yards to tho present average of 1,700 
million yards?— It does not mean that tho trade 
is good. 

048], (i Chairman .) Sir Alexander, 1 do not want to 
interrupt you, but I wonder if either of tho 
witnesses has got any pcrsonul experience of the 
cotton trade. 

6182. (Sir Alexander Murray.) They are big cotton 
importers, are they not? They represent a cotton 
importers’ association and they instuneed cotton 
cloth in reply to one of my questions; that is why 
1 went on questioning them about cotton. 

6183. (Chairman.) Does your association include 
brokers, dealers and merchants in the cotton 
trade? -Yes. 

6484. ( Sir Alexander Murray.) What remark 
have you to make on the figures I have given? 
— My remark is that the figure of production 
is not a proper indication of progress. Wo (ran sou 
that so many cotton mills have made no profit at 
all. The number of mills has increased and it is 
therefore that the production has increased. 

6485. Y«m say the trouble is that (lie number 
of mills has increased and the production has 
increased in consequence? --Yes. 

6186. Now, dealing with one other thing, you say 
if tlm (leverniiieiit select n higher ratio than 
Is. 4d. it would break down in times of extremely 
adverse balance of trade: now how many extremely 
adverse balance of trade years have wo had, in 
your experience? Can you point to any in the 
past thirteen years?— It broke down when it was 
2s. It went down to Is. 3d. 

6IS7. That was the war?— After tho war. 

0188. Those were abnormal times and that only 
lasted for eighteen months or so. Bui taking the 
pre-war years how many extremely adverse 
ha Jut ico of trade years do you know of?--l9U7 and 
11MJS. 

6189. There was an extremely adverse balance of 
trade in 19 <iS; can you refer to any other year 
previous to 1914 in which there was an adverse 
balance of trade? — 1 do not remember. 

6199. A ml can you point to any other years since 
1922 when thorn has been an adverse balance of 
trade? I cannot say. 

6191. Therefore is it not a hit iinreasonahlo to 
legislate for adverse balance of trade when that 
only occurs once in twenty years? — 1 don't know 
exactly. But wo think that if the ratio is fixed 
above Is. -Id., it is not maintainable in all cases. 
That is the opinion my committee lias formed. 

0492. (Sir Alexander Murray .) You use the 
expression “ in times of extremely adverse balance 
of trade." Thank you. 

6193. (Sir Vursludamdns Thakurdus.) Don't you 
think, Sir, it will be useful to have on record the 
particular lino of business with which Mr. Joshi 
himself is personally acquainted and with which 
Mr. Baid is himself acquaintod. 

6194. (Chairman.) Mr. Joshi, your lino of businoss 
is a bullion dealer, and Mr. Baid, you aro 

• principally concerned with' grain and cotton? — 
(Both) Yes. 

6495. (*S’ir Purehotamdtu Thakurdas.) Then, Sir, 
nmy 1 ask him one question? Then tho replies you 
have given here regarding tho prico of foodgrains 
are not bused on your personal knowledge at all, 
Mr. Joshi P— No, not at all. 
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0496. (Chairman.) Sir PurshotamdaB, these 
witnesses have come to represent the opinions of 
their chamber. We must not unduly discount their 
uvidonee in that respect, must we? 

0497. (Sir Furshotamdas Thakurdns.) It is a ques- 
tion, Sir, of degree. I wanted to ask him whether 
he himself was in touch with the business of grain 
about which he gave certain replies. (Mr. Baid.) 


It was for that reason that two or three witnesses 
were sent, so that one could supplement the replies 
of the other. 

6498. (Chairman.) The Commission is very much 
obliged to you, gentleman, for your very full and 
nmple assistance this morning and to your 
Association for their memorandum. 


(The u'ifnrxscs withdrew.) 


Mr. CutiNiLATi Mehta called and examined. 


0499. (Chairman.) Mr. Chu nilul Mehta, you are 
a cotton and bullion broker and a commission 
agent, and have been engaged in business in the 
city of llonihuy for a number of years P — Yes. 

65(10. You have boon good enough to provide the 
Com mission with a memorandum* of your viows upon 
the currency question. I will, if £ may, ask you a 
few questions. In the first place, as to the scheme 
which you propose, do you suggest that, before 
limiting the rupee as legal tender, an opportunity 
should bo given to convert silver rupees into 
gold? — Yes. 

6501. And especially those held as stores of 
value P — Yes. 

6302. To what extent do you think advantage 
will he taken of that offer? — Well, it will take? 
some time and it will take about 100 crorcs. 

(inOH. 100 crorcs spread over some time? Yes. 

6504. Let me put a suggestion to you to ascer- 
tain what you think about it. It is this, that as 
soon as you make the offer you will get the whole 
of the 100 crores pushed out at once, because people 
will say: this is a good thing, do not let us he too 
late for it? -No, they will not do that.. 

6505. Why not? — People will not hurry. They 
have got sufficient gold at present. At least in bar 
gold they have invested in a very big amount, und 
hence they will not hurry to get the gold coin very 
soon. 

6506. Wo are considering people with silver now, 
not people with gold. Do you think the hoarding of 
silver exists only to a very small extent? -The hoard- 
ing of silver is only for ornaments. 

6507. We are considering rupees at the present 
moment, silver rupee hoards? — There may be, but I 
do not think there will he a run on the gold coin. 
And even in the beginning it is quite possible there 
may lx? a run, hut as soon as the puhlic mili.se that 
they can get gold coin in exchange for rupees, the 
run will he lessened. 

6508. That is an interesting opinion. How long 
will it take for people to get confidence that they 
can get gold coin for the rupee. How much will have 
to go out before it begins to come hack again? — About 
50 rroreH. 

6509. Have you estimated what tlm amount of 
silver rupees hoarded in the country is ? — It is 
difficult to say. AH the rupees coined are about 600 
crores. The hoards I have not estimated, hut it 
cannot be more than 150 crores. 

6510. And of that 150 crores, you estimate that 
only about 50 will come in? — About 50. As soon as 
50 crores come in and gold coin is circulated to that 
extent, tint public, will have full confidence that they 
will huve gold coin. 

6511. Would you consider it prudent oil the part 
of the currency authority not to provide against the 
possibility that the whole 150 crores might be ten- 
dered?— No. The giving of the go,Yi coin should 
not he made obligatory on the part ri the Currently 
Department at the beginning. 

0512. You would make it obligatory by steps? — Yes. 
It* should be at tho option of the Currency Depart- 
ment to give either tho gold or the silver coin. 

6513. 1 suppose as a practical man yon would say 
that tho Currency Department should not under- 


take any obligation more than it has got gold enough 
to moot from step to step? — Yes. 

6514. How do you think that the Currency autho- 
rity ought to get gold in its reserves in order to 
undertake these obligations step by step? — -Well, my 
suggestion is that a certain number of rupees should 
bo minted every year and the bullion should be Bold 
off. 

6515. You estimate here that in order to get that 
you would have to melt down 12 crores every year. 
That is from tho currency reservo ?- -Yos. 

6510. And you expect that you would get nine 
crores by selling that 12 crores? — Yes. 

6517. Is not that rather an optimistic estimate? — 
From what point of view? 

65 1*. That for your 12 croros which you melt down 
you would realise nine crores in gold? — No, it is not 
optimistic, because 1 suggest along with that the pro- 
hibition of silver import into India. 

6519. Can you give me the price per pence standard 
ounce oil which that estimate is based? — Price of 
silver ? 

6520. Yes, at the time of these sales? — I have given 
ifa. 80 per 100 tolas as tho internal priee. 

6581. You could not convert that into pence per 
standard ounce? — Yes, I could; on what exchange? 

6522. The current rate of exchange, Is. 6d.? — Yes, 
about 36 pence. 

6523. 36 pence per standard ounce? — 36 pence in 
London at Is. 6d. exchange. 

6524. It is about 33 pence now?— .It is below 32. 

652*5. So that that difference at tho higher price 

represents the duty? — It can be taken as duty. 

6526. iWhat percentage of duty aro you basing that 
on? — It depends upon what tho London silver market 
is. 

6527. You are taking it at 15 per cent., are you 
not? More than that, at 25. 

6528. And you do not think it is unduly optimistic 
to suppuse that duty at 15 per cent, would keep the 
price up to 36 pence per standard ounce, even when 
you are selling 12 crores of silver a year? — No, my 
suggestion is that Loudon silver shall decline posi- 
tively, but our internal price will have no connection 
with the London price. 

6529. That is because of your duty? — Not duty — 
prohibition I moan. 

6530. I see, you would actually prohibit import?— 
Yes. 

6531. What effect will that have socially upon the 
people? Will thut be a popular measure in India? — 
Well, opinion will remain divided rather. 

6532. It might he rather acutely divided, if you 
keep up tho price of silver at that price? — The price 
of silver has been maintained for many years. It is 
not a new thing in India— higher prices of silver. 

0533. Tho import duty on silver was not popular, 
was it?— The thing is whether it was popular or not, 
the consumption of silver was going on. 

6534. What is popular is cheap silver? — No tax 
is popular in the world. 

6535. No, but is not cheap silver P Is it not rather 
a favourite luxury of tho people? Doesn’t it create 
a lob of criticism if the Government keeps the price 
of silver up ?— I don’t think so. - 

6536. You get 12 croros a year : 9 crores from the 
sale of silver and 3 crores, as you boldly say, from 
additional taxation ? — Yes, I first propose to- use the 
interest of the gold standard in the reserve. 


Appendix No. 31. 



MINUTES OF EVIDENCE. 


333 


10 December, 1025.] 


Mr. CuuNitiAL Mehta. 


[ Continued . 


0537. If there was any further sum to make up, 
you would have to make it up from taxation? — 
Yes, Sir. 

0538. To got your 12 crores a year? — Throe ororoB 
only. 

0530. Nine crores from tho sale of silver and 3 
crores from tho interest on tho reserve, and if there 
is anything left over, you will make it up from 
taxation ?— * Yes, Sir. 

0540. How far will 12 crores a year of gold go in 
carrying out your proposals? — It will lake about ten 
years. 

0541. You think it will take about ten years. That 
is, you need 120 crores of gold first and lust?— Yes. 

0542. And that would have cost you, according to 
your estimate, about 3 crores a year for ten years?— 
Yes. 

G543. At tho end of ten years, I understand accord- 
ing to your calculation, it will leave you with no 
further outstanding expense?— No, no further out- 
standing expense. 

0544. That is based upon two assumptions, that 
you realise tho price of the silver and that the gold 
is adequate for its purposes. Now, let us see what 
steps you take. You take no steps 1 understand, 
according to your scheme, to put gold into circulo- 
tion at all? — No, I do. 

0545. Do you take any such steps? — Yes, I do. 

0540. What is that step ? — I have mentioned that 

it should be put into circulation after two years. 

6547. You say, “ Gold rupees thus minted should 
not lie issued to the public for circulation for the 
first two or three years, llut after that a beginning 
should be made to issue every year a certain number 
of gold rupees to the public, increasing the (jiuintity 
every your.” What would be the effect of that in 
practice? Will these gold rupees stay in circulation? 
— In tlie beginning they may not stay. 

6548. Then you will simply be increasing the hourili 
in tho country? — Yes. 

6549. The mure that was tuken out and went into 
circulation, the less you would have left in your 
reserves?— iWo have to keep only a limited amount. 

6550. Tho immediate point is this. We cuniiot do 
two things with tho coin — let it out in circulation 
and keep it in reserve against the time when you 
undertake tho definite obligation to give gold rupees 
in exchange for Bilver rufiees? — That undertaking 
should bo taken after ten years. 

6551. Most of your gold will be gono? — I do not 
mean tho whole portion of the gold. A certain per- 
centage should be fixed. 

(>552. If you succeed in getting in by your schemo 
129 crores in ten years, as I understand from your 
recommendations you keep about 50 crores in your 
reserve against the evil day, and let about 70 cron* 
out in circulation. What is happening in the mean- 
while as regards tbo ordinary expansion of the cur- 
rency of tho country which requires an increase from 
year to year? — I cannot follow, Sir. 

6553. The currency of the country needs a certain 
amount of normal expansion. That also implies a 
noinal expansion of tho reserves, flow are you going 
to provido for that without absorbing all the gold lor 
these additional new purposes? -You mean seasonal? 

6554. Not seasonal, but tho normal expansion from 
year to year?— I think the present circulation is 
rather big enough to require any further increase in 
the coming years: 190 crores ore already in circula- 
tion, and I do not think within tho next five years 
any substantial increase will bo required in tho 
circulation of the note. 

6556. That would bo a way out of that difficulty. 
There are one or two of your more detailed provisions 
which I do not perfectly understand at first sight. 
No. 5 says: “All future currency notes should be 
issued with the provision— 1 Payable either in gold 
rupees or in silver rupees at the option of the 
Government, 9 99 and No. 0 soys : 11 All future loons 
of the Government as well as Public Bodies should 
be issued with the same provision aB mentioned 
above in No. 5." Your note is to bo paid in gold 
rupees or in silver rupees at tho option of the 


Government; will that be a permanent provision? — 
No, only during the transition period. 

6556. And thereafter your nolo is to become pay- 
able in gold only?- -Yes. 

6557. Then you recommend that 11 during the 
period the present silver rupee vulue should bo fixed 
at Is. Gd. gold ” : is that again to be a permanent 
provision? During tho transition period. 

6558. After Lhe transition period, what do you 
recommend? — The exchange value fixed at present 
should he abolished. 

6559. And your gold coin is to he what? — Ks. 20 
gold coin, weighing 18U gnu ns troy und having 165 
grains fine gold. 

6560. That is too hard for one who is not a bullion 
dealer, hut us a matter of fact, taking your gold 
coin 180 grains troy and 165 grains fine, and that 
being Ks. 20, what ratio is that to the sovereign’s 
worth of gold?— Is. 6d. it will come to. Tho melting 
point of the gold coin will be something below 
Is. ojjd., something below 17|2d. 

6561. So you are really keeping on the familiar 
Is. 6d. ratio? — Yes. 

6562. You have not argued the matter in your 
memorandum. 1 understand you are not in favour 
of a return to the Is. 4d. ratio? — Well, by trying 
to return to Is. 4d. the question of a gold standard 
will bo rather deferred for the present. Tho transi- 
tion periods will be two in number : -coming from 
Is. 6d. to Is. 4d., that will bo the first transition 
period; coming to a gold standard will be the second 
transition period. 

6563. l)o you desire to express any opinion as to 
what ought to be do no as regards tho transition 
period, as regards maintaining the present rate or 
bringing it down to Is. 4d.P -It can bo maintained 
by the methods that have been followed up till now, 
Belling Councils and reverse Councils as required; 
and when Is. Gd. is fixed, gold can bo tendered to 
the currency for gutting ail expansion of tho 
currency circulation. 

6564. I think that fills out tlio picture of your 
scheme. Let me see whether there aro any further 
questions which I can usefully ask you, in order to 
elucidate your views. What would bo tlio effect of 
your scheme upon tho importations of gold upon 
private account? The importation of gold will bo 
decreased in proportion to the gold eoin in circula- 
tion. 

6565. Why should it decrease?- -People generally 
prefer hoarding or keeping gold coin to liquid or 
bar gold in the absence of the gold coin. All these 
years people have been accumulating gold bullion, 
but us soon as tho gold coin is in circulation, tho 
consumption of the bullion will be lessened. 

6560. You mean they will got their gold from 
Government in the form of currency instead of buy- 
ing it nu private account? That would bo a rather 
regrettable thing, because your gold currency will go 
off into hosrds?— It can bo used by the public, it 
a man wants gold bullion for hoarding purposes or 
any thing, he huys a certain amount and keeps it at 
home. If he wants to exchange, ho will have to 
sell hack. Tho difference between the buying and 
the selling prico of gold is always a big amount, 
while tho coin coukl be eusily put into circulation 
whenever required. 

6567. Do you think that, if you aro minting gold 
in India, gold would come out of the hoards to tho 
mints?- Yes. Gold will come out and be minted. 

6568. £ rather gathered from your analysis that 
at first it would go back whence it came until people 
got confidence, that although having a gold coin 
would result in bullion being brought to tho mint 
for coinage, that would bo only for tho convenience 
and assurance of having it in tho form of coin, and 
that at first, at any rate, you would not look for 
any reduction in the amount of gold held os stores 
of value? — 1 think hoarded gold will come out and 
circulate more freely when the public gets more con- 
fidence that it will be available from the currency 
office. 
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6569. The more it goos into circulation, the moro 
expensive it will bo to the Government. Regarding 
these amounts which you limit tho Government to 
put into circulation at first, do you think, even it' 
they do remain in circulation, they won't flow off 
into hoards? Do you think they will produce nny 
real effect in inspiring confidence that gold is obtain- 
able? -It will do much to itispiro confidence. 

6570. What I #teo is this possible fear. Supposing 
a very substantial part of that gold did not stay in 
circulation but went back into hoards, what would 
you yourself contemplate as a first possibility? The 
limitation to this amount for a year, which is all 
that you can contemplate, will mean that thero will 
be so little gold available for circulation that it will 
not really have those educative influences to which 
j'ou refer P — T firmly believe that tho hoarding habit 
will be lessened as the confidence is increased day by 
day and lax money will come out fur investment 
purposes more and more. 

6571. There is no difference of opinion about the 
tendency?- The larger public: is day by day getting 
more educated. 

6572. Tho only question is whether these 
measures would ho so substantial in amount as to 
havo nny very appreciable effect in producing that 
tendency towards further education? It might bo 
put against 3*011 by a critic that tho amount 
remaining in circulation would bo so small that 
it W'ould not really have nny effect in inspiring 
confidence? It cannot be so small. How can it bo 
a small amount? 

6573. What do you allow a year? — Twelve crores’ 
worth of gold T propose; that comes to about £10 
million a year. 

6571. Surely not so much; it is only 7 crores? — 
But the public knows that there is gold in flu* 
currency ; that is sufficient. 

6575. The public may know that there is some 
gold there, hut they limy say that there is not 
much gold for you and me? - The people, those who 
nro of that idea, are rather morn poor; there nro 
some backward classes, hut they are poor enough to 
have no gold. 

6576. (Chairman.) Are there any supplementary 
questions to ask Mr. Mehta on liis interesting 
scheme ? 

6577. (Mr. Coyajee.) Might I mention to you, 
Mr. Mehta, that the name which you propose for 
.your gold coin is rather anomalous and inconsistent, 
because the rupee means a coin made of 11 rupa ” or 
silver, and a gold rupee is a rather inconsistent 
title. Of course it is a little detail, there is nothing 
in it. A rupee means made of “ rupa ” ; yet it is 
a coin, mid a gokl min and a silver coin arc, all 
tho same, coins; as used in Amcricn, for instance 
there are gold dollars and silver dollars?- hi 
suggesting a name there is nothing very particular 
about it; any name can be given. That was only 
iny suggestion. The name “ niolmr 99 or nny other 
name may bo given. 

6578. Now are there not two kinds of demand 
at present for the rupee, one for tho rupee as 
currency mid the other to some extent for hoarding? 
You told tho Chairman that about 150 crores of 
rupees had been hoarded. Similarly there will he 
tw*o kinds of demands for gold, one for currency 
gold and tho other as a store of value P- Yes; I 
think that gold has been sufficiently accumulated at 
present and hoarded and that at least for some years 
no gold will be required for tho purposo of hoarding. 

6579. You mean hoarding habit will disappear? 
Only the banking habit will bo largely developed, 
and thnt cannot bo developed in one or two years, 
aud therefore there will always bo a certain amount 
of currency being diverted into hoards P— Yes. 

6580. That being tho case, why do you think that 
tho 150 crores of rupees in hoards will not all ho 
brought forward for substitution into gold? — It 
may be brought forward ; but it will not bo 
obligatory for the Government to give gold coin. 
It is not obligatory in the beginning for tho Govern- 


ment to givo gold coin. It is at the option of the 
Government. 

6581 . But &b booh ns tliero is any opportunity 
for tho Government giving gold coin freely, the 
hoards will come forward? Yes; hut the confidence 
will be strengthened day by day and the hoarding 
will bo lessened. 

6582. Supposing my confidence strengthens; still 
why should 1 hoard silver and why should 1 not 
get gold for it and hoard it in that form? — Yob; 
they would change it into gold. That is, I havo 
taken it at l!2U crores for purposes of changing. 

6583. Then you propose to prohibit the import 
of silver bullion into India and tho imposition of 
an import duty on silver?- No; 1 do not mention 
about the imposition of the duty. 

658-1. Very well; tho prohibition of import. Does 
not that mean a sort of taxation, a special taxation, 
on the consumers of silver in India? — It is. 

6585 . And that means the transfer of sonio of the 
burden by bringing in the gold standard?— To the 
Indian public. 

6586. Not to tho Indian public in general; but 
to a special class? — I do not think there is any 
special class who use silver. Almost all peoplo ill 
India do use silver, either rich or poor. 

65o7. The rich will use largely ?— Yes, they use it 
much more. All their utensils will be of silver. 

6588. (Sir Alexander Murray.) During tho past 
four years we have taken on an average 18 crores 
of rupees worth of silver? — Yes. 

6589. TI1011 you propose selling iff each year 11 or 
12 crores? Yes; along with that I mention that 
iiioro rupees should be melted if there is demand. 

I u uuy case if there is u greater demand than 
40,()U0 bars a year. 

6590. You think there will be a demand if wo 
put up the prices so high us 38d. ? — There is no 
question of London prices in India. 

6591. It will he an equivalent of that? — No; it 
has 110 connection. The internal price of India 
will be raLher arbitrary. 

6592. Can you keep India in a water-tight com- 
partment in tho matter of price of silver P — You 
won’t be importing from America or China or what- 
ever it is. Therefore there would be in effect the 
equivalent of 18 crores of rupees of silver thrown on 
the other markets in the world for sale. Yes; tho 
excess of production in the foreign markets. 

6593. Well, that would mean that prices of silver 
iu foreign markets will drop from being 82d. to being 
probably 22d.P- Not 22; but they will drop. 

6594. And you think you will still be able to main- 
tain India in a water-tight compartment by itself 
with the price of silver normally at about 84 d. or 
38d. while in the rest of the world it is only 24 or 
22? -There was un import duty on Bilver at one time 
aud the world prico was below the Indian price at 
the time. There was 15 per cent, duty and there 
was vast difference between the world prices and the 
Indian prices and India is accustomed to it. 

6595. Every timo them has been any change made 
in silver currency? — This is not a change in currency 

6596. But I was going to say, for instance, aftor 
tho Franco- Prussian war in 1873, the price of silver 
dropped right away down and you do not think 
there will be n drop outside India which will cause 
trouble in India if you force people in India to pay 
for silver in Tndia, you say they require it for 
marriage and ot-lier purposes, to pay something 
between 34d. and 38d. for that? — It will not be more 
than 36. 

6597. On tho basis of Is. 6d. But if it comes to 
Is. 4d. it will ho more P —Somotliing between 3i 
and 32. 

6598. Can you reasonably expect the people in 
Tndia who are consuming great quantities of silver 
for religious and other pnrposos, to he contented to 
pay priors in Tndia, as T say, equivalent to 86d. when 
prices elsewhere in the world will be 24d. P — The 
difference is rather vast. You take 24 and 88. India 
has been accustomed to pay 16 per oent. duty. That 
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is an open tiling. According to my plan the differ- 
ent* will be about 25 per cent, below 28d. ; in tlio 
mines the production of silver will be lessened and 
the world prices of silver, 1 do not think will go 
down very much. 

0699. it has dropped to 21 P — It may drop. 

6600. It will drop and you don’t think there will In? 
any grievance in the minds of the people of India, 
rich and poor, ngainBb the Government P — That ques- 
tion is rather cleur. Government imposed a duty of 
15 and what was there? There aro always two sides 
and it is for the sake of India, to give a gold 
standard. . 

0601. (Sir Maneekji Dadabhoy.) In paragraph 7 
you stale “ During tho period present silver rupee 
value should be fixed at Is. Gd. Gold. 11 I understand 
that you want to fix this ratio of Is. 6d. during tho 
transition period as, otherwise, in your opinion, it 
would jeopardise the foreign gold standard P That 
was your argument ? — 'Yes, one of my arguments. 

6602. T would like you to develop this argument 
and make it more clear. The first thing for going 
from Is. 6d. to Is. 4d. is the transition period. To 
come from Is. Gd. to Is. 4d. would require a certain 
period; it cannot be within one day or one -month. 
Otherwise it will involve heavy losses to the public*, 
tho trading public. In other words it means that 
there would he two transition periods, one for gold 
standard and one for the other. That is your con- 
tention P — Yob. 

6603. AVhat do you mean then in the last and final 
paragraph where you say 11 Finally, to fix the ex- 
change value of rupee at 18d. or at 16d., or at any 
other point, without putting into operation the 
workings of a well-fixed programme for Cold 
Standard” and so on? — What I mean is nt present 
only gold exchange standard is adopted and any price 
value of rupee being fixed without trying to go to 
the gold stnndard, T don’t like. Without putting 
into operation the working of tho gold stnndnrd, how- 
to reach to the gold standard P — We should begin 
that plan now; that in what I want. Without begin- 
ning that plan of reaching to gold standard, only to 
fix the value of the rupee, that T am not in favour of. 

6604. "What, will lie tho trafisition period in your 
estimate for tho gold standard? -About ten years. 

6605. Supposing during that interval one nr two 
famines take place. Will you he alilo to maintain 
the ratio of Is. 6d. P — It can he maintained. 

6606. IfowP — By selling reverse councils. 

0607. Then you would recommend in that rase to 
sell reverse councils and maintain the exchange ? - 
Yes. 

6608. ( Sir Henry Stmkosch.) First of all, where 
you speak about the deficit of 3 (Tores which will 
Have to be made good, you say that that amount 
will have to he met. hy the Government either by 
revenue or by interest received on the securities in 
the gold standard and paper currency reserves. 
You are aware no doubt that the interest received 
from the securities held in the gold standard reserve 
go to revenue now; so that it really means that the 
expense would have to he met hy taxation? — Yes. 

0609. Then there is one other point. You suggest 
total prohibition of silver into Tndia. You probably 
remember the war period when the import of gold 
was prohibited. Did you hear of any imports of 
Hold while this prohibition was in force P Did not 
fndia import raLher substantial amounts of gold 
while tho prohibition was in force P— It did because, 
no silver was available at the time. 

0610. Woll, if you prohibit tho import, of silver 
and the people of Tndia want to have the silver 
and if the difference of price between tho silver 
‘uitside India and inside India is very big, don’t you 
think that in spite of tho prohibition, a great 
deal of silver will he imported P— How P 

0611. Exactly in the same way as gold was im- 
ported during the war when there was a prohibition 
Jf 1 ™ import of gold?— This is a question for the 
Government to enforce their rules and regulations. 


6612. But is it physically impossible, if tho 
inducement is big enough, to really prevent?— In 
tho first place 1 think that tho inducement will 
not ho big enough. The highest it will reach is 
only 25 per cent. 

(iiJ 3. That is a big percentage ? - There was a 
duty of 15 per cent. 

G6M. Now another point. You suggested that the 
price of silver to ho fixed by Government should 
lici its. NO per 100 tolas. Tho present price is 72. 
Now another witness told us that tho people of 
India are in the habit of buying silver freely when 
the price of silver goes down to Its. tiO per 100 tolas, 
and that the purchases of silver as the prico rises, 
diminishes? — 1 admit. 

6615. Do you not anticipate that, if you fix the 
price of silver at Ks. 80, tho people of India would 
consider silver dear and gold cheap, gold hy that 
time having been fixed at whatever it may bo? 
Would not 1 ho logical effect bo this: that tho pooplo 
of India would prefer to buy gold rather than 
silver?- Accordingly I estimated tho offtake of Indian 
silver at only 40,000 bars. It. is at present about 
75,000. T have made the estimate less because in 
view of the higher prices the offtake* may diminish. 

I have assumed that and have taken only 40,000 for 
Indian consumption, instead of 60,000 or 05,000 as 
•at present. But silver is required for purpose that 
cannot be replaced by gold; certain things which 
aro do m* with silver must be done with silver and 
it. cannot he replaced by gold even if tho gold 
r*«n is 18. 

6616. But is it not a fact that people have boon 
buying gold so freely because they considered it 
cheap, in recent years P — Yes, in recent years. 

G617. Is not that going to continue and be 
accentuated if the price of silver is raised to HO? 
Not to any extent affecting tho consumption of gold. 

6618. You do not think sop- -No. 

6619. (Sir Itryinuld Mant.) Mr. Chunilal, do you 
intend that your new gold coin of Hr. 20 should ho 
of the same fineness as the present sovereign? I 
have mentioned tho fineness, shall T work it out? 

6620. Yes, 1 would like you to work it out. It 

comes to eleven-twelfth fine, tho same as tho 
sovereign. Tho sovereign weighs - ? -123 grains, 

oloven-twelftli fine, the fino gold in the sovereign 
is 113 grains. 

6621. Well, it works out to the same thing? — 
Approximately. 

6622. (Sir Purshntamdns Thuhirdas.) You attach 
such importance to India having a well-fixed 
programme for a gold standard that you think tlio 
question of cost to the tax-payer should bo rogurded 
as secondary in this connection? — Yes, Sir, I think 
that. 

6623. You in fuct put that as tho most important 
question to bo solved for India, tin; way iu which 
to get a well-fixed programme for the gold stand- 
ard?--- Yes. 

6621. You also say that India will have to pay a 
very heavy price for having to go to a gold standard 
with a gold currency?- Yes, Sir. 

6625. Ik it your opinion that the longer tho delay 
in going to a gold standard and gold currency 
the more will bo tho incrcaso in this heavy prico 
to bo paid P— Yes. 

G626. Why? -The more rupees in circulation or 
with Government the more the depreciation. 

6027. The greater the stock of token coin tho 
greater is India’s loss? — Yes. 

6628. And although you realise that a gold 

currency will entail a higher cost, owing to what 
you cull the people being less educated and less 
civilised ?— I do not say tho heavy price. 

6629. But I am reading from your own state- 
ment, Mr. Chunilal, on tho first page. In spite of 
realising that it will mean to India a heavy price 
you think a gold currency is absolutely necessary 
with a gold standard to inspire confidence in the 
people in this currency system P—Yes, Sir. 
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€690. Now you just now told ub that you selected 
1 h. Grl. gold for the purpose of attaining the gold 
standard earlier. You said that if you suggest any 
change in the ratio it may delay the gold standard 
which you are aiming at so anxiously. Yes, Sir. 
I said that it is one of the arguments that it will 
delay reaching the gold standard. 

6831. That is one of the arguments. Well, sup- 
posing you wore told that it need not delay the 
starting of the gold standard programme would you 
have any othor opinion to give regarding the ratio? — 
Yes, if it is fixed at Is. 4d. with the same pro- 
gramme for a gold standard it will he more benefit 
to India. 

6092. You would prefer that? — Yes, I would prefer 
that. 

6633. Why do you dislike Is. 6d. ? -Because it is 
detrimental to Tmlian agriculture and industry, both. 

6634. In 3’our opinion Is. Gd. is detrimental to both 
agriculture and industry? — In comparison with Is. 4d. 

6635. Therefore 3*011 are prepared to make even 
this further sacrifice, namely, that the country might 
also suffer this further loss provided you get your 
gold standard programme started at once? — Yes, Sir. 

6636. You have l>een a cotton and bullion broker 
and commission agent? — Yes. 

6G37. You also have been a bullion broker and com- 
mission agent? — Yes, Sir. 

6638. As commission agent in cotton, do you deal 
with up-country or aro your activities restricted to 
Bombay ?— Both. 

6639. Why do 3*011 bny Is. 4d. is preferable in the 
interests of the country P~ Internal prices would then 
increase and the agriculturists would get more money. 

6640. Mr. Mehta, it has been pointed out to ub 
in evidence by those who support Is. 6d. that the 
increase* in prices hy reversion to Is. 4d. will mean 
increase in the cost of living and will hit the labour- 
ing classes and the middle classes. How do you re- 
concile that with your opinion that Is. 4d. is to tho 
interest of the country? — Comparatively Is. 4d. will 
not be so detrimental to Indian interest; it won't 
bit bard the poorer classes. 

6641. You said prices will increase; the cost of 
living will also increase? — Yes, hut tho income also 
will increase. The prices realised 011 tho produce will 
l»o more. * 

6642. With Is. 4d. the income will increase ? — With 
Is. Gd. the income goes down and the cost of living 
goes down too. 

6642 a. Where is the gain? -The gain is in Is. 4<1. 


6643. How, if the cost of living increased side by 
side with the income and if the cost of living goes 
down side by side with a reduction in income. It is 
8t|iinrc. — No, the income is rather more than tho 
cost of living goes up. 

0644. Will you explain that in greater detail if 
you will? — (Well, supposing tho price realised at 
Is. Gd. is Hs. 360 per candy of cotton, at Is. 4d. 
tin* cotton price will rise to Rs. 400, approximately, 
and the labourer or tho agriculturist will not require 
that amount of Rs. 40 as the increase in living cost. 

6645. It is contended, Mr. Mehta, that in that case 
the cost of labour will go up, the cultivator will have 
to pay his labourer more? — The cost of labour has 
already gone up. 

6046. It may go up further with the cost of living 
increasing? — The cost of living is already high 
enough. 

6647. You do not think that with the reversion to 
Is. 4d. the cost of living will go upP — It would 
go up no doubt but not to that extent. 

6648. To the extent of the extra Rs. 40? — Yes, Sir. 

6649. May I then take it that 3*011 aro of the 
opinion that Is. 4d. is desirable and >*ou do not 
recommend it only because you are very anxious to 
get a well-fixed programme for a gold standard? — 
Yes, Sir. 

6650. And any amount of taxation should bo a 
secondary consideration in introducing this gold 
standard P- -Yes, Sir. 

6651. (Sir Alexander Murray.) Mr. Chunilal, in 
reply to Sir Purshotumdas Thnkurdas 3*011 said that 
if the price of cotton was 360 per candy at cxchauge 
Is. 6d. then at Is. 4<1. it would come to Rs. 400. But 
as a matter of fact the price of cotton iB controlled 
by the price of American cotton? — Yes, that is one 
of the factors; hut exchange is also another factor. 

6652. Now exchange has been steadily rising for 
the past year, or two from Is. 4d. gold to Is. 6d. 
gold. The price of cotton during the past year or 
two lias been steadily dropping? — Yes. The exchange 
has its effect not only on cotton but on all export 
articles; hut tho price of commodities is connected 
not only with foreign prices hut with exchange also, 
it is not only foreign prices that influence the price 
of commodities. 

6653. The American price of cotton does control 
the price of cotton in this country.— It is only one 
of the factors, and it is not the sole factor. 

(Chairman.) We are very much obliged to you for 
your attendance here to-day. 


(The witness withdrew.) 

The Honourable Mr. H. S. Lawrence, c.s.i., i.c.h., called and examined. 


6654. (Chairman.) Mr. Lawrence, 3*011 are a mem- 
ber of the Indian Civil Service and the Finance 
Member of the Government of Bombay, a position 
whichyou have held for some yoars nowP — Yes. 

665*T You have been good enough to furnish tho 
Commission with a memorandum* which sets out some 
opinions and an analysis of the currency problem. 
I understand that your evidence to-day will be in 
your personal capacity and not as a representative 
of the provincial government?— Entirely ; yes. 

6656. I would, if T may, ask you a few questions 
to elucidate the opinions expressed in your memo- 
randum. Y..11 make two quotations from the Report 
of the Royal Commission, of which Sir Austen 
Chamberlain was Chairman. The first quotation 
summarises itself in the last seutonco that tho 
Government should continue to act on tho principle 
of giving the people the form of currency for which 
they ask. When 1 refer to the Report, I find from 
the context that what the Commission was thinking 
of there was some form of metallic currency, whether 
silver or gold? — Yes, I think so. 

6657. And that it was not an opinion expressed 
as to any difference between a gold exchange stan- 
dard or a gold currency standard? — No, I think not. 

* Appendix No. 82. 


6668. in the second quotation which you make the 
Commission said: “Any attempt to refuse gold to 
meet these legitimate demands would be unjust and 
foredoomed to failure and could only cause alarm 
and instability.” When I refer to the Report again, 
I find that from the context the legitimate demands 
for the gold in question really refer to what we for 
short call gold for hoards, and that that was the 
legitimate demand which the Commission had in mind 
in making this recommendation. Tho Commission 
said : “ Tho line between gold in hoards and in 

circulation is an indefinable one, and the hoarding 
habit is sanctioned by tho experience of centuries in 
India and by religious and racial laws and customs 
with which the Government of India have neither 
inclination nor power to interfere : any attempt to 
refuse gold to meet these legitimate demands would 
bo unjust and foredoomed to failure and could only 
cause alarm and instability.” Now, I will refer to 
paragraph 3, if I may, of your memorandum, and 
particularly to the final paragraph where you say: 
“ But tho advocates of this view do not refer to the 
discussions of the Genoa Conference and are possibly 
not acquainted with the contrary arguments. 11 What, 
in your opinion, ore the chief contrary arguments in 
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this connection P — 1 think that comet* on in the next 
paragraph^ tho danger of grout appreciation of gold. 

6669. Tho danger of groat appreciation of gold, 
that is one. Do any others occur to you P Wo have 
had in evidence a certain amount of discussion on 
the subject of the expense of a gold currency as con- 
trasted with an exchange standard; was that in 
your mind ns a contrary argument? -That certainly 
is olio of the conLrary arguments of great importance. 

(i960. Is there* anything else that occurs !o you 
of perhaps equal importance with these two considera- 
tions P — Well, I should like to explain that so far as 
my personal views go on the subject, they are of no 
value at all; becauso I have no connection with the 
management of enrreticy in this country and never 
had it; it is entirely a matter for the Government 
of India. All that i have done is just to put together 
some of tho principal arguments that occurred to 
mo from a cursory reading of tho subject. 

6661. I appreciate that, mid if I may say so 1 
think it is of particular interest that wliut you liuvu 
really done in your memorandum is to give us what 
you find to be the leading considerations present in 
the mind of the instructed public oil this question. 
You enable us thus to arrive at a clearer idea as Ln 
what tho public opinion is wiLli which wo have to deal. 
So that throughout I look upon your views, if I may 
say so, just ns you have told mo, as not being your 
own views, but wliut you know to be present in the* 
minds of instructed public opinion? — That is what I 
have attempted to put forward. 

(>062. Precisely; and what I am really asking you 
to elucidate is, as it were, the instructed public 
opinion nil over tho country, and not your own 
opinion P— So far as I am acquainted with it; that 
again is a secondhand acquaintance. 

6663. Wo shall not iindor-rato the extent of your 
acquaintance. 1 just want to bo clear what you mean 
when you say. 11 A currency policy unwisely adopted 
may therefore intensify the disruptive force's of 
civilisation.” I understand you are referring to the 
possibility that, if gold he appreciated greatly by a 
sudden new demand, salaries and wages may not 
adjust, themselves to the new standard of values until 
some timo lias elapsed? -Yes, certainly. 

66(4. That is the intensification of tho disruptive 
forces to which you refer? — Yes. 

6665. I am not to ask you your own opinion as to 
the possible effect* upon the world gold market of 
such a demand for additional gold? I am afraid it 
would Ik) worth nothing. 

6660. L could not agree that it would bo worth 
nothing; lint I must respect your reserve on the 
subject. ' Then you say ” Since tho rupee has remained 
stable in the neighbourhood of 18d. for over a year 
now, there is every reason to suppose that it could be 
stabilised at about that rate.” Are wo to tako it that 
that is tho common opinion? t think it is a common 
opinion that* it could .ho stabilised; but in Bombay 
certainly it is tho common opinion that it should 
not. stabilised at that rate. 

6667. .What do you believe to bo the common 

opinion of instructed people as to tho effect oil tho 
maintenance) of a 18d. rate of a couple of bail years, 
bad monsoons or hud trade? Well, there would be 
si i me anxiety that the Government of India could not 
do anything affective to maintain the rupee against, 
a succession of lmd monsoons. 1 do not know that 
two monsoons would he generally considered to be 
sufficient to break tho exchange; hut we have had 
a scries of nioro than two bad years in succession; H 
it wont on for throe or four years, I suppose most 
people would say that tho rupee could nol be main- 
tained. . 

6668. Do you, or do you not, find it mmmoiily 
recognised that one rate is no nuiro difficult to 
maintain than another, given lhat tho adjustments 
m the way of contraction or expansion of currency 
necessary to adjust prices to their levels have been 
completed P — I think tho answer to that must bo 
"yes”; it would be possible if tho adjustments 
are ready for adoption. 

&0663 


6069. 11 There is reason to believe,” you say, 
“ that the importation of gold bullion and 
sovereigns of over 201) croivs in the last 6 years has 
supplied the demand which, during the war, could 
not be met, ami that the country is now fairly 
replete." Does that mean that the arrears ba\e 
been made up, and that what we are to expect in 
the future is only the normal average demand for 
gold bullion for India, nr does it mean that the 
requirements of the country have been anticipated 
for some time to come, and that we arc to expect a 
falling off in the demand for gold? I think it. 
means tliaL the arrears have been made up. I 
believo Unit the importations used to bo somewhere 
about. 26 millions over a period of years, though 
recently the average is over 35 nr 36; and 1 see 
that in a recent report of the Controller of 
Currency, for 1921 I think it was, he formed the 
opinion that the demand would go down to the 
previous rule; as far as I understood it, lie meant 
that it would he about 26 millions in the future 
instead of over 36. 

6676. So that tlu» reference U» repletion menus, 
l understand, that we shall now get hack to the 
normal demand such as wo have in an average 
year? — Yes. 

6671. Not that no more at all will* he re- 
quired?* No. 

6672. You quite clearly argue that tho balance 
in favour of Tudia would tend to raise the rupee 
to a higher value, that it would be a force tending 
Lo keep the rupee at a high value; but I imagine 
that it would tend to correct itself, would it not, 
in course of Lime owing to tlio encouragement, of 
other imports by the higher gold value of the rupee, 
ro that we should look upon that as only tempor- 
ary? — -That is an accepted theory. 

6673. In the next paragraph von say 11 Since 
there is no clear indication that the interests of 
tln^ country have been injured by t.hc variation in 
the level of exchange in the last few years there does 
lint appear to be any urgent necessity for measures of 
stabilisation.” When we are considering tho in- 
trinsic desirability of a stable exchange value for 
tho rupee, what importance would you attucli to 
the facilitation of the investment of foreign capital 
in Tiulia? Well, wo have recently been told that 
there is plenty of capital in Tiulia to serve its own 
purposes if it could he drawn out and that invest- 
ment of foreign capital, while still desirable to a 
great extent, is not of the same urgent necessity 
as it was in the early stages of industrial develop- 
ment in India. 

667*1. To induce the people of India to invest 
their accumulated savings in the development of 
India is, of course, the major object for everybody 
who considers this question, is it not?- -Yes, 
certainly. 

6675. All parties, all schools, put that before them 

ns the object to be served? --! think everybody is 
agreed on that. ^ 

6676. The only difference being as to hnii^vhal 
object can be best ami quickest served? Yes. 

0677. Nevertheless, wo can perhaps recognise that 
a stable rate of exchange is of assistance to a 
country which is in need of capital for its develop- 
ment. by facilitating its Mow from abroad? Yes, 
certainly. 

607*. I suppose also from tho point of view of 
the export and import trade of the country it is 
the common view that, as trade is hampered al any 
rate by violent fluctuations in exchange, it is a 
sensible view?- -Yes. 

6079. So that there are definite objects to ho 
served by stabilisation of exchange?- -Yes, hut as 
between stabilisation of exchange and stabilisation 
of prices, T stated further on that stabilisation of 
prices is tho inoro important. 

6680. Yes, hut tho other object must not hn lost 
sight of. However, you come to tho conclusion that, 
on the whole, the time is ripe for a forward move. 
You express the opinion in paragraph 10 that n 
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rising rupee encourages imports and a falling rupee 
encourages exports. The oiicourageiiienb in each 
case is temporary until wages have been adjusted 
to the new levels. Do you consider that wages in 
India aro likely to he more or less sensitive to such 
in II uenees than thoy are in the countries of Western 
Europe?' I think they are loss sensitive. They 
have not got the same organisation for their own 
protection. 

GGH1. The organisation is weakP Very weak. 

GGS2. On the other hand alternative employ inent 
is more available, is it not, to the industrial worker 
in India than it is in, say, a purely industrial 
country ? -Yes, certainly that is tho experience in 
Bombay City. The cotton mill hand can get hack 
to his fields and ho generully does spend part of 
every year in cultivating or harvesting. That is 
the great safeguard to his position. 

(ids;). Does that mako a bargaining factor which 

10 any extent makes up for thu looseness of his 
combination P He says: 11 1 don’t like this job, I 
can go otf to my village’*? -Yes, I think so. 

GG84. Very important, of course, in considering 
this question of readjustment is the question 
whether the cost of liviug is sensitive ill India, aB 

11 is elsewhere, to changes in the gold value of the 
currency, as expressed in exchange rates. We have 
heard a certain amount of discussion ns to whether 
the cost of living is sensitive to these changes, 
purliciilarly in relation lo the cheapest foodstuff 
which form the staple of life at any rate of such 
a province as Bombay. A little lower down tho 
page, you refer to the opinion that the price of 
wheat reacts on all other food grains, and thereby 
on wages and the cost of production of every in- 
dustry. It is n fact, I understand, in your ex- 
perience, that, the price of a world foodstutr such 
as wheat has u definite rc-ncl-ion on tin* price of 
Ihcsc Indian grains which are the chief staple of 
life lo the poor P- I think there is no doubt about 
that. 

titiS/i, Have you been able to follow that out at 
all in your experience?— Well, of course, the cir- 
cumstances during the war were subject to many 
abnormal factors. Blit during the war, there was 
much export, of wheat and there was great scarcity 
ill. the same time of other grains. It is very diffi- 
cult to say that it was the rise in the price of wheat 
that sent- up the price of all other food grains, hut 
it did coincide. And there has been a great turn- 
over in the consumption from thu cheaper food 
grains to wheat in various parts of tho country, 
the Punjab and Sind in particular, and there Hie 
price of wheal undoubtedly is the governing factor. 

GGMG. I might follow that up hy a step which is 
possibly theoretical, hut none the less it may cast 
some light upon this problem. Supposing wo were 
to try now to reduce the rate of exchange to Is. 4d., 
that would have to ho done, would it not, by re- 
versing such processes ns have led to a rise to 
Is. fid.?— Yes. 

6687. Those processes were the contraction of 
currency, and the reverse processes would he the 
expansion of currency ?— Yes. 

G(WN. If you expand currency under theso condi- 
tions, it means you have more purchasing medium 
in the country in relation to the stuff to be bought? 

6689. Ami I suppose one would expect that to 
ailed all prices in the country?— I think it would 
have that, effect. 

fififMJ. Whether tho goods worn partially exported 
or entered into the world’s markets or not?— I 
Ih ink it would have a universal result. 

GG!>1. Apart from the merely theoretical basis, I 
understand it would he an ordinary calculation 
which you can confirm from your ox]>«rience as to 
the effect of these changes on the prices of theso 
s luffs? -Yes. 

GG9j». Then, you sny that 11 Some advocates of this 
school of thought regard tho depreciating currency 


of continental countries as a positive advantage, 
and have failed to give due weight to the BlrouuoiiR 
efforts which such countries us Franco and Italy are 
making to raise their exchanges. 1 * That is an 
illuminating comment, about which we have heard 
something hut not much. What would you Ray was 
thu essence of the evil which tliotie countries are 
seeking to rid themselves of liy stopping the de- 
preciation of their currency ?— Tho essence of the 
evilP 

UG93. Yes?— I take it to lie tho disturbance of 
social relations, maladjustment of wages and salaries 
and tho cotisequont pindi for all the lower and 
middle classes of society. 

G694. A general disturbance of tho relation be- 
tween debtor and creditor. In that you refer to the 
middle classes, by whieh I understand you are 
suggesting that tho creditor who would feel such a 
movement most is particularly a member of the 
middle classes who had invested his savings in some 
fixed interest bearing socurity? — Yes, certainly. 

0695. A ml a fall ill the gold exchange value of 
his currency acts as a concealed tax in addition to 
his Income Tux? — Yes. 

GG9fi. That has been carried so far in countries 
with extremely depreciated currencies that iL is 
likely to reduce the rentier classes to extermination? 
Yes. 

6G97. Your argument lmsed upon iliul is that 
although there may be no question of such extreme 
depreciation in this country, yet ill proportion as 
you reduce the rate of inflation you should reduce 
proportionately these evils of injury to the fixed 
investor and Lin* creditor classes of the country as 
u whole? — Yes. 

6698. Then we hear in mind that we have agreed, 
have we not, in the course of our discussion this 
afternoon, that the great object that we want to 
set liefure ourselves is to teach tho people of India 
to invest?— Yes. 

(>G99. So that we have to hear in mind that we 
may not he promoting that object if we impose any- 
thing in the nature of u concealed tax upon them? 
Quite so. 

G7()0. Now let me look upon the other side of the 
picture and ask you how you would describe Indian 
opinion in relation to the advantages of a reduction 
to Is. -Id. What is your opinion as to the ad vant- 
ages that would bo conferred in particular upon 
the cotton industry of Bomhuy? Well, the common 
belief in Bombay appears to he that with the 
rupee at Is. 4d. the ciiltivutor will get 
more money for hiB products and will he 
able to invest more largely in cotton goods. That 
is not borne out hy somo recent researches liv 
J)r. Maun, who is Director of Agriculture here, 
who investigated the result of high prices on village 
conditions in the Dcecun. He came to the conclusion 
that the great majority of cultivators did net 
benefit by higher prices on tho ground apparently 
that they hud so little surplus to Bell. I do not 
say that Dr. Matin’s investigations received general 
support hut he is an investigator of some reputation 
and that is a theory that he recently put foiwurd. 

6701. Nevertheless a full to Is. 4d., aohioved by 
such measures as you describe, would undoubtedly 
increase the price which tho cultivator would re- 
ceive lor his produce?-— Tt would for such proportion 
as lie sells, of courso. The groat mass of petty 
peasant proprietors do not hnvo a considerable surplus 
to sell; they very largely live on their own 
cultivation. 

(1702. The absolutely self-contained agricultural 
unit, which produces all that it consumes and buys 
and sells nothing, and is removed from all possible 
influences of any sort or kind from the outside world, 
can practically be left out of account; it cannot 
be effected for good or ill ; but if it has any surplus 
to sell, the peasant would undoubtedly get a larger 
money price? — Of course that is in the cose of the 
great commercial crops and not food-grains; for 
instance thoro is a certain area in Bombay which 
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grows chiefly cot Ion. They necessarily would receive 
higher prices because they depend on the price of 
their cotton to buy the other food-grains, but that 
factor is not to be over-estimated because* the w hob* 
cotton cultivation of India does not represent much 
more than 5 per cent, of the cultivation of India. 

6705. Aro these cotton growers employers of 
labour P -Yes, the cotton grower employs a consider- 
able amount of labour for the picking of his cotton. 

6704. What would be the ultimate reaction upon 
these cotton growers of a general rise in price levels, 
including tho price of their product cotton P I 
should think that probably it would encourage tin* 
cultivation of cotton. Any higher prico of cotton 
will encourage tho further cultivation of that crop. 

6705. Thou looking at tho millowners, tlu> manu- 
facturing interests, how will they stand when things 
have worked themselves out? —They think that they 
would profit by a lower rate, but I doubt, when the 
rupee is stabilised and lias reached a certain figure 
and remains constant there, I doubt whether their 
operations would he affected one way or llio other. 

6706. Aro you thinking of a rise in their wages 
hill, because soino evidence has been given to ns to 
suggest that there would be no rise in wages as a 
result of tho rise in prices which would follow on the 
introduction of tho Is. 4d. rutu? — T think it would 
take some time for the employees, for tho mill-hands, 
to ho able to sccuro a further increase of wages, 
hilt if prices remain high for a considerable period, 
it would undoubtedly lead to a greater industrial 
unrest; they have had several strikes within the 
Inst year, ami they would probably have more strikes 
in tho future, and tho mill-owners might adopt the 
policy of raising tho wages of their mill-hands for 
safety. 

6707. There is an ill termed into passage in your 
memorandum in which you refer to some aspects of 
the tariff question, which you introduce with the 
statement, with which we concur, that the Currency 
Coin mission are not concerned with the tariff policy 
as it might lead to a formidable extension of our 
inquiry. But T wanted to Hoar up a point which 
may turn out Lo be of sumo importance as regards 
the idea of such legislation as that which has recently 
been adopted both in this country and in England. 
You say that “ The principle was accepted in (he 
orders passed last February for the safeguarding of 
industries in England, and was put into force in 
Australia on March 25th Inst for protection against 
the depreciation of Japanese currency. ” The 
principle to which you there rofer is Ihnt of assisting 
the export industries of a country, to protect, them 
against an appreciation of their own currency and 
those hindrances to export which are recognized to 
result in such an appreciation. But if we refer to 
the English policy, it was contained in the Safe- 
guarding of Industries Act of ]U22, mul ihnt was 
rather tho converse, was it not, — an attempt to 
protect selected industries against other countries’ 
depreciated currencies? Does it not have a similar 
effect to the appreciation of the homo currency in 
terms of the foreign currency. 

6708. It is quite true that there are two aspects. 
Nevertheless, there is probably an active movement 
downwards or upwards in the one, while tho other 
remains passively at rest. There are very minin' 
changes in tho value of English currency, while there 
is an active movement in foreign currencies, and the 
facts that you are considering hero affect the move- 
ment relatively of Indian currency. That leads to 
a question I wanted to nsk, vis., whether your study 
of tho result of the English experiment would lead 
.von to agree with the contention which has been 
widely advanced, that our experience under the 
Safeguarding of Industries Act showB that tin* 
amount of advantage which might be given tem- 
porarily by a violently fluctuating currency was so 
peat that it is quite impossible to counteract it 
by any tariff, and, in particular, tho maximum of 

per cent, which was the tariff originally selected 
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under the Safeguarding of Industries Act, was per- 
fectly inadequate for that purpose, and that some 
of these temporary advantages would he of u quiU- 
differont order of magnitude? -I believe that was so. 

67f)9. Indeed our experience of this as a measure 
to smoot It out changes in trade, and the variations 
of trade produced by changes in the value of the 
currency, is nut a very fortunate one? Not when 
the currency fluctuates so violently as i( has done 
on tho Continent. But in regard to the recent 
Australian action with tin* Japanese currency, f 
understand that the depreciation in the Japanese 
currency is somewhat oil the same scale as chanp.es in 
tho Indian rupee. Now it has gone up to Is. Ski., 
in uny case it was never more than • > Vi per cent. 

6710. The arguments which you refer to in your 
memorandum which express, as you told ns, some- 
thing of the nature of what you call tho host in- 
structed opinion in India, are summarized in tin* 
eoneluditig paragraphs. Those of a most direct 
interest perhaps are in paragraph (r), where you 
arrive nt tho eonclusion that, 41 Willi tin* balance of 
trade greatly in favour of India, the rupee if iin- 
eo nt rolled would probably rise to a moderate extent. 
It is probable therefore that the Government of India 
would bo able to stabilise the rupee at such moderate 
rate as tbey might decide; but a return to a *Js. 
rate would he unwise,” the chief influence being 
that to which you have already referred, that is llic 
cessation of tho imports of gold bullion; and in your 
final paragraph you say that although 11 the rate of 
Is. Kd. would bo probably possible, in order to avoid 
unnecessary disturbance in trade ami commerce, tin* 
present existing rate of Is. 6d. between the gold 
points should hi* adopted and would he uiosl easy 
(o defend.” There is just one final question I would 
like t.o ask, and that is this. We have had certain 
evidence with reference to the qiie.-lion of the 
currency system which should ho adnpled in India, 
whether it should be a gold exchange standard system 
or a full gold standard system with a gold currency. 
NVc have had evidence to the effect, that the cost of 
introducing a full gold standard with a gold currency 
would ho eventually some l.J crores per aiiiiuni; and, 
if 1 may, T would ask you to assume that figure, 

I J crores, as tho charge. We have had other evidence 
to the effect that the reduction of the rate from 
Is. 6d. to Is. -Id. would impose an immediate addi- 
tional burden of 5 crores :i year on the Budget of llu* 
(Sovernment. Will you assume, therefore, that the 
cost, of introducing a gold currency and at the same 
time reducing the ratio would hi* something of the 
nature of an annual charge of 4 J crores. T want you. 
on llu* other side of the picture, to consider for 
tho moment, if you will, the obligations of the 
Government of Tmlia to the provinces in respect of 
(he remission of provincial contributions. What, in 
your opinion — (I think I may fairly ask you your 
own opinion on this)- would he the rights of the 
matter as regards the choice between those two 
objects? Would it, or would it imt, he right fur the 
(iovernmeiit of India to incur this additional burden 
for currency purposes in preference to n remission 
of provincial contributions? Or would it he right- 
ful* the Government of India to say that the remis- 
sion of provincial emitrilmt ions must come first, and 
that currency reform as involving further expense 
should come second? Or do you sec a possible third 
alternative? — -Well, the Government of India have 
several times announced that they consider the re- 
duction of the provincial contributions to he of 
primary importance. Tho Government of Bombay 
have equally strenuously maintained that, tho re- 
duction of provincial contributions should not he 
the important policy of the Government, of India; so 
that, so far ns Bombay is concerned, if the gold 
currency utid the reduction of the rupee to Is. 4d. 
did cost 4} crores of rupees mul if they led to greater 
prosperity in India, wo should certainly prefer any 
measures adopted to greater prosperity in Tndia 
rather than any measures tending to tho abolition 
or cancellation of the provincial contributions. I 

Y 2 



340 ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE : 

10 Decrmhrr, 1025.] The Honourable Mr. H. S. Lawrenck, C.S.I., T.C.8. [Continued. 


may perhaps mention that the Govern meat of Bombay 
are the last Province to receive any niuterial benefit 
from the cancellation of these provincial contribu- 
tions. It so happens that the other provinces have 
n prior claim according to the system that has been 
established. That system is strongly disapproved by 
tint Government of Bombay. They are very nearly 
lust on I he list for any advantage and 1 do not elaim 
to speak without prejudice in this matter. From 
the point of view of Bombay, we should not attach 
hi iich importance to the removal of tho provincial 
contributions. 

<1711. (.Sir Henry Straku.uh.) Mr. Jjawrence, you 
stated, and I think every body is agreed, that it is 
of supreme importance for India that her people 
should cense to put their savings in entirely un- 
productive things such ns gold and silver and thut 
they should put those savings into forms which would 
help to develop the country. Now there are two 
schools of thought in this matter; one suggests that 
the only way, the best way, of inducing the people to 
save is to give them a gold currency, gold in circu- 
lation in tho country aud that that in itself will 
induce them, having gained confidence, to put their 
savings into instruments of credit; and the other 
school suggests that a better way would be to first 
educate the people in investing their savings on 
productive things, and then, when that was done 
and when the danger of hoarding is removed, give 
them n gold currency. Which of the two alterna- 
tives in your view is the more likely to achieve the 
end? — By what method to educate tho people? 

5712. By offering them instruments of credit such 
ns cash certificates or possibly increasing the rate 
of interest allowed in tho post-office, expanding tho 
hanking organisation of the country, establishing 
a central bank which would make banking safer and 
such like. Yes. I think in either case it will take 
a long time before the hourding habit is appreciably 
removed; because I think that hoarding habit is due 
in part to a desire to conceal wealth from a sense 
of insecurity, and up-country that sense of insecurity 
still prevails; and I think it will be a long time 
before either a gold currency or banking facilities 
will roach tho people. 

5713. Even a measure which would lead to putting 
a large amount of gold into circulation would not, 
in your view, expedite that process? Would it? — 
Perhaps there may lie .some effect. But I don't 
think any great effect. 1 do not think it will be 
of sufficient importance to make it a conclusive argu- 
ment in favour of the gold currency. 

5714. Then one other question; if a gold currency 
were introduced, opinions are divided as to what 
would happen to the hoards at present invested in 
silver rupees. What would happen to the hoards 
invested in silver bullion and the note circulation? 
Would you say that, if gold were freely offered, 
and if simultaneously with that offering of gold, 
the status of the rupee were reduced to that of a 
token of limited legal tender, these hoards would 
he exchanged for gold? — T think there will be power- 
ful incentive to do so. I think a very large amount 
of silver would be changed into gold. 

5715. ITiive you considered what the size of those? 
hoards is? — I have seen certain figures; I know they 
are of very largo size. 

5715. Is it possible to approach the true state of 
things more closely than the estimates that one 
generally hears? — 1 do not ktiow what data those 
estimates are based upon. I have not got any opinion 
on that point. 

5717. Do you anticipate in these circumstances that 
the note circulation will he reduced, people preferring 
to hold gold coin to notes?-. For actual currency? 

5718. Yes, for actual currency P — Daily marketing 
and so forth? 

5719. Yea? — No; T think the note habit hns grown 
very widely while people keep gold locked up at home. 
A ryot when Helling his produce will sell it more 
readily for gold than ho will for notes. It is true 
that- the gold must pnss from hand to hand to n 


certain extent; but if ho can, he will put the gold 
into the reserve and circulate the notes. 

0720. And if the notos remain in circulation, would 
you say that the reserves to secure the exchange 
value of thoso notes and stabilise the exchange, have 
to be smaller or greater than tho reserves under tho 
present system?- -That is outside my experience. 

5721. Then there is just one point with reference 
to the statement you made regarding tho possibility 
of an appreciation in the purchasing power of gold 
and to the Genoa resolutions. You don't wish to 
express a view in that regard? But may 1 ask 
you, do you regard tho question of the effect of u 
substantial absorption of gold in India upon the 
purchasing power of gold of first importunco 
when we consider whether it would bo advisable or 
not to introduce a gold standard with gold currency- 
in circulation in this country? — Do you menu whether 
the dungcr of the appreciation of gold will be serious? 

5722. Or let us say, tho effect of such an action 
upon the price of gold; is it a question of the first 
order which lias to he closely investigated before 
any such step cun lie taken? — Certainly, it requires 
a close investigation. Such figures as 1 have seen 
of the trade output of gold in the next 10 or 20 
years and the demand of gold vary enormously und 
J have not formed nil opinion as to which school 
of thought is right. Certainly it is a matter which 
requires careful investigation; hut l cannot empress 
mi opinion whether the future supplies of gold from 
the existing sources will be ample or whether new 
sources can be discovered ; they are questions on which 
I have no accurate information. 

5723. Supposing, ns some witnesses have said, that 
there is really a redundancy of gold in the world, 
then the fact that India adopts a gold standard and 
a gold currency and so takes off the surplus of 
monetary gold available, would have a beneficial 
effect, because it would probably tend to stabilise 
the purchasing power of gold? — Yes. 

5724. But if tho other vic?w were correct, viz., 
that the future production of gold will not keep pace 
with the economic development, and consequently 
that there will follow tin appreciation of the price 
of gold which eon notes falling prices, what effect, In 
your view, will that have upon the internal economy 
of India?-- Well, I nm of opinion that stability of 
prices in India is of primary importance. Prices 
are at present higher than the country has been 
'hccnsfuiiicd to in previous generations and n moderate 
decrease would, I think, be beneficial. But if prices 
full very heavily, then you upset all relations between 
debtor and creditor with what may bo very serious 
results. 

6725. And you impede trade because falling prices 
always impede trade? — Impede trad© to a certain 
extent. I believe there have been periods of fall 
in prices when though profits have not been on n 
large scale yet trade has expanded and relations have 
not been unsatisfactory; hut that again is a question 
which 1 am not very fully informed of. 

5725. Then w'ith reference to your statement in 
paragraph 15, where you deal with tho measures 
for the safeguarding of Indian industries on the 
analogy of the English and Australian Acta for 
tho Safeguarding of Industries, would you agree 
that tho Safeguarding of Industries Acts in Grenl 
Britain and Australia wore primarily introduced so 
ns to counter-balance any advantage that may arise 
to a country with a depreciating currency, an advan- 
tage which arises from tho lag in adjustment of 
internal and external prices? — I think so; I think it 
is perfectly oorrect. 

5727. Now, to safeguard India in that respect, if 
the exchange were fixed at any point, so soon as the 
lag adjusted itself in India, any need of safeguard- 
ing would disappear? — Certainly, it should disappear. 

5728. And therefore this Act would really, if it » 
to ho applied for that particular purpose, have to 
go out of action as soon os the adjustment lins 
taken plnceP — Yes; it should be a temporary measure. 

6729. Entirely a temporary measure P — Yes. 
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6730. (Sir lteginald Mr inf.) Mr. Lawrence, we have 
received a good deal of evidence here in favour of 
reducing the value of the rupee to 1m. 4d. You 
give in your memorandum a number of reasons why 
that view is held. Would it be correct to Kay that 
it is mainly due to the belief that the lower exchange 
would lie advantageous to the cotton mill industry 
which is the main industry in Bombay ? — Not only 
the cotton mill industry hut 1 think all exporting 
firms hold that view, that it would ho advantageous 
to them. 

6731. It is from tho point of view of export then? 
- -The cotton mills and exporters^ those are the two 
seta of local industrialists who aro the principal 
exponents of this view, I think. 

6732. Exporters of cotton goods or all exporters? 
— No, exporters of wheat, pulses, oilseeds, all 
exporters in abort. 

6733. Turning to the cotton mill industry I gather 
from your memorandum that you do not consider 
that a reduction in the rate of exchange would I* 1 
so beneficial as is generally believed. You paint out. 
that the raw cotton constitutes 60 per cent, of tho 
cost to the mills and that 7 j>cr cent, is incurred 
on imported goods, so it is only in respect of tho 
remaining 33 per cent, that there would he a 
temporary reduction in cost from depreciation of the 
rupee? — Yes. 

6734. But you also mention the general Ik* lief that 
with a lower rupee the cultivator would have a 
larger purchasing power? Yes. 

6735. You instance the grower of coll on and you 
point out that lie would get n larger number of 
rupees, the value of which would In* to sonic extent 
reduced by the increased eost of labour? True. 

6736. Would not the whole of this profit, the whole 
of I hose increased receipts be counterbalanced by 
the general rise in prices as soon as they had adjusted 
themselves to the new rate and would he in the end 
he any bettor off than before?- -Well, opinions differ 
on the point. I think it is possible there might be 
sumo small percentage of advantage in his favour; 
hut. I have pointed out that this cotton cultivator 
only represent* 5 per rant, of the cultivators of 
India. 

(1737. And as regards the remaining 95 |h.t cent, 
do you think they would derive any permanent benefit 
from the lower exchange value of the rupee? — 
Researches are somewhat at variance one wdtli another 
hut I Think flint thebe is a considerable body of 
opinion that they wmuld receive no advantage. With 
cotton, of course, you put other rnvnmcmal classes, 
jute growers and growers of other fibres and so forth. 
Taking all those who sell commercial products apart 
ami those that sell food-grains the percentage of 
the whole class would he about 15 per cent, to 85 
per «*»nt. 

6738. I gather then that on the whole you arc 
of opinion that the belief that the cotton mill industry 
would bo henefiUxl by depreciation of the rupee is 
lo a great extent ill-founded? — Yes. 

0789. ( Sir l'urshotmndns Thakurrfa* .) You think 
Mr. Lawrence that the adjustment of price* after 
the disturbance of the ratio from Is. 4d. to Is. fid. 
is now complete? — Tho adjustment in prices? 

6740. Yes; owing to the appreciation of the rupee 
I hero lina been a disturbance as you say and that 
distil rlmnco has to adjust itself. Do you think the 
adjustment is complete now or there is still mal- 
adjustment in tho level due to tho disturbance of 
the ratio P — I do not think 1 can answer that. I 
do not know. 

0741. May I refer you to paragraph 10 of 
your statement whore you say a rising rupee 
encourages imports and n falling rupee encourages 
exports until wages have been adjusted to the new 
level of prices. May I ask you if you think that 
tho new level has been formed? — That is in regard 
to the rising rupeo and in regard to the cotton 
mills? 

3742. Generally, the adjustment of everything which 
w likely to be disturbed by the disturbance in the 
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ratio?. No, in the matter of wages I think certainly 
^tlitiru-Juia been, jio adjustment during tho period 
tho rupee has gone from Is. 4d. to Is. 6il. That is 
only one year and a month or two. 

6743. Therefore there is still some nial-adjiishiient 
left?— In wages certainly. 1 thought you spoke of 
prices. 

0714. And to that, exeat any change in the ratio 
from Is. fid. to another would not be a- complete dis- 
turbanec of an adjustment which is not complete?- - 
No, you may say that. 

6745. May I refer you to the next paragraph 
11 During the period of triinsitjjou merchants and 
other middlemen make larger profits at the expense 
of producers or consumers.” You think we are in 
the period of transit inn just, now or out of the period 
of transition?- There are a great many faelors to 
he considered in regard to the profits that merchants 
and middlemen make, hut 1 think that this particular 
taetor has not yet been adjusted. 

6746. This the^seennd faetor, this also has not been 
adjusted; and do you think middlemen still continue 
to make profits? That is the tendency if it is not 
uprooted by other more violent, factors. 

6i47. But then, ns to the tendency that you refer 
to in paragraph II (the first part) “ During the 
period of transition . . . merchants and other middlc- 
men make larger profits at the expense of the pro- 
ducer or the consumer”; at the moment do you 
think that that, period of transition still continues? 

- | think so, yes. 

6748. In paragraph 13 again you say that it is 
difficult to support the propaganda in India ill favour 
o! a depreciated rupee. S' mi refer to the strenuous 
efforts which are being made in Italy and France 
to raise the exchanges. Of course, I am sure it is 
quite clear that France and Italy are trying to go 
hack to their pre war ratio. In the case of India, 
what .lull call propaganda and which you say is 
difficult to support, the people only ask for a reversion 
to the pre-war ratio instead of a rise from it. In 
the case both of France and Italy ami of India the 
idea is to gel hack to the pre-war ratio and no 
change from the pre-war ratio. To that extent it 
is a common theory underlying all three?- Well. I 
am not quite prepared to accept, that. It depends 
oil over what period you take \oiir view. The rupee 
has been up and down at various times so that people 
seem to advocate a depreciating rupee w’ithoiit fixing 
any point lo which it should full. In 1894, there 
were people at the time the Mints were closed 
advocating that the rupee should go down below 
Is. 3d. So my remark there is of very general appli- 
cation. When you have got the rupee down to 
Is. 4d. there will still he advocates who will wish 
it to go down to one shilling or sixpence or a penny. 

6749. Have you heard anybody during the past Tew 
mouths suggest a change from Is. Id. downwards? — 

I have never discussed that. 

6759. But. have you heard lately, anybody advocat- 
ing a change to under Is. 4d.? I think it would ho 
the logical result of their argument. I do not Hay 
they put it forward in that. form. 

6751. Well, cm the other side there arc those who 
say that the 2 shilling rate wdiieli is on the statute 
may he the aim of the Government of India. I am 
not talking of such logical arguments. I am talking 
of actual facts ns people have put forward their 
views. Have you heard anybody advocate a decline 
to under Is. 4d.P — I am afraid I have not discussed 
this point. 

6752. No, but you referred to the propaganda in 
India and I thought that perhaps you had discussed 
with somebody ? — I refer to what I have seen in the 
papers. 

6753. Have you seen anything in the papers 
advocating a rate under l.s. 4d.? 1 was reading a 
memorandum or letter by Mr. .T. A. Wadia yesterday 
advocating Is. 4d. The result of what he was 
udvocating would he to bring the rupee down below 
one shilling. He wants to open the mints to silver 
and introduce a silver standard. 

Y 8 



312 


ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE*. 


10 December, JU 2 . r >.J The Honourable Mr. H. 8 . La whence, 0.8. 1., l.C.S. [Continued, 


G7o4. Dili you read bis written statement before 
thu Commission, is that wliut you have in miml? — 
1 read .something in the paper, I do not remember 
what it was. 

(J7. r )5. Now in paragraph lo you say 11 When the 
high rupoo is stable the costs will fall and the industry 
will eompete in a lair field; ill the interval the 
industry has a claim to protect ion.” You have told 
us that wages part of the cost of ail industry lias 
not. yet adjusted itself. Therefore, tho industry Iuih 
a claim to protection as far as Ibis mal-adjustment 
in wages is concerned I" Yes. 

G75G. Do you think that until the adjustment is 
complete tho Government of India ought to recognise 
the cluiui of the cotton industry to protection to tliul 
extent?- 1 mu al'ruid 1 am not entitled to express an 
opinion on that, even privately. 

(i7f>7. 1 only wanted to point that out, T am usking 
because you have made a statement in your memo- 
randum; if you do not want Lo follow it up T am 
the last person to press iL any further. I wish just 
to n*k one question, regarding paragraph ‘Jo (t), 
Mr. Lawrence, at the end of 3 ’our written statement. 
You say there 11 To conclude the arguments above 
stated may lie summarised to indicate the ralo of 
Is. 8 d. would be probably possible.” J)o you mean 
in the distant future or do you mean for considera- 
tion at this enquiry? 1 think lhnt that might be 
the result if the United States set free their 
enormous bolding of gold. I believe it is OHO million 
sterling. There is Koine talk of setting some of that 
free and that would lend to an inflation of prices 
ill tho United States; Hint would certainly react on 
prices ill the United Kingdom ami have a flirt her 
reaction here and probably in the in \t few years, 
perhaps, drive up the rupee to a higher rale. 

G7f>8. You do not Hi ink (hat this question of 
stabilising at Is. Sd. is one wliieh might lo he taken 
into consideration by this Commission? — No; 1 


merely attempt to estimate tho economic factors 
which are under consideration in the world’s market; 
that is all. 

G7« r >i). May 1 ask you wliethor the United Kingdom 
is likely to raise their ratio of gold hn n lever lor 
control of prices? When tho Uni Led Slates let tho gold 
out and if the prices go up as you say both in England 
and out hero, do you think that tho United Kingdom 
is likely lo change their raLio ill order Lo control 
1 -licir prices?--! cannot foretell the policy ill the 
United Kingdom. 

67GO. They made strenuous efforts to retain their 
pre-war ratio of gold and got to iL too? — Yes. 

67G1. India is tiift only country in tho world where 
the pre-war rutio has been altered; we have not 
heard of any other country which has trifled with 
its pre-war ratio? — There arc many other countries 
in which tho pre-war ratio is not .yet existing. 

G7G2. (Sir I'nrskotamda* Thakurdas.) Because it is 
impossible for them to get it; hut they are very 
anxious Lo get it; no country has been anxious to 
disturb pre-war ratio. Thanks very much : I am much 
obliged. 

G7G.‘i. ( Projessor Coyajce.) Only ono question, if I 
may, arising out of Sir Piirshotumdus Thakurdas' 
Inst question to you: in the United Kingdom they 
have got a very powerful machine for controlling 
prices, namely, the discount rate, and that financial 
weapon we in India possess to a very slight extent; 
ami consequently, perhaps, wc might have Lo make 
more use of the exchange method of controlling 
prices?-- Yes. 

GiG-t. (Chairman.) Is there anything, Mr. Law- 
rence, which you would like to add at all or anything 
which wo have failed to understand as well as we 
might ?- -No, 1 do not think so. 

<i 7 <iT>. (Chairman.) Tho Commission is very much 
obliged to you for your very lull and kind assistance 
this after non. 


(The witness withdrew.) 
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»Si>* Kajkndhanatu Mookj'hjlk, K.C.I.K., 
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Sir Nokuot Hastings Ykki.kh Warren, K.C.J.J5. 
Sir Reginald Mant, K.C.I.E., C.S.I. 

Sir Manuckji Byramji Daijabuoy, K.C.J.E. 

Sir Alexander Koukrtson Murray, (Ml.fi, 
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M.L.A, 

Professor Jahangir Coovkrjkk Coyajkk. 

Mr. William Edward Preston, 


Mr. G. H. Baxter, 
Mr. A. A YANG Alt, 


(Seercturies). 


Dr. Prom atiian ATH Bankrjka, called uud examined. 


G7GG. (Chairman.) Dr. Proinatliaiiath Bancrjea, you 
aro Minto Professor of Economies jn tho Calcutta 
University? — Yos. 

0707. You Imvo been kind enough to conic to assist 
us to-day, and 3*011 have also provided us with 11 very 
full memorandum* setting out your views upon the 


* Appendix No. 83. 


matter referred to us. J. will, if I may, ask 0a a few 
elucidatory questions. In paragraph *J you sny:— 
“ It should bo remembered in this connection that. 
Lhero is not only no conflict between stability 111 
internal prices and stability in foreign exchanges, but 
that the two aro, to a considerable extent, closely 
inter-relutod.” I gather it would be >*our view that, 
if exchange is automatically stabilised in gold and 
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Sold value for internal currency, internal gold prices 
must adjust themselves to world gold prices? — Is the 
point how far stability in internal price and stability 
of foreign exchanges are in ter- related? 

676ft. I will just repeat my question. Jf exchange 
is automatically stabilised on a gold basis, then in- 
ternal gold prices must adjust themselves to world 
gold prices?. Yes. 

6766. You do not gct~rid, of course, of fluctuations 
in prices due to fluctuations in the purchasing power 
of gold, but you get rid of other causes of instability? 
-J Yos. 

6770. In paragraph 8 you refer to articles which are 
in the nature of monopolies. What are the radian 
monopolies?— It seems to me that jute is the only 
article which may be called a monopoly. Other articles 
may bo regarded really ns partial or conditional 
monopolies, not absolute. 

6771. Therefore, articles with a special market, such 
as Indian ton, would involve a partially monopolistic 
market? -It has a largo sale. Tt commands a large 
portion of the tea market hut it can hardly ho regarded 
as a monopoly. 

6772. Both juto and Indian ten arc subject in differ- 
ent degrees to competition from other articles, are 
they not? — Tea is subject to competition, hut as re- 
gards jute, there are substitutes in some form or other. 

6778. As you rightly say, there is some price at 
uliich tho monopoly of any article tends to break 
down by tho forcing of substitutes on to the market? 

Yos. 

6774. You qiioto from Professor .Jcvons that “ tho 
pi ico in the world's markets of articles of export sub- 
ject to competition does not respond t.o the rise of the 
Indian exchange, and tho supply of these commodities 
from India may cease altogether, or can only he con- 
tinued at. a lower cost of production, — in other words, 
wages and profits musl fall." 1 have not been able 
to verify the quotation, but is the word 11 and " 
correct, because one would rather expect there the 
word 11 or ”, wouldn’t one? If wages fall adequately, 
then profits may bo un a fleeted. If profits are re- 
d tired, then wages may not need to ho reduced?. 
Hither of tho two will produce that effect. T am not 
absolutely sure, hut I think it- ought to ho wages or 
profits or both. 

6775. Wages, profits, or both?— Yes. 

6770. But iu so far as one of these two falls, thru 
I ho other is relieved frqm the pressure leading to a 
fall, isn’t it? — Yes. 

0777. Tn the next paragraph you say: “A rising 
exchange, by reducing the rupee prices of imported 
commodities, places the locally produced goods at a 
disadvantage.” I want to know lirnv fur you east the 
net in that statement. Would you extend it so far 
as to include all locally produced goods or only some 
locally produced goods ?-- Those locally produced goods 
which compete with foreign products in the Tmliaii 
market. 

6778. Ib it your opinion that a rising exchnnge has 
I ho effort of reducing tho cost of living as a whole to 
Iho humbler classes? — If tho locally produced goods 
jh'd it. difficult to compete with foreign goods, the 
imported goods, then wage's will have to be reduced. 

6770. Cost of living, T said? — T hog your pardon. 
As regurds cost of living, it depends on the articles 
which enter into it. Tf tho imported goods constitute 
a very large portion of tho goods consumed, then of 
course it loads to a roduced cost of living, hut, if on 
*ho other hand it does not enter to a very large 
extent into the cost of living, it does not produce 
much effect. 

6780, What is your view in regard to the effect of a 
r * K *ug #rohniigo upon articles which are produced and 
‘■onsiimed in Indiu, such ns the grain and stuffs which 
form the focal of the poorest classes? — Tho food of *he 
poorest classes is wholly produced locally mid there is 
1,0 portion of it imported from abroad. 

0781. What, in your opinion, is tho effort of a rising 
exchange upon the cost of living on the poorest classes 
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in that regard? — The poorest classes import cloth ami 
a few utensils from abroad. But during the last two 
decades tho Indian mills have been producing cloth 
for tho poorer classes to a larger extent than before. 

6782. They are subject to effective competition, are 
they not, from, for instance, the Japanese market? 
--Yes. 

6788. So olio would expect that they would he 
affected by a change in the pi ire of Iho imports? ■ 

I was going to say, yes they would he. The price of 
tho locally produced cloth would l»o affected by the 
competition of the foreign product and in that extent 
the poorest clashes of Llio people would Iu* affected by 
a rise in the value of imported goods. 

6784. What is your opinion as to the effect, on the 
price of cheap grains of a rising exchange? A rising 
exchange would depress the exports ami therefore (he 
price of grain is likely tt) he less. 

078. 1 ). You believe 4lmt there would he a general 
fall iu all those commodities? — Yos. 

6786. Cam one- siimmaris* 1 it possibly l»y saying that 
a rising exchange is ai consequence of ai contraction 
of the currency, unless theie is a very great increase 
in tho rapidity of circulation, which, it is not sound 
to suppose, necessarily means a general lall in prices 1 ' 

Yes, a general fall in prices would he the result. 
But how far the different classes of the population 
would ho affected by it. would he a more complex 
matter. 

0787. In paragraph 6 you .say; “Tim effects of at 
falling rupee are the reverse of those of a rising 
rupee. Exports are stimulated, while im|sirts 
are checked. These effects are, however, tem- 
porary." Is it your opinion that these effects to 
which we are referring are temporary equally in both 
llm case of a rising or a falling rupee?. -Yes. in both 
eases they arc temporary. 

6788. J was not quite sure whether thut was inclu- 
sive or exclusive?. Yes, in both cases they would he 
temporary. 

0780. In paragraph 7 you say: 11 The effect 
of higher exchange on the country ns a whole is 
adverse, so far ns its foreign trade is concerned." 
A little higher up you say that 11 wages and profits 
nrn in tho same relative position fi.o. after tlm 
adjustments no doubt) ns they were before tho 
transition commenced "? — Exactly. 

6760. Why, as far as foreign trade is eoiicei ucd, is 
the effect adverse if wages and profits arc in the same 
relative position? Well, if we suppose that tho export 
trade of Tudia is 800 emres in value and the impel I 
trade about 220 erores, then if we J,ake the import as a 
whole India would lose by a higher exchange on tlm 
balance of tin 8 erores. 

6701. There is a sentence iu the InlLcr part of that 
paragraph which at first sight T don't quite follow. 
You say that “ India's exports exceed her imports iu 
value by a large annual sum. varying from 60 to 86 
erores. Higher exchange thus menus considerable 
loss on account of this trade balance." That. I think 
requires some explanation. India no doubt requires 
fewer rupees for the excess, hilt then, on the other 
hand, the rupees have a greater purchasing power. 
Where, then, is the loss? Yes, after the adjustments, 
of course, there is practically not much offorf, hut 
then during the period of transition this is folt. 

6792. Then I have been a little misled perhaps by 
the initial words of the paragraph : 11 Lot us now 
consider tlm permanent effects of higher exchange." 
I understand you are of opinion that, adopting the 
ordinary analysis, this effect is a temporary disturb- 
ance during the period of adjustment?- But as T said 
in the previous paragraph, although the effect is tem- 
porary it generally takes a long time. The period of 
transition is not necessarily very short. 

6798. You then raise tho quest ion of tho currency 
system, and I will proceed to n few questions on that 
subject, again to ascertain (he strong points in your 
argument. You sny, 11 the gold exchange standard 
has failed to satisfy the tests of a sound system." Are 
you referring hero to Indian experience? — Yos. 

Y 4 
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6794. What would your reply be to llio contention, 
which has boon frequently put before the Commission, 
that India has never in the past had a sound gold 
exchange standard, so that Indian expcricuco should 
not bo looked upon as evidence against a sound gold 
exchange standard ? — We have had no experience of 
xxhul may he called a real gold exchange standard. 
Hut the gold exchange standard that has prevailed 
in India in Die past has failed to satisfy the test 
of u sound currency system. In any case manage- 
ment would he inseparable from the system of a gold 
exchange standard, and of course l am not opposed 
to management in any shape or form, hut my view 
is Lhul management- should he confined within as 
narrow limits as possible. 

679ft. What do you consider to he the principal 
particulars in which the pre-war exchange standard 
system in India Tailed to he A scientific exchange 
standard system ? In the first place it showed a 
tendency to a breakdown whenever there was any 
difficulty, anything approaching a crisis, as in the 
years 1907 and 1908. Then again the management 
of the reserve has in the past led to much trouble 
and suspicion in the minds of the public. Then there 
is the fixing of the exchange rate. People fear that 
the exchange rate is often manipulated in the interest* 
of other people. Then also you have to purchase silver 
if you have to maintain a gold exchange standard, 
and the method adopted in purchasing silver in the 
past lias not lit'Cii hex oud question. Only a few years 
ago, although the gold exchange .standard was not 
then in operation, still the (1 over n men b wanted to 
give effect to it, and the sale of reserve councils was 
condemned in many quarters. 

6796. That was in 1920? Yes. 

6797. The view bus been put hcfoic us tiiat. the 
breakdown of the system in 1920 was not due to the 
defect of the system itself but to a misuse of the 
system; in other words, the system would not have 
broken down then if the currency had been con- 
tracted in proportion to the amount of the reverse 
councils sold What is your opinion oil that? — I 
have not thought over the matter, hut it will 
certainly depend on the judgment of those who would 
he charged with the management-. 

6798. Generally. in that connection I am putting 
the case for the gold exchange standard just to see 
what your opinion about it is. The case for the gold 
cxrhunge standard has been made in this way. If 
you accept the legal liability to buy and sell inter- 
national currency against the internal currency at 
the gold points, then there is no possibility of manage- 
ment, interference, or manipulation of the currency 
hy the currency Authority. What is your opinion 
About, that? Ijct me repeat the question: if there 
is a legal obligation on the part of the currency 
authority to buy and sell .some form of international 
currency, whether it he foreign exchange or gold for 
export and so on at the upper and lower gold points, 
for the established ratio?-- Even then there will he 
some management in order to maintain the ratio. 

6799. Let me supplement the question in that 
respect thus: The case made for the gold exchange 
standard is that manipulation as regards the main- 
tenance of the ratio can he avoided, und that it can 
he made automatic hy establishing a definite ratio 
between the reserves against the internal currency 
and the value of internal currency in circulation; 
and, by the placing of that definite relation between 
the reserves and the volume of circulation upon a 
legal basis, you eliminate all possibility of manipu- 
lation? — Yes, manipulation would he avoided no 
doubt, but the reserves will huvo to he maintained 
and the size of the reserve, the securities which 
would he held as part of the reserve, will continue 
to give trouble. 

6860. And all these would then hecomc matters of 
statutory provision? — If everything is provided hy 
statute, of course management will he confined within 
very narrow limits, but silver will have to be pur- 
chased, and the rate at which it will ho purchased 
will he decided by the authorities charged with the 
duty. 


6801. As long ns the ratio was maintained, the 
circumstance of the purchase of silver could hardly 
he used as a medium for manipulating the currency 
for inflation or deilationP — That might lead ,to diffi- 
culty. The whole of the reserve might be eaten away 
if the price that has to be paid becomes high; and 
also if the price of gold as compared with the price 
of silver rises very high, there will be a disparity. 

6802. If there is a sharp rise in the price of Bilver 
above the inching point of the rupee, you do not 
think it would affect the reserve, hut it might moan 
that the rupee circulation would disappear into the 
molting pot and would have to he replaced by some 
other form. Ts not that circumstance one which 
must affect liny currency system which continues with 
the rupee in circulation? — Tf the rupee ceases to ho 
legal tender, Government will not face that difficulty; 
if it is merely a token coin. 

GH03. Supposing the rupee was no longer legal 
tender, do you forsee any very great reduction in 
the actual number of rupees in acLive circulation? 

Gradually the number of rupees in circulation will 
he less. It is very difficult to estimate what propor- 
tion of the rupee is in active circulation, that is to 
say, what proportion is not hoarded. But hoards 
would come out, and the rupee becomes a token coin. 

6804. That is going a little far away from the 
question. Let us assume loll crorcs as the number 
of rupees in active circulation. In your opinion, 
would that, hy any proposals which you make for the 
abolition of the rupee as the standard coin, lead to 
any very large immediate red net ion in the number 
of rupees in active circulation? I am not speaking 
of hoard*?.. --Ultimately there will l>c less circulation? 

68Uft. .Supposing under these circumstances the 
price of silver rises above the melting point of the 
rupee, what is going to happen then?- -If the rupee 
ceases to he legal tender there will ho no harm in 
reducing the silver content of the rupee. 

6806. Would it ho any easier then than it is now? 

It xv ill ho much easier: now the rupee is legal 

tender. 

6807. Theoretically of course since xvo arc taught 
that the rupee is a note on silver there is no reason 
why we should not reduce the bullion content of the 
rupee. What prevents us is 1 lie violent reaction 
xx liicli will he produced upon the sentiments of lh<> 
nit instructed population ? — Yes. 

6808. Would the reaction ho any less violent, even 
after the rupee had censed to ho legal tender, iT it 
is still in wido circulation? It ought to bo less 
violent. 

6809. W<» mi«rht hope that it xvonld be less 
violent ? — Yes. 

6810. Let me summarise the questions as regards 
the ease for the gold exchange standard which I 
have boon putting to you hy asking you whether, 
in your opinion, with these improvements in the 
structure of the system so as to make it a scientific 
standard, there would he any greater opportunity for 
tlio manipulation of such a standard than there is 
for the manipulation of a full gold standard with ii 
gold currency, recognising that there must always 
he a note issue with the supplementary gold currency? 
— It seems to me that the possibilities of manipulation 
would he much fewer hut the exact extent to which 
manipulation would be possible is more than can ho 
prophesied just at present. 

6811. it heroines then a matter upon which you 
do not express a definite opinion? — It is a very diffi- 
cult run Iter. The objection to a scientific gold 
standard would he much less than to the gold 
exchange standard which existed before the War. 

6812. At the end of your paragraph you say: “ The 
gold exchange standard is regarded as the brand of 
subjection and inferiority,” which I confess is a shaft 
xvliich pierces in.v bosoin, because have we not in 
England just adopted a standard which is in sub- 
stance the gold exchange standard? — At the present 
moment. 

6813. Yes, at the present moment ? — If that be 
called a gold exchange standard I should have no 
objection to having it here in India; but certainly 
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portions of tlio present procedure are regarded ns 
temporary, ns lending up to a full gold standard and 
the prohibition in the export of gold lias now been 
removed. So in England they are really returning 
to the real gold standard. 

6814. Our currency is internally inconvertible ? - 
Yes, hut that is only temporary. It is not likely it 
will continue to be so for ever. 

G815. Here again wo get into questions of foresight 
upon which we can express no positive opinion P -The 
Treasury Committee recommend that for the time 
being it should not he convertible, but they don’t 
say that it should not continue to be so always in 
future. 

6816. Would you he surprised to learn that there 
is, f think, no opinion in England in favour of the 
return to internul convertibility, and that I do not 
think any practical men forsee such -a return? — I 
accept your statement. 

6817. It would not l>e a surprise to you to learn 
that? — Well, even if it is so, that would not make 
much difference because in England the people have 
become ncciunstoinod to u system of currency which 
is not exactly the same in India. For instance, the 
use of cheques ami other forms is more prevalent 
there than in India, and when the same habit grows 
in India a scientific gold exchange .standard or inter- 
iiaLinunl gold exchange standard may become possible. 

6818. You have relieved me; you have enabled me 
to read the sentence about the gold exchange 
standard being a brand of subjection and inferiority 
to mean that the gold exchange! standard may be 
regarded as the brand of experience? — lint this view 
lias been expressed by eminent writers of hooks on 
finance and currency, that the gold exchange standard 
is siiitahlo only for subject nations. 

681!). That was not the view of the fiemm Con- 
vention, was it? No, it was not. 

0820. Tho recommendations of the CSctinu Conven- 
tion may perhaps have done something to relieve this 
particular system from any brand of inferiority ?-- 
Yes. 

6821. Now we collie to the alternative stsindard. 
You dismiss the managed currency as mi practical, 
and, of course, we understand that it is in direct 
opposition to your view as to the desirability of a 
system with possibilities of manipulation in any form; 
ami we come to the gold standard with a gold 
currency ?-■ Yes, hut I do not object to an inter- 
national exchange standard provided all relations are 
on the same footing aud the habit of international 
action becomes established. 

6822. You look forward to that an an ultimate 
ideal P — Yen. 

6828. When the nations of the world agree? — Yes. 

6824. 41 An incidental advantage,” you say in the 
third paragraph towards the bottom, 11 of the 
adoption of the gold standard will probably be Hint 
greater familiarity with gold coins will bring into 
use such quantities of gold an are now kept as a 
store of value in the shape of ornaments or lumps 
of the yellow metal.” This in a most import nut con- 
sideration, and perhaps you could tell us from your 
experience upon what you hnse this opinion ?— It 
seems to he psychological more than physical ; when 
people become familiar with an article they do not 
want to hoard it; if they know they can get it at 
any moment there won’t he the name motive for 
hoarding it as at present. 

6825. The case one has to meet in support of this 
opinion is this, that from time immemorial tho people 
of India lmvo looked upon the possession of gold as 
one of tho objects of acquiring wealth; that, ns it has 
been put to un hy one witness in evidence, it is im- 
possible to saturate Tndia with gold owing to domestic 
uses and this tuste of the peoplo for gold. If that ho 
bo, is it safe to assume that, in the course of even a 
generation or two, a greater familiarity with gold 
coins will content the populace and make them no 
longer desire to have gold when we aro dealing with 
such an age-old habit P— The psychology of the matter 
is that people desire a thing which is not very 


common, which is rare. Once a thing becomes 
common, people do not want to hoard it. And, 
secondly, when hanking facilities increase in Tndia tho 
hoarding habit itself will diminish, and perhaps in the 
long run disappear. 

6826. Then you are contemplating the putting of 
so much gold into circulation as to make it really a 
common object in the eyes of the people? — Yes; if 
they can get gold without much difficulty they will 
not show any propensity to lionrd it. 

6827. What is you view upon the lessen to he leanit 
from the experience of efforts to make gold circulate 
in India in the past, as, for instance, after tho report 
of the Fowler Committee? I am not in favour of 
taking active measures for the circulation of gold. 
Once gold is made available let people take advantage 
of it, but I am not in favour of making payments in 
gold from the Post Office and Treusury, because that 
again has a definite psychological consequence; when 
people find that a thing is being forced upon them 
they do not. want it; they look upon it with suspicion. 

6828. Do you or do yon not consider that, as the 
result of the measures which you proteose, a sub- 
stantial amount of gold would pass into circulation?— 
A substantial amount would Iks in circulation, but 1 
would not force gold into circulation. 

682!). You do not consider that a probable conse- 
quence of the result of making gold available for 
circulation would only mean the rapid passage of gold 
into hoards, ornaments and other forms of supple- 
mentary use? — No, I do not apprehend that difficulty. 

6830. 11 Tho adoption of the gold standard,” you 
suv in the next paragraph, “ does not imply that gold 
coins must necessarily circulate very largely.” I just 
want to put this to you to clinch the little difficulty 
which I have been feeling about your recent answers. 
If gold is to educate the people not to hoard according 
to your view, it must circulate substantially?- - 
Substantially but not very largely. 

6831. If gold circulates substantially then it is 

expensive. One cannot have it both ways. Either 
you must be prepared to foot the bill for teaching the 
people that gold is n common object, or, if you want 
to economise, then you won’t, get the lienefits of this 
le 1 would take Idle I Would not 

force gold inlojrirciilatioii. I would make it av ailable 
and tbn result of that would he there would 1 m? some 
circulation of gold, hut not necessarily a very large 
circulation, because the peoplo of India are poor, 
and the masses would not he able to get any amount 
of gold ; it would he mainly tho middle classes that 
would be able to get it. 

6832. Nevertheless we must put it- ill Ibis way, must 
we not. that your lesson not to hoard must ho 
expensive precisely in proportion to its efficiency, since 
its efficiency depends upon the amount of gold in 
circulation? -Well, yos. On the one hand, when 
people get gold whenever they want it they will not 
require to hoard it. On the other, some amount of 
gold will ho needed in order to familiarise the people 
with this metal ; so some amount of gold will he 
required, hut T do not think it. will lie a very large 
amount. 

6833. Now let us look and see what amount of gold 
will be required. Have you Ikxmi able to form any 
cslimato of that? — No; I have not. been able to do so. 

6834. Nevertheless that, is a very material question? 

Tt is a material question, hut estimates are hound 

to ho very rough, and T have not found it [mss i bio to 
arrive at any exact estimate. 

6835. The feasibility of your proposal dopends, 1 
suppose, («) upon your being able to get enough gold 
to carrv it out, and (ft) upon tho expense involved?-— 
Yes. 

6836. Therefore a judgment as to whether it is 
feasible or not must depend upon the formation of an 
estimate as to what amount of gold is likely to he 
required?- -Yes. Broadly speaking, T may say that it 
is not impossible to obtain a figure of the amount of 
gold that will be required for tho purpose. 

6837. How can one tell that until one knows how 
much gold is going to be required P Supposing it wus 



346 


ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE 


21 December, 1925.] Dr. Promathanatu Danrrjka. 


[Continued, 


.500 millions sterling? — Thai will have to ho curt* fully 
worked out; but my own estimate (I say this with a 
great deal of diffidence, because 1 do not think I 
have the proper materials to form this estimate) is 
that it will be something like SO to 100 crores. 

Lot iis assume it at that. Every estimate, of 
course, must lie formed with the utmost diffidence, but 
the most carefully calculated estimates put before us 
have been somewhat bigger. However, for the 
purposes of the present- dismission, let ns assume th" 
larger of the figures you mention, namely, 100 mores? 
-- I would regard that as a safe amount. 

(jNMO. I* lee so tell us bow, in your opinion, India 
would acquire this additional HH) rimes of gold?- - 
India has a large balance of trade annually, and if 
we look at- tin* figures of the import of gold we find 
that it will not be at all diflieult for India to get 
L’fj crores worth of gold a year; so if the establishment 
of the gold currency takes five years, it will not be 
difficult to get something like 100 crores. 

OHIO. India undoubtedly lias a large balance of 
trade. A part of that balance is settled by the pay- 
ment- of the homo charges?-- Yes. 

68-11. Part by other invisible imports ami part by 
the importation of gold bullion for ornaments and 
domestic uses? Yes. 

OH42. So that, a-* a mailer of fact, the. whole of the 
balance is accounted for in one way or uiinthcr. 
Whom arc we to lirnl the credits oil which India is to 
get the additional 1 00 mores of gold? I mean, what 
is the mechanism? — If you establish a gold mint at 
Ihmibav, and if there ho a statutory provision to the 
effect that whenever gold is brought to tin* mint lor 
coinage it will bo allowed to be coined, thou the public 
will Like gold to the mint ; the Government will not 
have to mint these coins of its own accord, to any 
very large extent; but it i« the public who will bring 
their bullion to bo coined. 

08 91. Why .should tin 1 public bo eoneerned to import 
more gold than they do at present? Supposing 
enough gold is imported for them to meet their 
domestic requirements, what measures are we to take 
for more gold to lie imported, ami against wlmt 
credits? A large portion of the gold that is imported 
at present will go to the mints for being coined. 

08-11. What- is the basis of thal opinion P Wo recog- 
nise, do wo not, that in the last few years there has 
lioeii a very great and exceptional import of gold 
owing, as we have linen I old, to the circumstance that 
gold is cheap in comparison with other commodities? 
— In the pre-war years of 1912-1*1 and 191.' 1-1-1 the 
importations were very large too. 

fiHl’i. There urn indications which Imvfi been given 
to iis by experts in the bullion market that, tlie excep- 
tional demand for gold has now been satisfied, ami 
that for the future we should only expect a normal 
demand for gold for domestic purposes, ornaments 
ami so forth. That being so, and having already 
agreed that the apparent balance of trade is really 
covered in one way or another by various forms of 
import, is not some further measure necessary in order 
to secure an increase in the import of gold to meet the 
new currency requirements? Government will have to 
invest a small portion of the gold standard reserve in 
the coinage; but I do not think a very large amount 
will lie needl'd. 

<>846. They could sell the securities in the gold 
standard reserve and take it in the form of gold?- - 
Yea. 

0S-I7. That is on© way? — Yes. 

0848. If that goes into currency, then tbo reserve 
in list be restored in some other form of asset, must it 
not? Yes. 

0849. Unless we assume that the reserve is now too 
hig? -Once a gold standard is established very little 
reserve will he needed. 

0800, J will ask you about that later. Would you 
disagree if it were put to you that, in some form or 
another, in order to supply the additional gold which 
will bo required for tbo introduction of a full gold 
standard in the country, the Government of India 
will kavo to raise credits by borrowing at some gold 


centre in order to secure, either directly or indirectly 
by the rate of exchange, an additional import of gold? 
- Some liorrowing may be necessary. 

HKol . And it is in tbo form of tbo interest upon 
those further credits that the expense of tho scheme 
will come home to roost? Yes. 

0H.V2. Now, let me put against your figure ruLhcr a 
bigger figure, which lias been supported by evidence 
before the Commission, the figure that the require- 
ni'Mits of India for aj'resh supply of gold will amount 
to 100 millions sterling, not 100 crores of gold metal. 
You say in paragraph 11: 11 But in reality such 
absorption, if it takes place, will prove beneficial to 
the rest of tbo world, as it will help to lower tbo inter- 
national price-level.* ' That may be; but what we 
want to assure ourselves is that ibis will be beneficial 
h> India, and in this connection l want to refer you 
to the possible effects which such an absorption by 
India will liuvo upon general gold prices. Wlmt 
degree of disturbance do you think it would effect? . 
I do not expect that it will lead to much disturbance. 

«iHf>:i. Let iiio make my question quite clear, and ask 
you to assume that this process will be spread over a 
reasonable number of years, and that it will not occur 
all at once?. ..If it is spread over a number of years, I 
do nut expect that there a ill he much disturbance. 
Of course, the absorption of some amount of gold by 
India will cause some shortage in gold in other 
countries. Rut that will not bo so when it is dis- 
tributed among the various countries; it will not affecL 
very much tho price-level in any particular country, 
and although there will be a slight lowering of the 
international price-level, that will be all to the good. 

0854. Why will that bo all to the good, a lowering 
of Hie world’s gold prices? Does a full in prices 
usually promote trade as a whole in tho world? — It is 
a very complex matter; a rise in prices, of course, 
gives a stimulus to industries and industrial develop- 
ment, it is true; but, on the other hand, wo must 
ivnuMiilicr the fact that the price-level in tbo world at 
the present moment is much higher than tho pre-war 
price-level. Taking tho pre-war price-level, wo have 
1(H) ns the index number for the United Kingdom, 
practically the same number in the Uni toil States, and 
in some of the other important gold-using countries. 
In India it was practically the same, 160. Now, this 
pricu-luvc! seems to be abnormally high, and if there 
is a slight lowering there will not be much harm. 

f>855. Gan one speak of a pries'- level as being 
abnormally high absolutely or abnormally low 
absolutely?— No; not absolutely; but compared to the 
pre-war figure. 

685G- What is meant by abnormally liighP It is 
higher no doubt than before, but is that of any 
significance after a period of adjustment during which 
wages, salaries and so forth linvo adjusted themselves 
to the new price-level?— -No; it does not matter much ; 
but even if there is a slight lowering of the price-level 
tliut would not cause rfhy barm. 

G857. Iji forming your opinion that this withdrawal 
of gold to India would not materially affect world 
prices, you have no doubt taken into consideration 
the probable future relation between tho world supply 
of, and demand for, gold? - Unless there is any chan pc 
in the present rate of production there will be no 
difficulty. Of course the price «r gold like the priix.* 
of any other commodity depends upon the. produc- 
tion, that is the supply, ami the use that is madoof it. 
Now, of course, if tho production of gold decreases, 
then thero might be greater shortage, but if iberu 
is no appreciable decrease in tbo future production 
of gold then the slight amount of existing stock of 
gold which will Tie absorbed by India would not 
greatly affect the world’s turnout. 

0858. It is estimated by competent authorities, is 
it not, slid) ns Professor Cassell and Mr. Joseph, 
that the world requires an annual increase of 8 per 
rent, in its total output of gold in oilier to keep 
pace with the increasing demund and to maintain 
prices stable?— Yes. 

6859. In view of that circumstanoe and of tin* 
amount of the present production of gold, would yon 
think it is safe to assume that an additional demand 
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ul' thin magnitude for Indiu’g uhc might not product* 
ail effect upon world gold prices which would have u 
very disturbing effect— 1 don’t say upon tho world at 
large — Hint wc may disregard -but upon India itself? 

... 1 don’t apprehend that. Wc don’t want to disregard 
tho world as a whole, hut still, if the disturbance is 
distributed over the whole world, it will not really 
bo felt. And if we consider tho interests of India 
herself, of course, I don’t think there will ho any 
grent harm doue to her. 

OrtOO. 1 want to put to you a question which sug- 
gests itself to mo now as the result of this discussion 
as being one which needs an answer. Supposing that 
the authorities at tho world's gold centres, New York 
and London, were to take an opposite view, aud to 
hold that such a demand would create a disturbance 
which would ho Adverse to the interests of the worhl 
at largo and India amongst others; in view of the 
vireu instance that, us wo have agreed, to obtain that 
gold, India must ruise foreign credits; contemplating 
it under those circuiiiKtunecH, if the authorities of 
these centres were reluctant to grant such credits, 
Imw could India enforce this policy ?— That would lie 
extremely selfish on the part of the United States ami 
Knglatid. They keep hoards of gold and they would 
not allow any other nation to absorb a portion? 

(iHlij . Jb it necessary to assume that it would he 
selfish? Might it not ho that they differed from the 
tiew which you have taken that it w r ould Im in the 
interests of India? They might say: 11 No, our 
acquaintance with the conditions of tho world’s gold 
markets is such as leads us to believe that this would 
cause such a dislocation of prices as would do great 
harm to India and therefore wo are not prepared 
to assist India to take a course which would lie adverse 
to herself.” The question is, under these circum- 
stances, if credits are necessary, how could Tudia 
make good the establishment of this policy?- In case 
there is such an ohstructivc attitude on the part of 
some nations, India would liuve to teach her people 
not to put gold into industrial uses or into ornaments 
lint to keep it npart lor the currency, the amount 
which she gets in the usual course or trade. 

<5862. Indin would then have to fall back upon what 
l have no doubt you would say is a slow process?— 
Yes, it will have to he slow. 

(>8fi!J. That process would bo the process of the 
education of tho Indian people up to making a belter 
list* of their gold than putting it into hoards?— 
Yes. 

6861. Js that, process now going on or is it not? 
Are the people of India hoing educated to the use 
»f notes and to the* more productive) use of gold?— 
Yes; the use or notes is rapidly increasing. 

CWj. If the use of notes is rapidly increasing, might 
not that, in the course of time, produce these results 
which tho gold currency would he intended to achieve, 
that is, the habituation of the people to confidence 
in some other form of storago of valuo than gold 
and the release of gold For investment? — Well, it is 
possible, ns I said before, that sueli a time will come, 
but the people of India must have confidence in oilier 
nations and tlic habit of international action must 
he established. Otherwise, so long as Tmlia remains 
iu the position which she occupies now, T think it 
would be desirable to have a gold standnrd so that 
*hc may think that in currency matters at least she 
is independent. 

fi860. What is the greater independence with a gold 
currency rutlier than with an exchange, standard?— 
Until you have no international gold exchange 
standard, in tho words of Sir Basil Blackett you have 
tio yourself to the chariot wheel either of the 
Federal Reserve Board or of the Bank of England. 

b8P>7 . that neeessnrily so with n perfected 
exchange standard P Supposing your exchange 
Mnndard were the same a a we have in England, where 
tt°h! is freely given for export, not foreign exchange 
hut gold bullion for export, does that not rnako you 
independent of any foreign currency P — Yes, but some- 
h °dy must manage # it; management cannot he 
^together avoided. And bo long ns there is any 


management, there will he suspicion in the minds of 
the people. 

1)808. Wo get hack then to the qwestiou wo have 
already examined as to tho rclnti\c degree of manage- 
ment in an exchanges sLandard and an internally 
convertible standard with notes, in your next para- 
graph wo come hack to tho ratio, and you say: “ this 
In mgs us hack to tho question whether tho exchange 
ratio is n natural one or ail artificial one?” I want 
to ask you just wluit tho words “natural ” and 
“ artificial ” connote. W'liat is a natural and what 
is an artificial ratio?- -Well, Sir Basil Blackett said 
in quo of his budget speeches that there is iio such 
tiling ns a natural ratio. But a natural ratio may he 
ngarded as one which is established as the con- 
sequence. or normal circumstances that, is to say, 
without any manipulation -which establishes i lac'll 
in flic normal course of things, tin* usual trade rela- 
tions and so forth, and not as a result of any 
manipulation. 

(i860. Lot me put this to voii. If one really gels 
to the bottom of it, that ratio alono eau Ih> said to lie 
natural which is a ratio between tho internal currency 
nml gold or some external currency, such as sterling 
or international currency, to which internal price* 
have adjusted themselves?- -Tho only natural ratio 
would lie really the result «r the coiiipuratix e prirc 
levels in different countries; internal prico level a* 
compared with external price level. Ami as I said 
that would he established in the natural enurse of 
things and not hy means of manipulation. 

I5S7B. The exchange rate is really only the measure 
of the relative value of the currency and, say, gold?.. 
Yes. 

6^71. Ami when that measure is one which cxpiv.*M', 
the relation lictwcen the internal prices aud world 
prices, then it is the natural ratio? — Yes. 

6872. Any other ratio which docs not- express Unit 
relation between external aud internal prices is an 
artificial ratio?— Yea. 

6876. In your opinion have Indian internal prices 
adjusted themselves to the present ratio of round 
about Is. fid. or have they not? — I. do not think 
they have adjusted themselves to the present ratio, 
not to the full extent. 

0871. Admitting tho difTicully of ascertaining 
evidence upon this proposition, to wlml evidence do 
you refer in support of that opinion? -I cannot refer 
you to any evidence, but- my view is that the internal 
price level of India nL the present moment us com- 
pared with the international price level is practically 
the same as it was in the year 1 '.Jiff- 1 I. Now if that 
he so, tho present rale of exchange seems to me to 
ho high. 

0870. .1 ain afraid I do not quite follow tlu&t. Tho 
only direct evidence that I know of is such index 
iiuuiIxts ns we have in India, and, in particular, 
Hu- Calcutta Index number? — The index number in 
India may he taken as 160. Practically it is the 
same in England. The figure given hy the Board of 
Trade is somewhat, less, and the. figure given hy the 
Economist is somewhat higher, but taking the mean 
il is about lfiO, and that is the internal price level 
in India. 

6876. If tho internal price levels in Tmlia lire 
practically the* same now as world prices, in England, 
say, and other gold standard countries, does that not 
show that they have adjusted t Iiciiim)Ivcs to the 
|ue sent rate? — In that case I do not sec why the 
exchange should not have 1k*cii the same ns before the 
war, that is, Is. Id. If the internal prices were 
comparatively equal now and before the war, J do 
not see why tho pre-war rate should not prevail, 
that is Is. 4d. 

6877. Lot me put it this way: if there is a sub- 
stantia! equality indicating an adjustment, supposing 
we adopted in India any other rate limn Is. 4d. or 
Is. 8d. does that not mean that tliero will have to 
lie adjustments in Indian prices in order to accom- 
modate them to tho new rate?— Yes, there will have 
to lie adjustments, hut wo should also consider whether 
the present rate is the result of factors which are 
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permanent or of factor* which are only temporary. 
If we find Hint, ns a result of three or four successive 
good harvests, the present- ratio has been reached, 
and if it ix possible that we hn\o one bad harvest 
in every three, if flint be the nnrmul condition in 
India, wo should not expect to In? able to maintain 
the ratio at Is. (id. 

6878. Or, a critic might say, at any other rate, once 
there had liecn an adjustment to that new rate?- - 
Yes. 

0879. Such disturbing circumstances as those to 
which you refer would inflict an equal strain upon 
any rate flint had been established and to which 
prices had adjusted themselves? — Yes, until prices 
have adjusted themselves, there would he disparities. 

GWn. The point is that tli«> strain which the dis- 
turbing factors to which you refer, the had year 
or we mny say shifting world prices, would impose 
would fall with equal severity upon any established 
laic, the established rate being the rate to which 
Indian prices and Indian currency bad adjusted tlicm- 
selvca. \Yo must here look to adjustments which arc 
more or less permanent. The question is whether 
these adjustments which we have at the prerent 
moment are permanent or only temporary. In fact 
we may doubt whether there have Wen permanent 
adjustments or not. We have not quite exhausted 
that topic. Ix*t me ask whether there is any other 
positive evidence to which we can refer to satisfy 
ourselves oil this question whether there has or has 
not Ikmmi an adjustment of Tndinn prices to the exist- 
ing rate of Is. Oil.? — 'lliere is another matter. The 
ratio of gold to silver in September ln.st was, in 
New York 28-8, in Loudon practically the same 2H*7, 
while in India it was 29-9. Now so great, a difference 
between the ratio in India and those in New York 
and London seems to poinl to the artificial value 
of the rupee. In the usual course of things, the 
ratio in India ought to approximate to the ratio id 
London and in New York. There ought not to he 
much difference. 

15881. Do I ii mlc rs tan cl that you arc referring to 
the price of silver ns the price of one commodity 
which in India has not yet adjusted itself to the 
DM. rate? -Yes, the price of silver as compared to 
the price of gold is not the same in India ns it is 
in London or in New York. 

G8H2. It would no doubt require a greater acquaint- 
ance with the silver market at any rate than T can 
have to understand why there should be any tem- 
porary maladjustment of this commodity, hut the 
ci mi instance that there is a single commodity (which 
is not, after all, a commodity of basic importance in 
considering the cost- of living and so forth) that 
shows a temporary maladjustment here and there is 
not of very great significance in showing that there 
has not been a general adjustment? A single com- 
modity is not of very great 'importance that is 
perfectly true. Hut when we take into consideration 
the fact that silver, unlike other com modi ties, is 
one of tho innin articles which constitute the curren- 
cies of several countries, particularly ill India, we 
cannot ignore it altogether. 

<3883. The only significance from th© point of view 
of a disturbance of the rate of exchange would be if 
tho price of silver were to rise above th© melting 
point of the rupee. The priee of silver is now 33d. 
and I think the melting point of the rupee at Is. fid. 
is 4Hd. That still provides a very ample margin, 
docs it not?- K does provide a margin, but 1 was 
considering the comparative prices of silver and gold. 
So far os I am concerned, as I say in this memoran- 
dum, T am not quite certain that the present ratio 
has been worked up to. Rut I have grave doubts in 
my mind as to whether the present ratio may be 
regarded as a safe ratio which is maintainable. 

(5884. I am not sure that we have exhausted yet 
Hie eireii instances upon which you base that opinion. 
Are there any others which you think support that 
opinion? lVi* have considered the index numbers and 
tho price of the commodity, silver?— The fiu*t that 


during the last three or four years we have had ex- 
ceptionally good harvests, which has led to an in- 
creased demand of the currency — as a rule we do not 
have such good harvests year after year in India. 

(5885. That perhaps rather returns to our dismission 
upon the question whether one rate after adjustment 
is more especially maintainable than any other, on 
which we already have hml the advantage of ascer- 
taining your views. Then you say: “ If this ratio 
ho adopted, measures may become necessary to cheek 
any downward tendency of the rate that may show 
itself. This can be secured by a cessation or re- 
striction of tho rupee cuinugo and reduction in the 
volume of the notes in circii lation," and so on. JInw 
would you get to Is. 4d., since wo aro now at Is. 6d.P 
---The mere announcement that India is going to 
adopt the gold .standard will reduce tho value of 
gold. 

(5880. And will reduce* the value of tho rupee no 
doubt? — Yes. 

(5887. That will be because those who hour the 
aniioiineemeiit assume that the currency authority 
is going to take the measures necessary to reduce 
the rato to "is. Id. Supposing no measures were 
taken, do you think the rate would stay at Is. 4d. 
after the initial fall owing to tho operations of 
speculators and so on? — If my argument bo correct 
that the present circumstances are not permanent 
but are merely temporary, then there will be no 
reason why the rati* should not stand at Is. 4d. 

6888. That is assuming that the price levels in 
the country at the present time arc really adjusted 
to the Is. id. rate? Yes. 

6889. Then J understand it is your proposal to 
inako the rupee convertible into the gold inoliur as 
soon as possible. What exactly would be the nature 
of your proposals as regards that? IIow would you 
proceed practically? — I have not thought out the 
different stages hut some time will elapse before a 
full convertibility is established. Mv view is this, 
that as soon ns it is found practicable to convert 
silver into gold, it would he desirnhe to do it. 

6890. What would tho effect of this announcement 
lie upon tho holders of rupee hoards? — They will 
perhaps want to have their silver converted into 
gold. 

6891. Would you undertake the obligation to do 
it nt once and, if not, by what stages?— At once it 
will be impossible, because the gold standard reserve 
is invested wholly in securities at the present 
moment. We have 40 millions, but tho whale of it 
is invested and if we want to havo tho whole of it 
converted into bullion, into gold, that would result 
in much loss. Hut T do not think a vorj r large hoard 
of rupees will immediately come up for conversion. 
The amount of rupees that are in actual circulation 
will not he converted. Tn some parts of th© country 
whore banking facilities nr© non-existent and when* 
people do not invest in any other securities, there 
of course are considerable hoards. For instance in 
Northern India, and to soinn extent in tho United 
Provinces and tho Punjab. But th© extent of these 
hoards has not yet been estimated, and I do not 
know what is the actual extent of those hoards. 
In Bengal my impression is that there are very few 
hoards, so that if these stocks of rupoes come back 
to the Government for conversion, it will not bo a 
very difficult mutter for Government to meet the 
obligation provided the Government gets sufficient 
time. In the course of two or three years it can he 
done. Rut immediately of course it would be very 
difficult to give effoct to it, because tho gold 
standard reserve is at present invested in securities, 
while if it hail been held in gold, there would havo 
been no difficulty at all. 

6892. The whole scheme might then have been 
given effect to almost immediately, your difficulty 
lieing the realisation of the securities in th© gold 
standard reserve P— That is one difficulty. The 
scheme of convertibility,— that might have been 
given effect to immediately if the gold standard 
reserve hud been held entirely in gold. 
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6893. Would the gold standard reservo bo ade- 
quate for .vour purposes? You have got to contemplate 
the lilt-imato conversion of all the hoards of rupees?-- 
As I said, 1 do not know if any estimate lias ever 
Im'CII made of the hoards. 1 do not know personally 
what is the union ut of the hoards. 

(>894. Let me give you the best, estimate that has 
Ikhmi supported before us in evidence, and that is 
mi estimate of between NX) to 150 erores. Our gold 
standard reserve bus only got 53 erores, that is 40 
millions, or whatever figure we may take it at. If 
that be so, tho gold standard reserve would not alone 
lie adequate to undertake these liabilities? — Here 
again I speak with tho greatest diffidence. My own 
estimate is that the hoards would not be more than 
100 erores, probably considerably less. If tho gold 
standard reserve had been held entirely iu gold, 40 
millions in gold or 63 erores if you like, would not 
have boon at all inadequate to meet the whole 
demand. 

0895. On the one side wo have your estimate of 
1(X) erores of final redemption, quite apart from any 
gold iu circulation, and, on the other side, 53 erores 
in the gold standard reserve?- -We are considering 
the amount of loss. * 

(5896. There are 100 erores of rupees against which 
you have got to give gold, that it, 1(H) erores of gold. 

I beg your pardon. We are not considering the loss 
hut the actual amount of gold required, which is 
quite a different proposition? - As I snid a few 
minutes ago, iti my opinion NX) erores is an over- 
estimate anil 70 or 75 erores would bo perhaps a 
safe figure*. Hut even taking 100 erores ns the figure 
of (lie hoard we do not expect tho whole a mount to 
he presented for conversion immediately; when 
people will continue to use rupees, I do not- apprehend 
(lint the entire amount of the hoard will bo presented 
fur conversion. 

0897. At any rate, you would limit that by under- 
taking only a limited obligation to give so much 
gold per annum? — Yes, that would he necessary in 
present circumstances >mt if the whole of the gold 
standard reserve had been held in gold it. would not 
have been at all difficult to meet this obligation 
immediately, because if wo take one half of it as 
lwing likely to require conversion 53 erores would 
have sufficed. 

(5898. There is another consideration, is there not 
in this connection, in estimating the amount, that 
is, when the rupee censes to he legal tender, and 
is dethroned from its position ns a standard coin, 
you can no longer hold silver in your reserves. The 
silver of the reserves must, therefore, bo repined witli 
some other asset, with gold? — Yes. 

6899. Which again is a factor to be considered in 
estimating tho amount of gold to be required? And 
that cannot he given effect to immediately; that 
will ho a question or time. 

090(1. It also raises a further consideration. The 
expense of thoechemo lias got to ho met. ns I suppose 
you would agree, by the sale of the silver presented 
against gold and by tho sale of tho silver now in the 
Government reserves, .something like 100 erores? — 
Yes, hut if the whole of the silver is placed on the 
mnrket immediately it will fetch very low priceR and 
therefore it will have to ho done gradually. 

6(X)1. What degree of grndualness would one have 
to adopt in order to prevent this throwing on the 
silver market of some 200 erores of silver from pro- 
ducing a slump in the silver market which would 
seriously affect the cost of the scheme*? — I have not. 
very carefully estimated tho matter hut I think I to 
6 years will be required to give effect to the whole 
scheme of the gold standard. 

0902. The amount of silver involved is, wo are 
teld, some three times the world’s whole annual 
production of silver. Do you think this could he 
absorbed in 6 yearB without having a very serious 
effect upon the price of silver? — It will have some 
affect but not a very disastrous effect. 

6903. Ia it the experience of any othor market that 
*n 4 to 6 years you could add three times the whole 


supply of the world to that market without having 
a very serious effect on the price? — Distributed over 
6 years that would mean considerable loss hut the loss 
would not he of a disastrous character. If m'cessary 
it might bo distributed over a longer period. 

(5901. There are one or two questions upon oilier 
matters in your memorandum that I would like (o 
ask you. Iu paragraph 17 you express llu* 
opinion that the Government of India should 
continue to control the note issue, ns i under- 
stand it, until tho esiahlislinieiil of a Stale 
Hank in India. Gould you expand that a little 
■b.V telling us precisely what the conditions are 
for this State Hank, and in what, respects (hey differ 
from tho present constitution of (lie Imperial Hank? 
—Well, f am not- satisfied with (lie Imperial Hank as 
it stands at present. 

6965. What are the essential conditions in the. re- 
construction of the Imperial Hank in order to make 
it such a State Hank as would meet your require- 
ments? -The present Imperial Hank occupies a some- 
what anomalous position. It may l>e said that, llu* 
Hank of England is also in an anomalous position, 
hut the history of the Hank of England is different 
from the history of the Imperial Hank. In England 
Government required a sum of money and (he Hank 
of England advanced this money and the Bank began 
to act as the State Hank, performing many of the 
functions of such a Batik. Iu India on the other 
hand the Imperial Bank did not lend any money to 
Clover n men t, hut gets the use of Government monies 
and the profit, goes to the shareholders. It would h«* 
desirable to have a Bank like the Alliance Bank or 
Germany or some similar institution, or the consti- 
tution of tho linfierial Bank may ho so changed as to 
ensure the interests of tho people of India being 
safeguarded. 

6906. That is your object, as I understand it, hut we 
havo to make practical recommendations and to con- 
sider how that object can be attained as regards any 
possible changes in tho constitution of the Bank. T 
thought perhaps you could guide iis on (lint point?- - 
1 am sorry I burn not considered the details but T do 
uoL regard tho present position of Hie Imperial Hank 
as ail ideal one and I have always been of opinion 
that a State Bank proper should ho established in 
India. 

6907. T am a lit lie afraid of being content with mere 
nomenclature in this matter. I Fool that, it is import* 
ant. for us to get at the root of llu* difference* between 
the Bank you have in mind and ilio present constitu- 
tion of tho Imperial Bank. For instance, is there, in 
your opinion, not sufficient representation of the 
Government in the control and management of the 
Hank at the present time? Well, tlial is one point. 

G9l)8. And, if so, in what- way would you increase 
it? —I have not thought, over that; and not only of 
tho Government but of the people. By people here in 
India wo mean an incongi uity. In other countries the 
Government represents the people; here in Tndin the 
Government does not as yet wholly represent the 
people and that is the effect which lias to he taken 
into consideration. But we expert, that in I he near 
future tho Slate will ho wholly representative of the 
pooplo and in thnt» case this difference between the 
State and the pooplo will disappear. Then there is 
also this difficulty. Some shareholders are Indian, 
others are non-Indian, and the interests of tho two 
communities may not. always coincide. IT there woro 
a properly const ituted State- Bank this difficulty would 
ho obviated. 

6909. By what- measures? As T told you I have not 
thought out the details which would he l'eeessnrv in 
order to convert the- TmjK*rinl Bank into n State Bank. 

0910. Tn your last paragraph hut one you sny 
* f The seasonal demands for currency would he mot 
to n larger extent in the future hv the free minting 
system under the gold standard.* * Tt is not obvious 
(o mo nt first sight hmv a free minting system can 
assist in any seasonal demands for currency, for this 
reason, that a free minting system men ns that, t.ho 
currency of the country is increased hy the import of 
gold in the coitrso of time, after the maturing of tho 
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balance between tiie exports and Urn imports. Duos 
Hint not come at u period after the read demand for 
the seasonal currency, which is before the actual ex- 
port and before the conditions of the balance acting 
upon the exchange have resulted in the importation 
of gold; and is it not (just to show you the point of 
my question) the experience of other countries, such 
as pro-Wur England, that, as a mailer of fact, Ilia 
mere mechanism of Iho import and export of gold is 
perfectly useless to give any elasticity whu Lover to the 
currency of Iho cotiuLry, and that we do require special 
provisions under that system just as much as under 
another to anticipate the gold movements? That is 
correct. It is true that when agricultural products 
have to ho purchased, the amounts have to ho paid 
then and there; hut for this purpose foreign capital 
can como in. Those who want to purchase goods in 
rndiu will then bring in foreign capital in order to 
assist this need for the purchase of agricultural 
products. 

(Mil . How does that foreign capital become currency 
in order to assist in financing the crops for export? — 
There is a fniishiut flow in and out of goods and ue 
can say that only at a particular moment them is an 
export of goods. Exports continue always and in 
view of crops being sold gold may Ik? imported into 
India in order to pay for these agricultural products. 
That is quite possible mid this gold would he minted. 

0111 2?. I understand that gold will he drawn hi hy 
tho excess of exports when there is need for it. Ts 
lint that just the point, that tho general movement- of 
fl ratio constantly ill progress affects the import or ex- 
port of gold without any relation whatever to the 
periodical seasonal fluctuations in the demand for 
seasonal currency at a precise iinu? of the year to 
finance the internal movement of the crop before iL is 
exported, so how can we get any help oil this question 
of the provision of seasonal currency by adopting one 
basic system of currency lather Hum another? I do 
not say that tho whole of the difficulty will he obviated ; 
T say that it will he obviated to some extent. If you 
have gold imported, this gold can he minted and that 
will pay for tho agricultural produce. Tho whole of 
the difficulty will not ho obviated entirely. 

6913. As I understand from the second half of your 
paragraph, you do not Ihink it will ho possible with- 
out tho same sort of provision that you have at present 
for meeting seasonal demands?- Yes; some need will 
always ho felt.; the existing method of creating addi- 
tional currency will have to continue; T only say that 
a gold currency will meet tho demand to a larger 
extent, than now. 

fit >11. That brings mo to the 1 end of the leading 
qiic-dions which f wanted to ask you. 1 wonder if 
you would lie good enough to deal with any supple- 
mentary questions which my colleagues may have to 
ask you?. .With pleasure. 

(Ml- 1 ). (Sir Vnrshnta mdus Thnkvrdas.) Tn para- 
graph 10 of your statement- yon sav: “in 
fact with a gold currency gold is likely to 
ho used only to a very limited extent.* 1 TT 
with a gold currency gold is likely to be us<sl only 
to a very limited extent, why do you anticipate such 
a largo amount of rupees to he tendered to the 
Treasury to he converted into gold? — Only a portion 
of tho hoards would bo tendered to tlm Treasury for 
conversion. 

6916. You do not expect that what is actually used 
at present an eiirrcncv will he tendered ?---No ; T think 
T made that clear. 

(All 7. You only expect, the rupees which are in 
hoards to ho tendered for conversion into gold? Yes: 
and not. the whole extent of tho hoards even ; only n 
portion ; 

6918. Of course you have told us that you do not 
happen to have, any figures of rupees in hoards?-. No. 
Rut my rough guess (T shall nob call it. un estimate) 
iv 70 or R0 proves. 

6919. Yon mean rupees which aro in hoards and 
which have not been converted into gold till now? — 
Yes. 

(1920. That- in spite of the knowledge that the rupee 
is a token coin and is only of ten nnnns value P — Ten 
or eleven annas. 


0921. Why do you think that people aro sitting on 
such rupees iu their hoards still? — Tho rupee being 
die legal tender coin it is kepi us u store of vulue by 
people who expect to use it in futuie in places where 
there are very few facilities for investment or very 
few banks. 

0922. In spite of being aware that practically six 
annas iu the rupee, is lost the people retain the- rupee 
in hoards Imcauso it is a current coin?— -Yes. 

092.’1. If that is the mentality of the people who 
keep coins iu their hoards despite the fact that they 
know there is a loss on it, is it not very likely that all 
those who have iu their hoards gold bullion will tender 
Iho gold bullion to the mint to he converted into gold 
coin? — Yes. 

0921. And in view of the large imports of gold in 
later years to which you yourself refer, is it not likely 
Ihut much moro gold may be tendered to ho converted 
into coin at tho mint, and that the currency may get 
a very good start with that? — Yes; T think I men- 
lioiied, in answer to a question of the President, that 
a portion of the gold which is now held in the shape 
of on laments or in the shape- of bullion may be pre- 
sented to the mint for coining. 

6925. My paint is this; do you expert that it would 
In? presented in very large quantities, in fact, as much 
ns can he spared from tho hoards will ho thus pre- 
M'liled for conversion into comP-Ycs. I believe so. 

0920. Recall. so if people hoard a coin, knowing that 
il is six annas less limn its face value, they would 
certainly prefer Lo hoard a min on which they know 
there will ho no loss at all?- -Exactly. 

0927. You told us that according to your impression 
there is not much hoarding of the precious metal on 
the Rengal side? Not much. 

(J92S. L suppose that information of yours relates 
to the people?-. -Yes; let me explain my position; so 
far sis tlm poorer classes are cruieerned there aro not 
many hoards ; they have u few silver ornaments, hut 
mi fur ns tho middle classes are concerned there i-- 
Mime amount in the shape of ornaments, hut not miirli 
in the shape nF hull ion . 

(1929. Ornaments which are necessary for purposes 
• if their social and religious customs? -Yes. 

0!>:K>. That could lint he called a hoard as long a-- 
they are ornaments which are more or less necessary? 

-On the Bengal side there is not much hoarding. 

6931. I was thinking more of the Zemindar and the 
i i olier classes and of the landed aristocracy. Do you 
i li ink they havo large hoards? Not in Bengal ; very 
little in Bengal. Tn the United Provinces and the 
Punjab (here aro some hoards. 

6932. Would von say that if there are any im- 
pressions about tho richer classes and the landed aris- 
tocracy in Bengal having precious metals in hoards, 
you are not disposed to support that impression?- 1 
am not. 

G933. May I ask if in tho ordinary course of your 
duties you can lie said to be in intimate touch willi 
tho rural and urban areas in Bengal?—- T ain in some 
«ort of touch with the rural areas, and of course 1 
livo ill the city of Calcutta. 

6934. And you havo opportunities of knowing tin* 
condition of tho landed aristocracy in Bengal?— Not 
very intimately, but lo some extent. 

6935. T want to ask what you mean when you sav 
that tho Imperial Bank holds an anomalous posilinn: 
excepting what you said to the Chairman, is there any 
other point that you had in your mind when you 
made that statement ? -Tt seems to me that the Im- 
perial Bonk does not enjoy that measure of confidence 
in the minds of the people which it ought to. 

6936. Regarding its solvency P — No. 

6937. Then regarding what? — Regarding how far 
Iho interests of the people would bo safeguarded by it. 
monetary and other interests. 

6938. Monetary interests? How far are they sah 1 - 
guarded by the Imperial Bank at present?- — Not at 
present; I would nnt entrust any large functions ; that 
is what I said. 

6939. So that if the present constitution of tho Im- 
perial Bank, whereby tho Viceroy nominates six ^ 
of tli© twelve Governors, continues, you do not tninx 
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that would inspire enough confidence? — At the pre- 
son t moment, as 1 said, tho Govern men l of Lndiu is 
nut representative of tho people; when the Govern- 
ment of India becomes really representative of tho 
people a greater amount of confidence will be 
established. 

6940. And you want currency change to bo made 
forthwith? You are not putting it off until tho Gov- 
ernment of Judin aro representative of the people?- 
No; but L would still preler a State Hank to the 
prose n t system. 

ti941. Despite the fact that the Government of India 
j» not likely to bo representative of the people in the 
no\t year or few years, you prefer u StuU* Hank to 
a hunk where half tho number of Governors are mm- 
olfieialsP— Yea. 

(5942. Would not that appear a little contradictory, 
if I may say so? — No. When 1 say that at- present 
tho Goveriunent of India is not representative of the 
people I. merely mention tho fact that this is one of 
the ci mi instances which leads to the want of confi- 
dence by the people; that will disappear. 

(5942. IVrhaps the most important circumstance? — 
Yes. 

(5944. i inn tackling tho same subject; you say that 
I lie people bn vo no confidence in the bank because I lie 
government the head of which nominates six our. of 
the twelve Governors of the Hank does not Itappi n 
to Ik* responsible to the people; there is no prospect 
of the constitutional asjiect changing within the next 
one, two or Ihree years. You are now pulling lichne 
us a scheme for a reform of flic currency policy within 
I lie next one or two years? -Yes. 

65)45. And you still suggest that instead of having 
a hank where half the number of Governors arc non- 
oilicials yon prefer a hank where the complete, coni ml 
is in llie State? -Yes; 1 am sum lluit in (lie near 
future tin 1 Government of India will become repre- 
sentative of the- people. 

65)46, Ill the near future? Yes. 

65)47. Then your recoin uic m hit-inn is based on the!? 

• -In uiiv case I would prefer a Stale Hank. 

6918. May I take you step by <dop? I find if rut her 
difficult to follow what you say. I want to under- 
stand exactly what you have in mind. You want a 
Slate Hank because you want tho control to bo with 
the Ktute?— Yes. 

6049. And you say that the State at piosenl, in Hie 
ennstitui iunal stage at which the country is, is not 
responsible lit tho people? — In answer to that con- 
tention, I maintain that the Government will soon he 
representative of the people. 

6950. Therefore, your recomineiidnt ion for a State 
hank is based on this assumption oil your part, that 
there will lie a substantial measure of advance in 
political reform in the near future? That is my 
iielief. 

6951. Hut, if that was not feasible you would cer- 
tainly not make this lecuiiimeiidation? You would bo 
disappointed in having made that recommendation? 

-Yes. 

6952. (Sir Nvwt Warren.) You said just now that 
the .Imperial Hank of India got the Government 
balances free?- *1 say they have the use of tho 
hulances. 

0953. Do we not do anything in return?-- The 
Imperial Hank does perform certain functions for tl.e 
Slate. 

6954. Do we not do the whole of the treasury work 
for nothing?- -It does perform some functions. 

0956. Some functions? — Some important functions. 
65)56. All the functions of the treasury: — Yes. 

6957. You cannot do that for nothing? I ngroe 
that otherwise it would involve some expense. 

65)58. Some expense? I put it to you that it would 
involve double the expense that it does if we did not 
mintage the treasury P — Possibly. I have not colon I a- 
tod the expense. 

6959. Well, I have; I know it. Socondly at the 
instance of Government we have opened a hundred 
now branches very nearly ; they will bo completed on 
the day appointed t.c,, the 27th January next. Most 


of those branches will not pay for years? — In tho 
beginning they will not pay. 

6960. Js that not n Joss? -That would be a loss to 
the Imperial Hank. 

65)61. To the shareholders? — Yes. 

6962. You are talking as if the .shareholders were 
getting everything and the Government getting 
nothing? I did mu exactly say that. 

69ti3. I say the Government g<d. 59 per cent, and 
the shareholders the other 5U per coni. If Govern- 
ment paid us interest lor I lie work that we do for 
them it would lie cheaper lor tho Hank than the 
ji resent arrange mom ol‘ getting their halancos free? - 
It may Ijq so. 

6964. L am sure of it? - You are in a heller position. 

6965. Of coursci I am. Then again beside* that, 
recnmlly, when tho presidency hanks wore in existence 
wo charged anything we liked for remit ting money all 
over tho country. At the instance of government, 
these charges are now so reduced that there is a great 
loss to the bank ; hut it is lor the good of the country : 
is that noL so?- -\es; but it does not dispose of iii\ 
contention that a Statu Hank should lie established 
instead of uu lui|>eriuL Hank. 

6966. Hut it is for the good of I ho country; is that 
not so? -Yes, bill that does not dispose of my con- 
tention that a Statu Hank should lie established 
instead of ail Imperial Hank. 

6967. You are very fond of talking of a State Hank. 
Do you know what a Slate Hank is? -Well, something 
liko the Heichlmnk of Germany. 

6968. Do you think this lietlor that the Hank of 
England which is not a State Hank? As I said Indore, 
the position of the Hank of England is dilfereiii- Irnni 
the position of the Imperial Hank. In the first place, 
tho history of the two hanks is different The Hank 
of England was started in a (litre rent manner from 
the Imperial Hank of India. In the second place, all 
the shareholders of the Hank of England and all tho 
directors are Englishmen. Whereas in India the 
Directors arc all Englishmen and the shareholders are 
not all Indians. 

6969. Then you want them all Indians? — I don' I 
say we want them. That is the position. It docs not 
enjoy, to the full extent, the confidence of the people. 

6970. You say the Slate hank that you propose 
won't enjoy the confidence of the people unless all the 
management aiv Indians. Oh no. J don’t go so far 
as to say that all I ho Directors should lie Indian*, 
hut l say it would command greater confidence ii 
there were more Indians. 

6971. Do you Hi ink the Federal Hanks in America 
belter than the Heichhunk or the Hank of England? 

- Possibly they are. 

6972. Can you L« II me I lie ii limber of Hank failures 
in the Cnited Stabs during the last 25 years com- 
pared with Hie niimlior of lailures in England? —In 
Mtino cjim's private management is lielter than State 
management, I admit. 

6973. I am perfectly sure of that. 1 put it. to you 
that the percentage of Hank failures in the I n i ted 
Slates during the Inst 25 years has been 15 to 1 com- 
pared to Hu* failures in England. -It is (juite possible 
that privately managed hanks are better than 
Slate-managed bunks. 

65)74. Then you are not quite so certain flint a 
State hank is heller? - No, hut in tho peculiar con- 
dition of India I would prefer a State hank. 

6975. Oli yes, you might prefer one, but is it better? 

— I didn’t say it is in every respect better but hiking 
all the circumstances together, 1 would still favour a 
State Hank. 

6976. (Mr. Cnynjee.) Dr. Hanerjcu, would you agree 
with the view which is advanced by very high 
authority that tho idcul of n pure gold exchange 
standard is as automatic ns the gold standard? — 
11 Pure gold exchange standard ” is a term which 1 do 
not sufficiently understand. What do you mean by a 
pure gold exchange standard? 

65)77. Under the pure gold exchange standard, tho 
following features of our present system would he 
eliminated. First of all, tho fusion between the paper 
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currency r eserve, Lhe gold standard reserve, and Lhc 
Government balances and their functions. Secondly, 
tho investment into securities of those reserves would 
bo much less. And thirdly, there would bo statutory 
regulation as regards convertibility and us regards 
the points at which exchange would be sold and 
bought.- Yes, to ruy mind there cun be a pure gold 
exchange standard when it is established oil an inter- 
national basis. Other wise, unless you take the ex- 
change on (Him moil i ties with as little use of currency 
as possible, you cannot have a pine gold exchange 
standard. A pure gold exchange standard can ho 
established only oil an international basis. 

(>978. Have you studied the gold exchange standard 
system as applied in the Philippines P — I know it has 
lieen ill existence for a- number of years and it has 
proved a success there, lint the Philippines are a 
very small country and the conditions in such a small 
country do not apply to tho conditions of a large 
country like India. 

(5979. A proposal has boon put forward before this 
(V>m miss ion that it would he a sale thing if the gold 
standard was adopted very gradually in this way : 
the interests of the securities under the gold standard 
reserve and the paper currency reserve should be 
realised in gold annually and brought to India and 
this amount could accumulate for lo or 20 years and 
thus automatically wo should be in possession of a 
large gold reserve which would help to start the cur- 
rency. Don’t you think such u system would Iks a 
much safer one than the one ‘.idiiiuhrated by others? — 
I would not have the system established for such a 
long period- as 15 or 20 years. 

(>980. Yes, hut don’t ‘you think the other systems 
art* rather costly? — Yew, more costly than the present 
system no doubt, and tho system advocated h.v you, 
hut there are other advantages which are likely to 
nccruo from it. 

0981. Might we sum up the items of tho cost of the 
other schemes of gold standard. As a first approxima- 
tion perhaps you would agree that to the country Lhe 
price of introducing the gold standard is equal to tho 
price paid for tho gold turned into currency min us 
the sale pries* of the rupees made redundant. That is 
oik* item. And then should we not add something 
for tho potential depreciation of silver ornaments and 
hoards?-— Yes. 

0982. And thirdly is not there another item in the 
shape of tho loss of interest on the securities sold? — 
Yos. 

0988. Then in answer to Sir Purslintiimdas, you 
observed that a substantial proportion of gold hoards 
would bo tendered for coinage. Rut does not that 
imply that the rupees would be dedumlunt in fairly 
largo quantities and would come back to Government 
seeking for exchange with gold? If a substantial pro- 
portion of hoards becomes coin, then a substantial 
proportion of rupees will become redundant and come 
hack ami naturally to Ik* exchanged into gold by the 
treasury? That- portion which is held in hoards of 
course would, hut not the rupees in circulation 
licfimse the poorer people could not possibly afford the 
use of gold coins. 

(5984. ( Sir Pur&hotamdas 7 hukwrtlns.) May I, Sir, 
just corm-t Mr. Coyajoo with regard to the question 
which lie referred to as corning from me. My question 
was as regards gold held in hull inn form in hoards, 
ft does not afreet tho rupees at all. I just wanted 
to mention it so that it may be on record. T think 
I said gold hold in bullion form. 

(5985. (Mr. t'nynjre.) If gold held in bullion form 
in hoards is offered for coinage and enters into 
currency then hoiiio of the rupees must become 
redundant?-- -Professor Coyajeo’s point is this, that 
the total volume of eiirreney would he increased. As 
the gold portion of the currency would ho increased, 
the silver portion must go out. There would bo some 
little redundancy and some portion will perhaps go 
out but, ns I say, that would not bo a very material 
portion, liecnusc the masses of tho people don’t use 
gold; they cannot afford to use gold. 

(5986. True, bub in that ease much of the gold 
bullion change into currency must go back to tho 


hoards because if the people won’t use a good deal 
of gold currency then the gold bullion being coined 
much of it goes back to tho hoards. Where else 
could it go? — Some portion of it would lie stored away, 
perhaps, but somo portion would remain in circu- 
lation. 

9987. (Mr. V re at on.) Doctor, tile Chairman asked 
you a little while ago which of two rates you con- 
sidered was the rate better suited to the needs of 
India, either lhe Is. (id. or tho Is. 4d., and you said 
that for many reasons the Is. Gd. was the justified 
rate and your major reason was that you considered 
silver was under-valued and therefore that pointed 
to the fact in your mind that a butter ratio was the 
Is. 4d. That is correct P- -Yes. 

0988. As you are aware, India has always had an 
intense longing for the precious metals and those 
who havu been engaged in the trade of the precious 
metals have always found one factor, that India 
has never been a buyer of both the yellow and the 
white metal at the same time. I think you will 
recognise that. In other words, that she does not 
buy gold and silver equally ul the same timoP~No, 
not equally at the same time. 

(5989. Now then, as a matter of prefereuco she will 
always buy the yellow metal?- -Yph. 

0990. At the present time and for the last two 
years, gold lias been abnormally cheap, therefore, 
she lias been a very big buyer of gold and for that 
reason she has been a poor buyer relatively of silver. 
The result of that is that silver to-day in Romhay 
round about 70 odd pence, is below tho exclmngc 
parity? — Is it below the exchange parity? 

0991. Oh yes P — T am not cjiiito sure of that. 

0992. Well, silver is below the Is. Gd. parity? Yes, 
undoubtedly. 

099.'!. Now, would that not, cause you to alter your 
opinion about silver h.v reason of the fact that the 
people of India are buying gold for all they are 
worth because it is so cheap, would not that cans.* 
you to come to the conclusion that the Is. fkl. parity 
is not out of joint ?- That, dues not seem to me to lx* 
a very important consideration. 

(5994. But you looked upon the fact that silver was 
under-valued as being a major consideration to your 
iiiiml and therefore |Niiiili*(l to tile fact that the 
Is. 4il. parity was for that particular reason the 
more suited to India? — Wlmt. T pointed out to the 
President was that the comparative prices in India, 
England and America differed. 

G995. That is true, naturally. Rut the Tudiun 
prices are different and the Indian prices would lie 
due to the fact that India was not a keen buyer of 
the metal and therefore that very factor was rofloclcil 
ill the local price of silver in India? — Rut there ought 
not to lie Lhis great disparity between the price in 
England and in Tndia over any length of time. 

099(5. Well would that not point to the fnet Unit 
they were not desirous of acquiring the metal? 
Gold and silver are international commodities and 
the prices hi different countries ought to approximate 
to each other? — For any considerable length of time 
there ougliL not to he any great difference in prices. 

G997. America is a producing country. England 
to a certain extent is a clearing house and to a 
certain extent a consuming country. Assume the 
other consuming centres are operating; blit one of 
the largest, Tndia, is not for the simple reason that 
idle does not want the wliito metal P - That may be 
a reason, hilt the fact Lhat the disparity exists I'm* 
any length of time proves that the conditions in 
India are different from the conditions in oilier 
countries so far as prices are concerned. 

f 595)8. Assuming that they stop buying gold and 
that they commence to buy silver, and silver went 
up to purity : would you then say that your opinion 
is changed and that therefore Is. Gd. is a inoro normal 
parity tiiat Is. 4d., for the reasons which you have 
given to tho Chuinnan P — That would bo one condition 
which would load mo to think that the causes are 
not of a temporary character. That is my whole 
position, — that, the present rate is the result of tem- 
porary conditions. One of tho conditions is that wc 
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have had a succession of good harvests in India, — 
and there are some people who maintain tlmt the 
present ratio has been worked lip by Government. 
As I Bay in my memorandum, in the absence of fuller 
materials at my disposal, 1 ain not prepared to 
accept that view. But the fact that the ratio ol 
gold to silver is different in India from that in New 
York and in London is one evidence at least of the 
temporary nature of the present conditions. 

6999. Lot me put this question to you. America 
and England are on silver parity, fndin is helnw. 
Therefore you say, because India is not on a parity 
with the other two, 1 uni inclined to believe that 
really speaking Is. 4d. is the correct ratio for India, 
that is your statement? — That does not Btrikc me ns 
a logical conclusion. 

7000. Then let me put this question this way to 
you. England and America arc on parity, and India 
goes up to England’s and America's parity. Would 
you then say that Is. 6d. was the correct ratio to 
adopt for this country? — 1 would then say that the 
conditions are not entirely temporary hut arc 
permanent. 

7001. And would you consider Is. Gd. us the correct 
ratio? — Yes. That would be one evidence of the 
iact that the conditions arc not temporary, 

7002. Alight 1 go to another point. In paragraph 
IG you suy that tho gold standard reserve should in 
future be employed in maintaining tho ratio between 
the moll u r ui><l Llio rupee, and you say that the 
reserve should he held mainly in gold, hut a small 
portion of it. may b« invested irf flic Treasury 
Bills of tho Government of India?- -If the jink! 
.standard has lieon fully established, there would 
bo no need for it. 

70fKJ. Then in the meantime you really intend that 
an improved system should function until such 
period ns you have in view comes along, and I 
think in reply to Professor Coynjec you said that 
you considered 20 years was perhaps too long: what 
would lie your idea? — Kotir to G years. Under very 
favourable conditions it may he in 4 years, under 
fairly good conditions it may he in 5 to G or 6 to 7 
years. 

7004. You think all these great changes will he 
brought about with the minimum of trouble in such 
short period?--! do not apprehend any very great 
trouble. Of course there would lie disturbances here 
and the*?. You cannot move from one standard to 
another without causing some disturbances, but I do 
not apprehend any very great trouble. 

7005. In any case you say that ponding arrival at 
conditions suitable to bringing your Bystem into 
operation, an improved gold exchange standard 
should function? — Well T do not know whether I 
should call it a gold exchange standard, that is a 
question of nomenclature, hut where the ideal is a 
gold standard, we must take all steps for the definite 
object of reuniting that ideal. 

7006. (Sir Alexander Murray.) I just want to make 
one thing dear. In paragraph .*1 you quote from 
Professor Jcvons. Now' that quotation there lias 
reference mainly to the rise in exchange, not to 
tho high exchange P — Yes, it is only the rise in 
exchange, that is made clear. 

7007. You say, 44 the effects of a rising or a falling 
rupee are well understood. A rising rupee tends 
to discourage exports and encourage imports.” You 
then go on in the next paragraph to the rise in 
exchange. At the close of that paragraph you say, 
11 the effect of a higher exchange”: You mean the 
rise in exchange, not the high exchange?— Yes. 

7008. Will you accept Professor Jcvons’ summing 
up in these words:— 41 It is to be hoped, however, 
that anyone who has carefully followed tho reasoning 
of the foregoing pages will he convinced that once 
the rate of exchange has been rnised as just described, 
and all the economic readjustments have come about, 
no permanent economic burden would be laid upon 
India thereby. Stated briefly, there would be fewer 
rupees in circulation, and each would buy more than 
it did before.” Do you accept that os the summing 
up of the result of a high exchange P— Subject to 


this qualification that the transitional period is not 
necessarily very short and the temporary effects are 
not altogether negligible. 

7009. Then in paragraph 7, where you deal with 
the permanent effects of a higher exchange, you say 
that- 41 the ru|>oe becomes an mer-valued coin, and tho 
general price level is lower.” You do not mean 
" over-valued,” you mean an appreciated coin, a coin 
with a greater purchasing power? Yes. 

7010. Then you make the statement that “ a gold 
standard docs not imply that gold coins must neces- 
sarily circulate very largely.'’- as a matter of fact 
you are not in favour of gold coins circulating?- - 
Not to a I urge extent. 

7011. I see you quoted from l)r. Gregory. Now- 
Dr. Gregory in his latest honk sa\ s regarding tlm 
system now in existence in England: — “ ruder the 
new arrangements obtaining in tins country, (l bat 
is, England), wo posse** a gold standard, but. not a 
gold currency. In other words we have adopted that 
particular currency system which is known as the 
gold-exchange standard”? — Wlint is the title of the 
book, is it 11 The Return to Gold "? 

7i‘i2. Yes. You accept Dr. Gregory's definition of 
a gold exchange standard, and in view of your 
opinion that flie circulation of gold coins in India 
is not advisable to any great extent, l suppose you 
will consider that we might, be put on the same lines 
in India ns they are in England? — But in England 
iL seems to me from the Report of the Treasury Com- 
mittee that the intention is to revert to the gold 
standard in its entirety. 

7M13. The Treasury Committee reported a long 
time ago? Only a year ago. 

7014. You moan the Committee appointed liy the 
Treasury last year, in 1924. You gather from that 
tlmt they purpose going buck on to gold in circula- 
tion? — That seems to be the intent ion from reading 
their report. 

7015. (/’ ha i nun n.) The effect of the Report of that 
Committee was, was it not. to point out tlm steps 
recommended for the establishment of an exchange 
standard and that we might return to a gold circu- 
lation sonic day? Possibly that is the effect. 

7B16. ( Sir Ah'xandvr Murray.) In paragraph 1-1 
of your statement, you say Hint 11 the relative 
price levels in India and other principal countries 
of the world are very nearly the same to-day as 
they were before the war.” Is not that a reason 
for stabilizing oil basis of price levels as far as 
possible where they are tn-dny in relation to tlm other 
gold-standard countries? — Mv argument is this. If 
the relative price levels he the same, why should 
the rate of exchange he different? 

7017. You are working backwards; the point is, 
as tlm price levels are the same, is not tlie fact 
that they are the same, a good reason for stabilising 
at the existing rates of exchange?- But that seems 
to point to tho artificial nature of the ratio, hocuu.se 
if in 1914 the price level in England was 100 and 
the price level in India nlso 100, and if in 1925 tlm 
price level in England is 1G0 and in Tndia also 160. 
w-hy should the ratio differ? Why should not the 
ratio in 1925 lie tlm same ns the ratio in 1914? 

7018. But the adjustments have taken place, and 
the ratio is not the same, ft has liecti suggested 
that Government ought to have stabilized exchange 
and fixed fhe ratio at Is. 4d. in October, .1924, when 
exchange first touched 1«. 4d. gold. Would you accept 
flint, that it should have been stabilised at tlmt 
rate when it touched Is. 4d. gold? Tn October, 1924, 
the relative price levels were, in United States of 
Amorim, 152, in England, 172, in India, 181. Now' 
would you or would you not have asked that we 
should have stabilised at Is. Id. gold in October, 1924, 
when the price levels in India were 191 ns against 
152 in tho United States? — No. 

7019. Then you state* that one of the reasons why 
you think that circiunstnnces are abnormal just now 
is that wo have had three good monsoons running 
and therefore that is abnormal, but in the very second 
sentence in your statement 3*011 say that 44 the agri- 
cultural situation is quite fair,” and you use that 
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us one of the arguments for stabilising exchange? — 
Yes 1 am in favour of stabilisation, tlie question is 
us to the rule. 

7020. But you make a statement that, agricultural 
conditions in India ure quite fair and the price levels 
in India and America are like, therefore we should 
stabilise ? — We should stabilise. 

7021. Wo have got ail these conditions and that 
is the reason for stabilising? — Yoh. 

7022. At is. (Id.? — That is just the point. The 
exact rule will have to be determined by permanent 
conditions when we should consider whether the pre- 
sent ratio is the result of permanent normal conditions 
or merely temporary and abnormal. 

7023. But in reply to the Chairman you only pointed 
out two abnormal conditions at the present moment, 
one regarding the price of silver with which Mr. 
First on has n heady dealt, and the other regarding 
the monsoon; but you 3 ’oursclf in the opening para- 
graph Kay that even oiler these monsoons agricultural 
conditions in India to-day aro quite fair? — Quite 
lair, yes. 

7024. ( Sir Jlajcndrunatk Mookerjee.) If the agri- 
cultural conditions of the ryot are quite fair, why do 
you object to a rise in the exchange? — My point is 
this. If you do not adopt u ratio which is the result 
of normal and permanent factors you will not be able 
to maintain it. Suppose there is a bud harvest next 
year, how will you maintain the ratio? 

7025. But take for instance Bengal; the cultivators 
hero grow very little which is exported, except juto, 
thoy have not much to export? — Bengal exports jute 
and Assam exports tea; some tea is exported from 
Bengal also. 

7020. Very well take those two. Jn jute, as you 
know being a Bengali, whatever profit is made the 
middleman takes it and not tlio agriculturist? — I 
would not go so far as that but the middleman inter- 
cepts a good portion. 

7027. In tea it is the company and tlie company’s 
shareholders who take the profit? — That is true. 

7028. And if any commodities or foodstuffs rise in 
price, that rise reacts on prices of other commodities 
in Bongnl at the same time? — Yes, the principle of 
substitution comes into force. 

7029. I will explain further. Suppose there is a 
rise in the price of rice, then the price of vegetables 
will also rise; so have you ever calculated carefully 
the budget of a cultivator, whether by a rise in 
exchange he will lose or benefit? — It seems to me that 
those who have to export their goods, those whose 
goods ure purchased by exporters, will suffer. 

7030. But take the average. I know you have 
said that before. I am only taking the general con- 
dition of the people of Bengal? — Shall we consider 
the question from the standpoint of Bengal merely? 

7031. You may answer about Bengal first; I will 
then come to India ns a whole?..-. Well, growers of 
juto will wrlainly suffer by a rising exchange. 

7032. But there are large classes who do not grow 
jute. 1 am asking .you what you have gathered from 
your experience?— Well there also the principle of 
substitution comes into force. The valuo of rioe is 
to some extent dependent on the value of wheat 
and other crops. 

7033. I mean the average for everything. What I 
want to know is if you have carefully considered the 
budget of the Bengal cultivator as to whether ho will 
lie a loser or gainer by a rise in exchange on the 
whole? — So far ns the Bengal agriculturist is con- 
cerned it will be very difficult to answer because if 
you omit jute cultivators you might asy that those 
who cultivate rice are gainers from a rising exchange. 

7034. Very well, I will leave it there. In paragraph 
2 you «ay 41 the gold exchange standard ia regarded 
as a brand of subjection and inferiority.’ 9 What 
exactly w m in your mind? You have answered some- 
thing to the President but T want a further explana- 
tion? — In various books written by eminent men you 
will find that phrase that the gold exchange standard 
is suitalfla only for inferior countries and for subject 
nations. That is not exactly my phrase but the 
phrase used by very eminent economists. It is also 


believed that when you tie yoursolf to the currency 
of another country you are in a position of inienoriLy 
and subjection; but that is witu regard to the goiu 
exchunge standard as it existed before, i am not 
considering a pure gold exchange standurd or an 
international gold exchange standard. Of course l 
am in favour of tiie international gold exchange 
standard if tlie practical difficulties could he removeu. 

7035. Mow with reference to hoards of the popula- 
tion of India, over 70 per cent, aro cultivators, and 
whutover they savo is liourdcd in a sense/ They 
keep these hoards for emergencies to buy noceBsuries 
or against illness or something like that. Do you 
think that these silver hoards will couio out with a 
rush to be converted into gold if the gold is issued, 
having regard to the fact that thoy will require now 
I rupee, now 8 annas and so on; and that thoy will 
not consider it convenient to keep gold but will 
prefer taking silver for tho suko of meeting their 
necessities ? — I entirely agree with you. In my opinion 
the whole of the hoards will never come up for con- 
version but a portion may. 

7036. So there is no roaHunable ground to fear 
that there will bo a rush to convert silver into gold? 
— Some portion of tlie hoard will come out but not 
to a large extent. 

7037. Then the Chairman told you that if gold 
standard and a gold currency wero introduced, there 
is likely to be a protest raised against it. Do you 
think we can rosonably apprehend such a tiling? — 
Well, 1 personally don’t. 

7038. (Sir Maneckji Dadabhoy.) I understand, Dr. 
Banerjoa, tho conclusion you draw in tlie mutter 
of the fixity of ratio is thut our principal, our primary 
object should be its maintainability? — Its attain- 
ability and its maintainability. 

7039. And you contend, os 1 understand you, that 
the present ratio is not tlie result of normal and 
permanent conditions, the present ratio of Is. 6d. ? — 
It does not seem to bo ho. 

7040. Why do you say it does not seem to be so; 
because I understand it has not been sufficiently long 
in existence to give to it the elements or normality 
of permanency, is that your reason? — Yes. 

7041. Your point is that though stabilsation has 
its value, after all it is a secondary matter hccuuse 
once you get a sound currency system stabilisation 
will proceed forward, is that your contention? — 
Because when the rupee becomes legal tender it will 
not bo found necessary for Government to convert it. 

7042. I thought there was some confusion in your 
mind when my friend Sir Alexander Murray referred 
to Dr. Gregory’s dictum. I understand that you 
only referred to Dr. Gregory’s dictum to prove that 
(lie value of gold is not likely to fluctuate widely 
within short periods and the fluctuations in the ratio 
will be less if a gold standard is adopted? — Yes, over 
a long time it doos fluctuate but within short periods 
of time the value of gold does not fluctuate. 

7043. So tho mere fact of tho ratio becomes a 
secondary object. Once you have a gold standard 
and a gold currency, the ratio will look after itself, 
and that is the aim we should have for a stable 
currency? — Mr. Secretary, in this connection I should 
like you to make a correction in the printed 
memorandum in paragraph Q. 41 From tho stand- 
point of stability of commodity prices the gold 
standard is not an impossible standard.” It should 
ho an invariable standard, not an impossible 
standard. 

7044. My next question is if we come to the con- 
clusion that we should have a lower ratio the factor 
of adjustment is not one of insuperable difficulty? — 
Yes. 

7045. The adjustment will take its natural course 
in time?— Yes. 

7046. Now let me draw your attention to para- 
graph 10 where speaking of tho gold standard you 
say that gold as currency is uneconomical, and 'Jien 
in answer to the Chairman you said that you would 
not like to force gold coins into circulation. Am I 
to understand that you advocate a gold standard 
without a gold currency P^-No, I do not advocate 
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that ; but I do not like the system which was adopted 
by Government in 1899 or 1900 when pay menu were 
made in gold coinB from the Post Office and the 
Treasury. 

7047. But if you introduce the gold stundard into 
u country like India without a gold currency, without 
a visible gold currency, is it not likely to be dis- 
trusted, your whole system ?,-No, 1 should like to 
have a natural system. If the people wunt gold let 
them have it, but we won't force it on them. The 
whole point is in the words " force it into 
circulation.” 

7048. Then you would not force it? If you show 
your eagerness to part with gold coins people will 
hesitate to accept it. That is a psychological fact. 
We part with things which we do not want to keep 
ourselves. 

7049. But you see, Dr. Baiierjea, there is a good 
deal of bullion reserved in the hoards just like silver 
rupees. When the gold standard is introduced with 
the establishment of a mint in the country bullion 
will bo brought out for the purpose of coinage into 
gold coins, whether it be sovereigns if wo adopt the 
sovereign as a gold coin or gold mohurs or any other 
coin of a smaller or bigger denomi nation. Those 
gold coins once they aro brought lor coinage must 
circulate to a certnin extent?— Yes, I would not 
impede the natural course of circulation. 

7050. In this connection I would draw your atten- 
tion to paragraph 61 of the report of the Powder 
Committee, in which they say this: "We are ut 
opinion that the habit of hoarding dues not presen r. 
such practical difficulties us to justify a permanent 
refusal to allow India to possess tho normal accom- 
paniment of a gold standnrd, namely, a gold 
currency.” Do you agree with this? -1 entirely agree 
with that view, only 1 would not force gold into 
circulation. I think the steps which were taken in 
19(H) were inadvisable. 

7051. Only one more question on this aspect : both 
Sir l x urshotumdas Thakurdas and Sir Nurnot Warren 
havo exhaustively examined you in connection with 
your remarks about the Imperial Bank, but I want to 
know one thing: when you speak about tho manage- 
ment of the Imperial Bank, 1 presume you do not 
speak from any personal knowledge ? — No. 

7052. And all the remarks you havo made to-day 
have been based on certain assumptions? — Yes. 

7053. You do not know the exact working of the 
Imperial Bank? — No. I havo no personal knowledge, 
and my remarks come from the knowledge that any 
outsider can possess. 

7054. You cannot at the same time state that the 
Imperial Bank could not be brought to that state of 
perfection which is your ideal and in which it would 
be safe to leave tho management of tho note issue to 
it? — I would not aver that. 

7055. ( Sir Reginald Mant.) Dr. Banerjoa, you 
recommend a reversion to tho Is. 4d. ratio on the 
ground that it will bo difficult to maintain tho Is. Od. 
ratio?— -Yes. 

7056. Do yon hold as a general proposition tho view 
that has boen put before us by some witnesses that it 
is easier to maintain exchange at a lower rate than at 
a higher rate? — My view is that it is easy to maintain 
exchange at tho normal rate; and the normal rate is 
one which is tho result of more or less permanent 
conditions. If you fix tho ratio at Is. Od. Government 
will find great difficulty in future in maintaining it. 
B there bo a bod harvest a great deal of difficulty 
will be felt. 

7057. If we were to assume that prices and tho 
volume of currency had been adjusted to a particular 
r «ito, be it Is. 4d. or Is. Gd., do you hold the view that 


it would be easier to maintain it at Is. -Id. than at 
Is. fid.? ._()f course, it would be easier. 

7058. Apart from the question as to which is the 
normal rate, [ am not going into that?-. It will ho 
easier. 

7059. C'an you explain why? That is what T havo 
not Immmi a bio to understand. Lot us put it into 
figures. Lot us assume that the volume of currency, 
rupees and miles required with the rupee at Is. fill, 
is 400 imrcs. Now to adjust the volume of currency 
to tho is. 4d. rate you would require a circulation of 
450 cmres, would you not? —Yen. 

7000. Now, supposing there was a bad monsoon and 
you have to contract your currency 'by, snv even 
10 per ewnt. at the Is. Id. rate, you would have to 
withdraw 45 eroros of rupees from circulation ami 
cun vert them into gold or international currency. 
With tho Is. fid. rate you would have to withdraw' 10 
por cent, or 40 eroros to lie converted into gold or 
international currency. In the latter case tho 40 
eroros would purclutso just, as much gold or inter- 
national currency as tho 45 croivs in tho oilier case. 
So can you explain why it is easier to eon tract in the 
one case than in tho other?- -I have not exactly 
followed your question; tho (pies l ion is to maintain 
the convertibility of tho rupee; that is the question; 
as the silver content of the rupee is only Jl annas 
or something like it - 

7061. Let us make one more assumption, and that is, 
that in either ease wo have adequate sterling reserves 
so that it would not bo necessary to melt down rii]K k es 
and sell them for silver. Wo do not want to bring 
in that coinplicnt inn ? -My point is this: I do not say 
that it is easier to maintain the exchange at a lower 
level than at a higher level. 

7062. If you do not say that? T never said that. 

I said that the figure should he such as is normal, 
that is, the result of permanent- conditions. 

70fi3. You do not hold that it is easier to maintain 
exchange at a lower than at a higher level? -Not 
under all conditions; hut in India under present 
conditions 

7064. IaI me finish my question: leaving aside the 
questions as to which is the normal rate? I would not 
discuss it at nil ; I do not hold that it is easier to 
maintain exchange at a lower level than at a higher 
level. 

700-5. (Chairman.) I think Sir Reginald Mant's 
questions are based on the passage in your memo- 
randum which saw, ** the Government will find con- 
siderable difficulty in maintaining the Is. fid. rate. 
It seems desirable, therefore, to revert to tho old 
ratio, namely, Is. Id. to the rupee ”?— Yes ; hilt the 
whole of it is based on the view that the present 
situation is not f>erinaneut. Tf you will kindly mid 
paragraph 12, you will find T nay there?: 

" This brings us to the question ■whether the 
exisl ing ratio is a natural or an artificial one. The 
view seems to prevail in certain quarters that tho 
present rate has been worked up to by the Govern- 
ment. In tho absence of fuller information than I 
l>ossess just now T am u liable to any whether this view 
is correct or not. But I nin convinced that the con- 
ditions which are responsible for the existing rate are 
not of a permanent character, and \ fully endorse the 
view of Sir James Wilson.” 

7066. ( Sir Reginald A hint.) T understand your 
position perfectly there. I only want to dear lip 
whether you adhere to the view that ha* been put 
beforo us by other witnesses that it is easier, ns a 
gonoral proposition, to maintain exchange nt a lower 
rate than at a higher rate. T understand you do not? 
—Not ns a general proposition, but under certain, 
conditions. 

7067. (Chairman.) Wo aro very much obliged to you 
for your very full assistance this morning. 


(The witness withdrew.) 
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7008. (Chairman.) Mr. Vcnkatapatirnju, you are a 
Companion of the Order of the Indian Empire? — Yes. 

TOGO. And n Member of the legislative Assembly?— 
Yes. 

7070. You liuve been kind enough to come to help 
us to-day on the matters referred to us, and you have 
been good enough to furnish us with n memorandum* 
which sets forth your views upon the subject of our 
reference. I see on the first page that yon were 
responsible for the motion in the legislative Assembly 
which may have had some connection with the genesis 
of this Commission ? — By ballot i had the luck and so 
1 moved the resolution. 

7071. 1 will, if I may, put a few questions to you. 
Your memorandum is so full that it will relieve me 
from the necessity of troubling you at any great 
length. In the first place, what aro your reasons for 
preferring the gold standard which you set out, with 
gold in circulation, to a scientific gold exchange 
standard? — My first objection, Sir, to the gold 
exchango standard is that it has neither logical nor 
ethical nor economic basis. I say nob logical for the 
reason that tho obligation created is not mutual or 
reciprocal. 

7072. The obligation between whom? — Between the 
State and the peoplo. I say it is not ethical because, 
during the pendency of the contract, one party hus no 
right to increase the measure or unit of value. 

7073. What is the contract to which you are 
referring? — Tho State entering into various obliga- 
tions ; for instance, when entering into the permuneiit 
settlement with Zamindurs it was agreed that they 
should receive a certain fixed amount for ever in 
rupees. Now, when you increase the value of the 
rupee, you are taking a larger amount tbun you arc 
entitled to. 

7074. If T may interrupt just for one moment, are 
you proceeding upon the basis of the relations between 
the State and the taxpayer being regulated by 
contract? — No. I uni not speaking about the general 
taxpayer with reference to the relationship between 
tho State and the people. With reference to the 
permanent znmindnri holders and the ryntwnri 
holders, relationship does not stand on tK*e ordinary 
footing; because within 30 years the ryot in not hound 
to pay more than a fixed amount. That contract is 
fixed for a period of 30 years, and you are entitled to 
take, say, Rs. 10 per acre. If instead of taking 10 
you take Rs. 12 it is not reasonable. 

7075. You use tho word M contract.** I just wanted 
to ascertain whether you are proceeding on the basis 
of the payment by way of land revenue payment ns a 
payment based upon a contractual relation between 
the State and the taxpayer?. Yes. 

7076. In public law, is it a common view nowadays 
of publicists that the relation between ilie State and 
tho taxpayer is a contractual relation? — During the 
timo of Sir Charles Wood it was settled that land 
revenue ought to lie treated as revenue but not ns 
rent. In Indiu, whatever ho the view in England, it 
ought to he treated as revenue, us otherwise the 
Government can renliso economic rent, whereas it is 
only realising equitable? rent. 

7077. 1 quite follow you, that you say that the land 
revenue should be looked upon as rent based upon a 
contract as between landlord and tenant? — Yes. 

7078. Yon were proceeding from that to tell us the 
reasons for preferring the gold standard, with gold in 
circulation, to a perfected gold exchange standard ? — 
Unless you have a clear and definite standard, as & 
standard coin by which both the subjects and the 
State are mutually obliged to exchange and pay their 
taxes, if the Government for national purposes, or 
even for laudable purposes, wants excess revenue, they 
ought not to impose this invisible taxation by 
increasing the value of the rupee silver note. 

7079. Invisible taxation of this sort depends on the 
ratio between the internal currency and gold?— Yea; 
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that means practically imposing duty on exports and 
giving bounty to imports. 

7080. Are you then in favour of maintaining the 
present ratio of J 8 d. ? -I am in favour of l(kl., because 
we must be us near as possible, under the circum- 
stances, to the bullion value. 

7081. One could not attain 16d. without a measure 
of inflation? — Yes; because from Is. 4d. we have 
increased to Is. Gd., and in course of time we can 
increase to Is. 8 d. ; there is not much difficulty. 

7082. And inflation is rccognisnbly one of those 
invisible taxes which 3*011 deprecate? — Yes. 

7083. Might it not, therefore, he said that by 
returning to Is. 4d., with n necessary measure of 
increase of tho currency, we should be doing just what 
you doprecate, that is, imposing an invisible tax on 
the peoplo? — Yes; but under the circumstances, 
rightly or wrongly, for the lust 20 or 25 3 *ears you 
made them pay. They are accustomed to pay it, and, 
therefore, whatever grievance there is, there it is, and 
we would not increase it. Not because it is equitable, 
but it cannot be helped, because for the last 20 years 
we are doing it. 

7084. Do I understand that you would lie opposed 
to the adoption in Tndia of a system like that in the 
United Kingdom, where gold is available for external 
purposes only, and does not circulate in the country? 

-But in the United Kingdom now I don’t think thero 
is any difficulty for them so long as the sterling and 
Ini 1 1 ion are on par. They liuve 110 silver coinage like 
shillings which liuve got any independent existence, 
apart from there being a subsidiary coin. All 
attempts made in order to bring in the scientific 
measures have been rejected even by tho financial 
experts in England as well as by various other persons. 

7085. You are aware, are you not, that at tho 
present time we have in the United Kingdom 11 gold 
exchange standard? — I am not aware. But I am 
aware that they have got gold standard. 

7086. In Lite United Kingdom, internal currency is 
not convertible at present. Gold is only obtainable 
for export. I understand that you would not be con- 
tent with such a system for India? — l wuiit not only 
gold standard but also gold currency. 

7087. What additional advantage, in .your opinion, 
is added by having gold in actual circulation ?— If 
there be standard gold coin in actual circulation und 
the people instead of depending upon the executive, 
can import gold by selling articles in foreign countries 
and they can pay taxes instead of depending upon 
Govern ment, it is an advantage. 

7088. Let us examine t-liat, becaiiso this is a basic 
point. People cun now get gold, can they not?- -They 
can get gold but we cannot offer gold because we liuve 
to offer only at any high figure. We cannot give 
sovereign for Rs. 10 when the vulue is more. Tlint 
means a practical loss when you give a sovereign to 
get Rs. 10. 

7089. That is due to the artificial ratio P — Yes. 

7090. Supposing that tho established ratio were re- 
duced to the current rate of 18d. and a mint worn 
established in the country, so that an,vbody who liked 
might have gold bullion coined into gold for currency 
purposes, what would the effect of that be in your 
view? — At ibis 2d. in excess over Is. 4d. there will be 
an additional increase of export duty of 12 J per cent, 
and a bounty on imports, equal to that amount. 

7091. If gold were given in exchange for rupees, 
would, in your opinion, a largo proportion find its wav 
straight into hoards, and, if so, what woukl be the 
advent ago of that, or would it remain in circulation 
as currency? — The necessary amount for the use of 
subsidiary coin must be maintained because at all 
times some amount of rupees must be in circulation. 
But when you want to keep a depreciated rupee and 
when they can possibly get a high-value ^ sovereign* 
they would naturally prefer to convert it if they can 
have it. 

7092. Would, in your opinion, the gold now held as 
a storo of value in the shape of ornaments or 
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bullion ? — Oh yes. That is not only now but for 

50 centuries in Judin. 

7093. I am not quite sure you have appreciated the 
effect of my question; I did not, indeed, finish it. 
Would the gold now held as a store of value in the 
shupe of ornaments or bullion be presented for coining, 
and, if so (just to present the alternatives), would it 
go into circulation or be replaced in hoards? — I think 
when bullion can be converted easily by the mints in 
giving current coin, a lurgo amount would naturally 
flow again into the mitits as it bus done in other 
countries. There is no difficulty so fur us that is con- 
cerned because there is no particular facility 
hero. There is no particular advantage now, so 
peoplo keep it either us bullion or as ornaments. 
Otherwise ns necessity nrisoa, the ornuinents would lie 
melted or the bullion would be sent to the mints os 
soon as they can have a definite value. 

7094. Now* we enino to the real difficulty which your 
proposal presents at first sight, and that is this. You 
contemplate in your very full memorandum the con- 
version into gold of ns much ns 300 ernros of rupees. 
Prom whence shall we obtain the gold? — T think iT 
will take some time. According to the calculations 
mentioned in the Secretary’s memo. I think the 
amount that will necessarily bo offered will lie only 
about 110 crorcs, they say. But whatever be the 
amount we must get sufficient gold for such of the 
cxcoss coinage which is not intended or which ia not 
necessary for subsidiary purposes. 

7095. How will you get it? — We have got some gold 
already mid we have got sterling securities and gold 
in reserve altogether to the extent of 110 crorcs and 
after nil you want only 110 crorcs — that is not much. 
In the course of five years you can find necessary 
amount. 

7096. What is the figure at which you finally arrive? 
—116 crorcs both in gold and in sterling securities. 

■ 7 097. You see T am confronted nt the begin- 
ning of paragraph 50 of your memorandum with 
tho statement : 11 About 300 ernres should ho gradually 
converted into gold coin.” That is your considered 
estimate, I imagine, of the amount to he converted? — 
Yes, hut T found from the other information supplied 
hv the Secretaries that 110 erodes only would be neces- 
sary. not 300 ernres. That w what 1 guessed. T inny 
lie wrong. But after all it is nil guess work. We must 
account for the coin 350 crorcs. Whether any has 
been melted or sent oul or available— it is all guem 
work. 

7008. Tt is nil guess work?— Yes. 

7099. In connection with this question of the 
opposite side of the book and the sale of silver, T under- 
stand that you recommend an import duty on silver of 
15 per cent. ? — Yes. 

7100. From your practical acquaintance with ad- 
ministrative conditions here, with public opinion and 
so on, do ye »u think it would be possible, supposing 
such a measure wore to be adopted, an import duty on 
silver, to keep up the higher price of silvor in Tndia 
when there was a much lower price in tho rest of the 
world? It is a practical question that- deserves con- 
sideration, is it not? — But my submission is that when 
silvor is brought into Tndin then they have to pay nn 
import duty. But so long ns it is outside Tndin, the 
price prevailing outside will lie the price prevailing in 
Tnda ling duty. Blit- when you want to compete with 
India you have to pay an import- duty. 

7101. There is a strong bonus upon illegal import 
under those conditions, is there not? T mn told that, 
in the past, there was great difficulty in maintaining 
the customs barrier Against the importation of this 
high-priced commodity in a small volume under these 
conditions? — But we didn't find any difficulty in 
putting an import duty on silver, jewellery, etc. T 
don’t think there will be much difficulty. And this 
hns been advocated by the Karachi Chamber for a long 
lime and by some members of tho Assembly. 

7102. You do not admit there there will be any ad- 
ministrative difficulties? — T don't think so. 

7103. Even from your acquaintance with a similar 
duty in the past? — I don't think so, Sir. Of course, 
some portion would escape and would be detected, 
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7104. In connection with this interesting question 
of a ratio for the rupee, 1 think 1 can put my essen- 
tial question to you there ill a very general way, and 
that is whether, in your opiniou, the prices of com- 
modities ure, adjusted to tile ratio of ISd. which at 
present prevails as Lhc market rate of the rupee?— As 
I understand it, Sir, the world prices arc higher than 
the prices in India and that is on account of the high 
exchange. Un account of the high exchange our 
prices did not soar sufficiently high along and in sym- 
pathy with world prices. 

7105. Present prices? — Kveu the present prices, with 
reference to various articles. 1 don’t- think they have 
got the sumo price which they arc fetching in other 
countries. 

7100. What articles are you referring to in that 
connection ? - .1 may mention the articles that- are 
generally used (which are not the monopoly of India 
for instance like jute and such like),- we cun take 
cither rice or wheat. 

71 07. Docs the price of wheat in India show uny 
marked maladjustment with the world price of wheat? 
—I have not. got the prices of to-day hut for it long 
time the prices here were less than those prevalent- in 
other countries. The prices prevalent in oilier 
countries are much higher than tho prices prevalent 
in India, hut. I don’t know the exact prices to-day. 

7IQH. Is it >oiir impression that the prices prevalent 
in other countries at the present time are much higher 
than in India? That is my impression. 

7109. What do you consider would be the conse- 
quence of an enhancement of prices if tho ratio were 
to ho reduced to Is. 4d.?-~lt would bo to the advan- 
tage of the producer, to the larger number of the 
people, ami all those who depend upon land. 

7110. How would that advantage accrue? Because 
most of the articles which they consume they produce 
from tho land and what little they want from outside 
they can utilise it from the sale amount . 

7111. Wlmt would he the effect, upon the country? — 
It. will ho altogether beneficial. This i* not only my 
own personal view blit this is also tho view of Mr. 
Dntta, who inquired into the prices, and various other 
persons. 

7112. Who is Mr. Dntta? --Mr. Dntta was the 
Accountant General to the Government of India and 
was specially appointed to inquire into prices. In his 
report he stated 

7113. What report are you referring to? An In- 
quiry into tho Disc of Trices in India, hy K. L. Datta. 
M.A., Fellow of the Boyid Statistical Society. In this 
report ho Rtates that it was beneficial on the whole, 
taking all things into consideration. 

711-1. Such a general statement can he of no Assist- 
ance to the Commission ? He has devoted 30 or 49 
pages to this subject. 

7115. You would refer us to his arguments in that 
particular passage relating to tho rise of prices, which 
tho Commission \% ill consider. What- is it exactly? 
Can you summarise for us what Mr. Dattu sots out in 
his report?- - Ho says on the whole it is beneficial. 

7116. Beneficial to whom? - Beneficial to the people. 

7117. What is beneficial? That is lower exchange 
and higher prices will be beneficial to the country in 
general. On page 1R9 he says: “ In the Inst chapter 
it him been shown that the effect of the ri^ of prices 
oil India as a whole has boon beneficial." 

7118. What rise of prices is lie referring to there* 
- He is referring to the prices of various coin modi ties 
up to tho year 1914, before the war. Tliis hook was 
published in 1915. 

7119. It would not necessarily follow from that that 
a further rise of prices at the present time would be 
beneficial? — Because whatever be the rise of price for 
tho produce that is exportod from this country it 
is nn advantage. 

7120. You see we have always to consider the limit- 
ing case. How far would you carry it? Ff a rise In 
prices is beneficial, where would you draw' the line? — 
It all depends upon tho extent of tlio demand. Tf tho 
people are not prepared to pay the price, they will not 
buy it, tlioy will go in for some other substituted 
article. 

Z 8 
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7121. On page 189 Mr. Datta, who is a Fellow of 
tho Statistical Society, a Mu* tor of Arts, and an 
official of tlie Government (he was an Accountant 
General), says: “ tlie effoct of a rise of prices in India 
on tho whole has been beneficial. India has now to 
part with much less of her produce to meet her foreign 
obligations for the sumo reason that her produce has 
risen in value in European markets”? — With your 
permission, Sir, I may quote, you may attach what 
valuo you may ho pleased to, from a book, “ Ideals 
and Realities, Studies in Education and Economics,” 
by Mr. Klinffub Ahmad Khan, M.A., Litt.l)., Assist- 
ant Professor of Indian Economics, Madras, and who 
was Senior History Lecturer to the London County 
Council in 1917-19, etc. Ho concludes in his book 
thus: — 11 We may now review the above, and sum up 
the results of our inquiry. High exchange will cer- 
tainly mitigate the rise in prices, and though certain 
producers will suffer, the public will be tho gainers. 
But this advantage in countered by the losses which 
the Indian export trade and the Indian industrial 
establishments will sustain through the rise in tho 
exchange value of the rupee and competition from 
foreign countries. It will curtail exports and give a 
great impetus to imports. The curtailment of 
exports may only he temporary, but tho adjustment 
to which some defenders of high exchange referred 
may he delayed so long that the Indian exporters may 
find themselves ousted from foreign markets. On the 
whole, l think, a high rate of exchange will prove 
disadvantageous to India. Her export trade will 
decline; cheap Japanese goods will dominate the 
market and tough prices may fall and tho cost of 
machinery, etc., may bo lowered, the industrial 
development of India which began only recently, and 
which ought to 1ms fostered actively, will he retarded 
by the raising of the exchange valuo of the rupee.” 

7122. That is much to the same effect is it not? — 
Yes. 

7123. Then you base yourRelf upon tlie view that a 
fall in the Indian exehango and a rise in internal 
prices in India can produce a rise in the value of 
Indian products in the European markets? — My sub- 
mission is this. Supposing for 10 sovereigns 1 get 
Nay Us. 150. The Indian producer in such a case 
thinks he lias got Rs. 150; if he could get only Its. 13 
per sovereign, he snyH ho is getting Its. 130. There- 
fore tho difference between Its. 130 and Its. 150 is the 
difference which he thinks he was able to sell hy a 
lower exchange. If a person were to get 10 
sovereigns. Tf you fix it at Its. 13, ho would get only 
Its. 130 in exchange in India; if he gets 15, he can 
gel ll«. 150, so in rtiich a ease he thinks he made a 
profit of Rs. 20 in excess. 

7124. I want to lie sure that I am doing justice to 
Mr. Datla’s argument. He refers to the rise in 
value of Indian produce in European markets, and, I 
gather, otherwise the argument would be totally 
irrelevant, that he attributes that to the effect of the 
fall in tho Indian exchange, so that I think on the 
whole 1 have done justice to Mr. Datta's arguments. 
Now will you tell me, from your wide practical 
experienco of the conditions of contracts and bo on in 
this country, what your view is on this point. We 
havo been passing through a period of very variable 
exchange, and at each variation of exchange a certain 
numlier of contracts have been entered into based 
upon the prevailing rate. Thera was a long period of 
Is. 4d., then a poriod of extremely fluctuating 
exchange rates, followed by the recent comparatively 
stable rate. What, in your opinion, from your large 
experience of trade conditions, is the magnitude of 
the relative interests involved in tho Is. 4d. contracts, 
tho contracts between Is. 4d. and Is. fid., and the 
final contracts recently made at Is. fid. ? — There is of 
conrso no census or any account prepared by the 
Government of tlie actual indebtedness of tbo people, 
hut generally so far. as I know, there was a large 
amount of agricultural indebtedness, and those agri- 
culturists could only realise, if they got higher prices 
in order to discharge their debts, if they got a smaller 
number of rupees, they might not be able to dis- 


charge their debts; therefore, in that manner they 
would be affected, and that was a very large amount, 
it might amount to 900 crores according to my idea 
but it cannot bo lesa than 000 croras. 

7125. How have you arrived at that interesting 
figure? — We have got the previously published books 
about the agricultural indebtedness in the Punjab by 
Messrs. Darling and Calvert Shornburn as well as in 
Madras by Nicholson with reference to various 
provinces. If you calculate it, we arrive at a figure 
which ranges between 600 to 900 croras. 

7126. That is one element with reference to the 
advantage and disadvantage to agriculturists, but 
that is, after all, only one figure which does not 
enable us to make a comparison. Are there any other 
figures to compare with that as to the volume of con- 
tracts in India? — With reference to the Government 
obligations of course, when they have to pay rupee 
obligations which are about 500 croras, if the value 
given to it would be disadvantageous by increasing 
tho prico of the rupee, in thnt respect the Government 
are undertaking a larger duty by increasing by a 
higher exchange the obligations which they owe to tho 
public. That is a disadvantage to the taxpayer. 1 
am putting the converse case, in case they have to 
convert it into sovereigns at any stage, the taxpayers 
will unnecessarily bo burdened by this high exchange. 

7127. i understand the general effect of your recom- 
mendations is that you would introduce a gold 
standard with a gold currency; that you would limit 
the legal tender of the rupee; that you would mako 
rupees convertible into gold; and that you would 
adopt the ratio of Is. 4d. as between the rupee and 
the new gold standard coinP — Yes. 

7128. Would you like to supplement that in any 
particular as regards the future control P Is there 
any point regarding the control of the currency of the 
country on which you would like to lay special 
emphasis? — My submission is that unless our currency 
is placed on a sound and durablo basis, this is not an 
opportune time for transferring it to the Imperial 
Bank, because the Imperial Bank of India Act has to 
be revised by 1931. Within these five years we may 
be able to gauge the correct situation with reference 
to the convertibility of the rupee obligations into gold, 
and the Bank itself cannot undertake that respon- 
sibility or tnko that risk; and moreover whatever 
profit they realise would go to them and not to tho 
State, that means, indirectly, to the taxpayer 
because — 

7129. All this is a matter for agreement, is it not, 
between the Bank and the State? — Well in 1931 we 
can scrap all the terms and introduce fresh terms. 
That is the time when we can fix our own terms. 
Now in the pending currency of the old agreement, 
we cannot introduce terms which will be dis- 
advantageous to the Imperial Bank. 

7130. I do not think we need be unduly intimidated 

from an inquiry hy the fact that there is an outstand- 
ing agreement between the Bank and the State. I 
am completely ignorant as to what notice is neoessary 
for its termination. We ought, in making any recom- 
mendations, to considor the question at large, to con- 
sider what is bestP — (If course if tho proprietors and 
shareholders are prepared to place it on a general 
basis without relying upon the terms of the Act, thon 
they can enter into a fresh agreement. If they say 
11 wo will hold on to what we have got,” 

7131. I imagine you would maintain that, subject 
to the observance of absolute equity to the share- 
holders of the Imperial Bank, reasons of State are 
far too strong to prevent any existing order standing 
between Indian merchants and that organisation of a 
central banking system which is best in the interest of 
the State? — I always liked a Central Bank because 
some years Ago I said that even currency should be 
entrusted to the Imperial Bank, but what I find is 
that all the profits will go only to the shareholders, 
and there is no share at all for the State to any 
extent whatsoever as it is in some other countries, 
and I think it must be considered how far wo oan 
Allow the Imperial Bank shareholdeia to be benefited 
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at the expense of the taxpayers, and whether the 
taxpayer or the State should not realise a portion of 
it. For instance, in Germany, if they get more than 
per cent, dividend, the German State would got 
half; when it rises to 8, they get about jths and here, 
even when it has gone up to nearly 24 as nett profits 
whereas under the system of the old Presidency Banks 
it used to lie only between 10 and 14, there is not a 
gain of a single pie to the taxpayer. Therefore, all 
these things must be considered; but we nro now in 
a difficult situation, how to place currency on a sound, 
durable basis, and perhaps the situation will be com- 
plicated by bringing in another factor which docs not 
sound after all very easy solvable matter. 

7132. That other factor being the transfer of the 
control of the currency issued P — Yes. There are 191 
crores, on 50 per cent, of which they can realise 
interest without sharing it with the taxpayer. 

7133. Wliat are those figures P — At present there are 
191 crores of currency, that is in currency notes, in 
circulation. What they suggest is that out of 191 
crores. 

7134. Who suggests P — Perhaps some witnesses 
before your Oomtnission. 

7135. Are you referring to tho memorandum of 
suggestions ? — Yes. Therein they stato that they are 
entitled to 50 per cent, issue without any reserve. 
That means an advantage of realising interest on 
that amount. 

7136. 50 per cent, fiduciary note issue P — Yes. 

7137. And your comment upon that? — Interest oil 
about 95 crores will accrue to the Bank and not a 
pie would be shared by the taxpayer. 

7138. You would not suggest, would you, the bank 
was doing nothing in return? — In tho circumstances 
the only thing .that was mentioned is that they will 
purchaso bullion as is done by the Bank of England. 

7139. There is nothing startling or unprecedented 
in such an arrangement. Is it not a common arrange- 
ment, ns between a Central Bank of issue and the 
State, that, in return for the profits to bn made upon 
a fidiciary note issue, the Genlral Bank in the first 
place performs certain services for tho Government, 
such as the control of the national debt, and indeed, 
the management of the noto issue itself, and further, 
that under certain circumstances there is an actual 
payment made by the Central Bank to the Govern- 
ment in some form of tax in return for tho privilege 
of note issue. Wo do not find anything unusual in 
such an arrangement?— But in the arrangement 
suggested by you, Sir, T do not find a special 
advantage except that they will maintain an exchange 
according to the rate fixod by the Government. But 
they do not take any risk because instead of them- 
selves undertaking to keep the reserve, the Govern- 
ment itself should keep the reserve for redemption. 

7140. This is a matter upon which I have the 
advantage of being able to put to you some questions 
which have already been put to-day to another 
witness. There are various services performed by the 
Bank. There is the opening of new branches At a 
loss. That is a service rendered to the State ?—■ That 
is in consideration of keeping the treasury balances. 

7141. Let us look at the two aides of the account. 
On the one side, there is the keeping of the treasury 
balances and the privilege of note issue; on the other 
side of the account— (I am not sure that I am 
enumerating the whole number), — there is the actual 
management of the note issue and the opening of new 
branches P — Opening of new branches, they have 
undertaken it when they agreed to keep our treasury 
l>n lances with them. 

7142. May I suggest to you the other things that 
occur to me? We have also been told in evidence 
that there is the conduct of the remittance business 
at a rate lower than it oan otherwise be conducted at, 
that is, remittances as between cities A and B in 
Tndia for the public. Further, I suppose it will he 
part of this proposal that the Bank should conduct 
the remittance business for the Home charges for the 
Government. I am just trying to enumerate all the 
"®nrices which a bank would render. I have no doubt 


there are others which escape my memory at the 
present moment? — I am not averse to Bank managing 
all these things. But they should not receive abnor- 
mal profits. Previously the Presidency banks were 
making a profit of 10 per cent. ; they are now milking 
24 per cent. We must make aomo arrangements to 
see that the interests of the taxpayer are not 
sacrificed. 

7143. That is nil I wanted to bring out, that it 
would he a matter for agreement between the Central 
Bank and tho State to provide a fair adjustment of 
mutual benefits and advantages? -But 1 may add. 
especially at a timo when there is no responsible 
Government, all the more the burden is on your 
Commission to sec that tlie interests of the taxpayer 
are properly safeguarded in making the suggestion 
of entrusting about 190 crores of note issued to the 
bank when they have got a capital of about 11 
crores. 

7144. (Sir Jteginnld Afnnt.) Mr. Yenkatapatirnju, 
you quote a conclusion from Mr. Balia’s report that 
iho effect of a rise of prices in Tndia as a whole has 
been beneficial. Bid I understand you to say in 
reply to the Chairman that Mr. Batta was there 
referring only to the rise in Indian prices, internal 
prices, or to the rise in world prices? I was 
mentioning my view and 1 am supported by Mr. 
Datt-n and various other persons who have dealt 
with this subject. I am mentioning my view. My 
view is that the ryot will receive advantage by 
getting more rupees so long as you continue rupees, 
whatever be the value realised in the foreign market. 

7145. 1 was not asking your view. 1 wih asking 
the interpretation which you placed on Mr. Butin's 
report. T leave it to you to interpret it?— That is 
my view and l am supported hy Batta. 

7146. (Chairman.) I nrn afraid I had no time to 
look at Lhe report very carefully. 

7147. ( Sir lieqinahl Mant.) 1 have had time only 
to glance at it but it will only be fair to Mr. BulLa 
to pursue this statement. Did you or did you not 
imply in reply to tho Oh airman that Mr. Datta in 
this passage was referring only to internal prices 
or to the rise in world prices? — I am not sure 
whether 1 made myself intelligible. But my 
contention is— — 

7148. T want to know how you interpret Mr. 
Datta’s authority to which you referred? It is 
there. 1 nin not interpreting it. f leave it to you 
to interpret. T am stating my view and also stato 
that this is supported by Batta. 

7M9. In paragraph 328, Mr. Batta states: * It ia 
far from being a matter of grave doubt whether 
tho welfare of the country ns a whole is furt bored by 
a rapid rise in general prices. The question depends 
on tho general economic condition of the country 
itself. A debtor country which has a largo foreign 
obligation to meet or to export part of its produce 
benefits when the prico of such produce rises.' In 
para. 333 he says 1 Tndia is a dobtor country with 
largo foreign obligations.' Ho then analyses the rise 
in prices of India's exports and be says, ‘ tho rise 
of prices in recent years has enabled India to dis- 
charge her foreign liabilities by tho export of a 
proportionately smaller quantity of her produce.' 
T put it do you, Mr. Venkntiipatiraju, that he is 
referring there to the external prices, tho prices 
that Tndia gets for sale of her produce. He is not 
referring to a rise in prices produced hy a lower 
rate of exchange and in the passage you quoted hn 
was summarising his previous argument? -Suppose 
I can sell 10 garsix at Rs. 15 a sovereign, garse 
being a measure of grain, in order to get a certain 
amount 1 will sell a certain quantity. Tho ryot has 
to make payment in rupees and for that amount he 
can sell it. Tt may mean as you suggested that it 
may be the world price in a foreign country or it 
may mean larger money realised by the ryot; hut 
it does not mean only world prices. It cannot be 
definitely said, as you seem to suggest, that it means 
only world prices. 
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7150. II obviously means world prices P- It may 
not necessarily mean that. It moans both world 
prices and internal prices. I do not dispute your 
proposition but I do not giro up mine. 

7151. Now leaving aside Mr. Datta, can you ex- 
plain to me how India ns an exporting country will 
benefit from a rise in internal prices only without 
a corresponding rise in external prices? — l T nh*ss the 
ryot realises whatever ho expects, he won’t sell it 
either internally or externally. IIo expects a 
certain amount, to meet his cost of production and 
other things. lie won’t sell his produce either in- 
ternally or externally unless ho would get that 
amount and if a foreign contractor wants to pur- 
chase it, he must purchase it at his price ami if 
there would be a sufficient demand, he would 
realise it. 

7152. By foreign contractor, you mean foreign 
purchaser P Yes. The foreign purchaser must pay 
the prices which the producer dictates if there ho 
an effective demand. Tf there is no effective de- 
mand, if there is n copious supply, lie might expect 
what price is offered to him. Otherwise, he will 
dictate his own price. 

715.1. Tf you have a monopoly. But if you have 
not a monopoly and you fix a higher price and 
people are not prepared to pay it, you won’t sell 
your article? -Yes; I admit that with reference to 
the article which is not a monopoly. But 1 say 
effective demand and copious supply determines the 
price. 

7154. (Sir Pvrsholamdas Thakurdas.) Whatever be 
the exchange ratio in India, do you. think that that 
make any difference in the world prices of a com- 
modity? Whether the exchange in India is Is. 4d. 
or Is. 8d. or 2s. -Id. or Ik. Id., do you think that that 
makes any difference in the. world prices off a com- 
modity?™ Not at all. 

7155. The world price is the samo, is it not? — Yes. 

7150. Then the only extent to which the Indian 

cultivator is affected hy the ratio here is as far as 
the conversion of the world price into rupees is con- 
cerned? — Yes, into the coin which he is to receive. 

7157. Namely, the Indian rupee? — Yes. 

7158. Then (he question of any higher prico in 
gold, in tho world murket does not at all risnP — 
Not at all. 

7159. Your contention therefore is that tho lower 
tho ratio tho more* rupees the Indian cultivator will 
get for his export? -Yes. 

7 10n. And the higher the ratio, tho less rupees ho 
will get? — Certainly. 

710J. You do not expect that there will he any 
change in tho price available for a commodity by 
the Indian cultivator owing to any change in the 
ratio? No, not at all. 

7102. Will yuii refer to paragraph -18 of 
your printed memorandum. The Inst, part cf it 
shows, if 1 interpret your quotation there correctly, 
that you have no faith in tho theory of control of 
prices hy exchange manipulation or by change in 
tho rutio. Would that ho a fair interpretation of 
that paragraph of yours. I beg your purdon. I 
mean the first part of that paragraph where you 
say with regard to a scientific currency “ As Mr. 
Morris puts it, it is unstable in itself and non- 
internatiouul in practice, if paper money is to be 
regulated by index number of prices which we are 
told 1 are never accurate in their decimals and rarely 
in their units * You have no faith at all in tho 
scheme of control of prices by exchange manipula- 
tion or a change in the ratio? — If I may make my 
position clear, stability of prices cannot bo secured, 
that is my idea, by any of this artificial control. 
You can stabilise prices by imposing a law tjiat you 
ought not to sell except at such and such a price, 
as in fuel has boon done in famine days and during 
the war. 

7I6J1. You mean control of prices of foodstuffs P — 
Yes ; mi can fix prices direct by statute and legis- 
lation saying that people roust not sell their grain 


at more than this price and so on. Or you can put 
an ombargo upon export so that they will necessarily 
be cheaper in the country. 

7164. Then I understand I am quito correct if I 
interpret this part of your statement to mean that 
you do not believe in any control of prices by a 
change in the ratio or by any riso or fall in the 
exchange? — Yes I agree. 

7165. You were telling us something about land 
revenue every 30 years. I am afraid I did not 
follow you? — In the Madras Presidency and also in 
some other Provinces once in 30 years settlement 
is made with the ryots by the Government that they 
in list pay a certain number of rupees Bay Rs. 10 per 
aero wet and Rs. G per acre dry. 

7100. Whnt crops? — Wot land and dry land; tho 
iiKKeKsment is fixed for a period of 30 years and 
cannot be changed. If during that period you arti- 
ficially raise the value of the rupee that ryot who 
sells his produce and receives a smaller number of 
rupees would necessarily be tho loser by tho manipu- 
lation of the exchange. That is one case. Another 
is with reference to most zamindaris under tho 
permanent settlement which have a fixed assessment 
payable to Government at a certain rate which is 
permanent and (he Government cannot increase or 
decrease iL; they may forego it but not decrense it. 
If they are producers to the extent they are pro- 
ducers, if they receive grain towards their dues they 
will be affected otherwise they will not be affected. 
Persons who receive rent in cash will nob he affected. 
Persons who are producers will to that extent be 
affected because their produce will realise n smaller 
number of rupees. 

7107. Tho actual grower, tho tiller of the soil?-- 
Yes. 

7108. T will just ask you one more question. In 
paragraph 49 you say, “ The only feasible course 
seems to ho of using currency notes of a 
pound and 2J and 5 and 10 and 100 and 1,000 
pounds by converting rupee notes at Re. 15 per 
pound.” You w’ant pound sterling? — No I mean 
the sovereign; 1 do not mean sterling, but I find no 
difference at tho present moment between sterling 
and pound in England. 

7169. You mean notes of a sovereign, ami then 2J 
sovereigns nnd 5 sovereigns? — Yes, different 
denominations. 

7170. All in sovereigns? — All in sovereigns or if 
sovereigns are not accepted by. the Homo Treasury 
authorities in mohurs. 

7171. The pound there means the gold coin what- 
ever it is to be? Yes, Urn gold c«oin. 

7172. (Professor Coifojee.) Excuse me, Mr. Raju, 
but let us distinguish tho problem considered hy 
Messrs. Datta and Hhirrns from the problem beforo 
this Commission. In the first place in those days 
the exchange remained steady. 11 While tho 
exchange remained steady the pricos of Indian pro- 
duce rose whereas the prices of imported goods fell; 
therefore India had then to part with much less 
of her produce than formerly to meet her foreign 
obligations; the surplus of produce available for 
export was very much more valued on account of 
tlio rise of prices than formerly and wnscquently 
India’s exports have have grown considerably in 
value in consequence of the rise in pricos and only a 
part of this increase goes towards meeting the in- 
creased exist of production.” That is not the case 
at present. At present the exchange has been re- 
acting on the prices. Formerly it remained steady 
although the prices of your exports were affected in 
a few cases. You see India gained in those days 
as a country on acoiint of the riso in pricos. This is 
accounted for hy Datta and Shirras hy saying that 
India obtained for each unit of produce exported a 
larger price whereas she paid a smaller price for 
each unit of import. That distinguishes the problem 
from now when prices have risen both in this 
country and in other countries both in the cose of 
exports and imports. Then coming to the cultivator 
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ho gained by a riao of prices but for a fipeciul reason. 
The cultivator gains because his prices have risen 
faster than his cost of production. As Messrs. 
Datta and Shirras say, it is not always that the 
cultivator gains by a rise in prices but only if the 
prices of his produce rise whereas his cost of pro- 
duction does not rise correspondingly? Yes, but 
even Sir Basil Blackett has admitted that the rise 
of exchange bos kept Indian priceB low when com- 
pared with world prices. Even he has admitted it. 
What J said was whatever be the world prices whon 
I can get Rs. 15 and get Its. 13, it does not matter 
how you put it, the loss of Its. 2 is putent and cannot 
be got away from. Moreover whatever be tho world 
prices, why should our people by any manipulation 
be prevented from realising and enjoying tho higher 
price which is available from world prices by any 
method; why should wo not get the higher prico if 
it is available elsewhere? 

7173. There is no reason whatever except this that 
in those days when prices rose although our export 
prices rose and our import prices fell our exchange 
romained steady. That is what 1 am pointing to you 
as distinguishing this case from the case put by 

Messrs, lhitta and Shirras. — Up to 1914 it 

was is. 4d. ; but what I state is whatever be the 
exchange why should you meddle with the exchange 
in order to reduce our prices. It is admitted on all 
hands, by putting on a high exchange your prices 
will be lower than world prices. The persons who 
are responsible for it admit that. 

7171. But you must look not only to the prices of 
produce but to tlie cost of production. — All those 
things, the cost production and tho nccessury things 
lie has to purchase, have been taken into considera- 
tion. After taking all those things into consideration 
those gentlemen have definitely come to the conclusion 
thut it is beneficial. Not only Sir Basil Blackett 
hut tho writers of this report also have arrived at 
the snine conclusion, besides which all Indian 
economists admit it. 

7175. (Chairman.) With reference to that, you say 
the persons responsible admit it. In justices to Mr. 
Dnttii it must be said that his argument has not been 
brought forward in the connection in which it was 
produced. Further, no doubt you are aware that the 
report to which you refer of Mr. Datta’s was re- 
viewed not wholly favourably by the Government of 
Tudiu who did not accept all Mr. Datta's conclusions? 
— Yew, in the preface they say cm some points they 
do not necept it. I know ns regards this particular 
point they huve not said so, because at that time 
tho Government were anxious to say that after nil 
high prices do not do any harm. That is their idea. 

7176. So that you must not put the whole of tho 
Report upon the Government of India? — No, I am 

* only quoting tho opinion of an officer of Government, 
a gentleman appointed by the Government, who 
cannot bo against tho Government. 

7177. Not perhaps tho persons responsible, who are 
ultimately tho Government of India? — With reference 
to that with your permission, Sir, I may invito 
attention to the statement made by the Secretary 
of State both in 1879 mid 1886. By this high ex- 
change you are only saving yourself the necessity of 
putting the burden on the taxpayer by putting it on 
the producer; and Government themselves admit it. 
Therefore they know they are doing something wrong. 

7178. The argument that a rise in world prices is 
beneficial to this country or. another is a familiar 
one which should cause no surprise? — But as pointed 
out by another economist a person who invests a 
large amount such as England will always have the 
advantage of higher exchange values whereas a 
country which has to pay 50 crores annually is in a 
disadvantageous position if prices are low, because 
what is good for England may not be good for India. 

7179. (Mr. Preston.) Mr. Raju, might I draw your 
attention to your supplementary memorandum* 
which you have just sent to us, where you say, 

* Not printed, vide footnote to Append) t Vo. 34. 


11 L can nno t persuade myself to beliovo that the gold 
exchange standard would ever prove beneficial to 
the country.” The gold exchange standard of which 
you speak there was brought into force in 1893 and 
functioned up to 1915. From 1899 to 1915 it was 
the nicuiis of providing a stable rupee exchange at 
Is. 4d., throughout tlu* whole of that period? — Yes. 

7180. And during that lime L think it has been 
universally recognised, and 1 think you must admit, 
also from your own point of view, that it produced 
a measure of great prosperity to the land of India: 
will you admit that? — 1 do not admit tho inferenro 
which you proposo to draw from the premises which 
you lay clown. 

7181. Did it not bring to the lutid of India a great 
amount of prosperity?— Yes. By robbing Peter to 
pay Paul. 

7182. I am not talking of robbing Peter. I am 
merely asking you a question. During that period 
is it not a recognised fact, that over tho whole of 
that period the country prospered to an abnormal 
extent? -Not on account of the gold exchange 
standard. 

7183. Was it not due to the fact that from the 
period, 1899 to 1915 we had a stable rupee? — Wo had 
good monsoons; we had good production; and on 
account of irrigation facilities and railway facilities 
wo wero able to sell and become prosperous, not on 
account of exchange. 

7181. That is exactly what I wanted to get at?— 
My reply to that, Sir, is that the prosperity of tho 
country depended on various other factors, not at 
all on the exchango factor. 

7185. You admit, that India was prosperous any 
way, that she achieved a great amount of prosperity 
during that period?- Achieved some prosperity; I do 
not say that she could not have achieved more 
prosperity under self-government. 

7 184>. Let us get. at this, during that period from 
1899 to 1915 India was very prosperous?- She wus 
better than bofore. 

7187. Then you go on to say, “ I may be 
excused for my non-possum iik attitude towards 
tlu* gold exchange standard in any form what- 
soever unless it is modified to such an extent 
as to rename it. gold standard.” Does that mean 
that, provided you have the system which was in 
force from 1899 to 1914 during which period India 
had this wonderful amount of prosperity, provided 
that system was renamed a gold standard, you will 
bo quite satisfied? — That is not at all my view. What 
I state is this: that what every other country which 
is responsible to its people has not accepted should 
not lie thrust upon us just because India is a de 
jKMidoucy like tho Philippines. You cannot put 
that forward as a thing which has brought prosperity 
to India. Tho prosperity to India was brought by 
other factors. So long as the Crown has got a 
monopoly of coinage, if you put in a standard coin 
and a subsidiary coin, I say let it bo a standard 
coin and a subsidiary coin mutually obligatory on 
all sides. If, however, you want to put it only as 
a measure of value which you w'uut to change when- 
ever you find it necessary to do so, l say it is not 
at all advantageous to us. We are bound to accept 
it because we cannot help it since we have no political 
authority, but it is not advantageous to us. 

7188. What I am trying to bring out is this: you 
say 11 l may be excused for iny nou-possumus 
attitude towards the gold exchange standard in any 
form whatsoever unless it is modified to such an 
extent (this is your own wording) as to rename it 
gold slitmlard ”?- I am sorry if my language is 
not clear; what I mean by that is I want to modify 
that standard in such a manner that you can only 
call it u gold standard, such os is known all the 
world over; and not a gold exchange standard. 

7189. (('hnirman.) I think perhaps if Mr. Rnju 
substitutes the word “ reconstitute ” his meaning 
would be cleurer? 

7190. (Mr. Preston.) I accept the wording of tho 
Chairman: let us take it this way: “I muy bo 
excused for my non-poBBumus attitude towards tho 
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gold exchange standard in any form whatsoever 
unless* in n remodified form bo that it may bo re- 
named a gold standard.’* You accept that? — What 
T mean is this, whatever the particular wording 
may mean. I want a gold standard pure and simple, 
an honest gold standard such as is observed in evory 
country which is responsiblo to its subjects. I do 
not want any other standard. 

7191. (Chairman.) I think really what Mr. llaju 
has in mind is reconstitution of the ovist ing system 
into a gold standard. I do not think he really 
inouns 11 renamed.” What ho wants is a gold 
standard. What he means by a gold standard is, of 
course, quite another thing. 

7192. (Mr. Preston.) Thunk you very much, Sir. 

7193. (Chairman.) It occurs to me to usk you in 
connection with that, in order to clear up what your 
meaning is, the standard of what other country 
would you accept ns an ideal? — I would accept 
England or the United States. 

7194. But those two standards are totally dis- 
similar, are they not? — So far ns I understand it, for 
our purpose we can make changes in our system in 
order to adjust our system t-o that of England or 
the United States. I huve suggested that during the 
transition period wo can adopt tho course that was 
adopted in America of issuing gold certificates. Or, 
if you want it to bo readily convertible as is the 
case in England, you could have it. 

7195. (Sir Alexander Murray.) Just one thing: as 
I understand your statement, you arc in favour of a 
lower rate of exchange even though it may mean 
high prices in India? — Certainly. 

7196. (Sir Alexander Murray.) You do not argue 
that the high prices that were ruling at the time 
that Mr. Dntta made his inquiry were due to a low 
exchange? 

7197. (Chairman.) I think it was established that 
Mr. Datta was referring to higher world prices 
following the valno of gold, and that it was not tho 
effect of the Indian exchange at all. You must do 
Mr. Datta that justice. 

7198. (Sir Alexander Murray). As a matter of fact 
T think Mr. Rnju makes it quite clear in 
his supplementary statement where lie says 
” Mr. K. !«. Datta's report on Enquiry into 
the Rise of Prices in India will give usel'iil 
information wherein lie slated that rise in 
prices in India was duo to a shortage of supply, 
particularly in the case of food grains.” - -I may he 
excused. Sir, for repeating myself: T said Mr. Datta's 
report would be advantageous in order to understand 
the effect of high prices, because then* is a mis- 
conception that high prices are injurious to a 
country. In order to meet that objection Mr. Datta 
lias specificially pointed out in chapters 12 and 13 
of his report that high prices would cause some 
inconvenience to a smaller number of people and 
advantageous to a largo number ; and I add to that 
a high exchange brings in a smaller number of rupees 
to the producer and therefore it necessarily follows 
that the persons who produco will he losers; that Is, 
a large section of the population would be losers, 
while a small section gets tho advantage; the country 
as a whole does not benefit by it. 

7199. Quite true: at the time Mr. Datta wrote he 
was not referring to the high prices in Tndia in that 
they were higher than the pricos ruling in other 
countries?— Ho was only speaking of the effect of 
high prices various sections of the people. 

t 720(h Tn India? — Yes. He was taking into con- 
sideration consumer® and producers and persons de- 
pendent upon tho land; he says that the larger 
number would ho about 70 or 75 per cent, who would 
he benefit ted and that the smaller number would be 
about 20 to 30 per cent, who would be adversely 
affected; therefore, taking it numerically I say I 
would prefer high prices because it is advantageous 
to India, in spite of causing inconvenience to a small 
number of people. That, I think, is what he was 
driving at. 

/201. (Sir Maneehp Dadahhoy.) Mr. Raju, you 
spoke about the ethical objection to the depreciation 


of tho rupee and you say that both the permanent 
and the ryotwari settlements are affected by the 
rise in the rupee, because their mutual contract is 
not fulfilled in the sense originally intended? — Yes. 

7202. Will you please explain this a little further 
and let xne know this : of course you know that there 
is a groat controversy as to whether what is paid 
to Government is rent or revenue. Apart from that 
question, when tho rent is paid the landlord also 
receives from his tonant cultivators in the some 
shape: so how is ho affected P — What I am stating 
is that all those who are producers themselves will bo 
affected. 

7203. In other words, your contention is that the 
change in ratio is an invisible taxation on the pro- 
ducer? — Certainly; and not only on the producer but 
on all those who depend upon the land. 

7204. It is un invisible taxation P — Yes. 

7205. And as such it is opposed to all ordinary 
cations of the law of taxation? That is your view? 
— Yes; because if you do want to impose taxation, 
you cun impose it directly; if you want more money 
for national purposes you can impose taxation on 
the nation us u whole but you cannot impose it on 
a section. 

7206. Tf there is any deficit by a lower ratio, it 
could be met hy taxation of the whole country, evenly 
distributed P That is your argument? — Yes. 

7207. You recommended an import duty on silvor? 
—Yes. 

7208. Is there not a very strong sentiment in the 
country against the imposition of an import duty 
on silver, us a taxation on the saving of the people? 

. — Persons who had trade formerly with Chinn and 
Japan now find that their Japan trade has gone and 
the Chinese trade is dwindling; and at the time when 
it was introduced n question was raised in the 
Assembly whether it was beneficial or not. What 1 
suy is that when India gives up the rupee as a 
standard coin and brings it down to the level of a 
subsidiary coin, naturally there would be dumping 
into India of cheap silver. 1 want to protect the 
country against that by putting an import duty on 
silver and for that purpose I think it is fair that 
the State also should realise some amount to help 
the convertibility of rupee obligations, besides pre- 
venting India being made the dumping ground for 
other countries of their cheap silver, which would 
naturally be the effect of any change in the position 
of the rupee. 

7209. Let us carry your argument a little further : 
when the gold standard is introduced the price of 
silver will fall in the country? — Yes. 

7210. How will this duty affect the general price 
of silver — this additional import duty?— The general 
price in tho world won’t he affected. Any silver you 
purchase for India you have to add whatever import 
duty you place on it. Therefore, when the world's 
silver is competing with Indian silver, it has got 
the disadvantage of paying the import duty. To that 
extent silver value will be appreciated. 

7211. 1 don't quite follow you, Mr. Raju. Just 
let me put it this way. When you introduce the 
gold standard and make the rupee a limited tender, 
the rupee silver will have to be sold. You cannot 
lock up all that silver in the country? — No, but u 
smaller number of coins will do. 

7212. But what about the silver which is in largo 
hoards in the country? — The large hoards will remain 
in the country or they may ho exportod. 

7213. That is why I want to be exact. If they 
are to be exported, the price of silver will go down. 
On tho other hand, you contemplate an import duty 
on silver. How will it affoct the internal silver in 
the country?— It would appreciate to that extent 
in world competition. If J havo got an article here 
and nobody can compete with it unless he pays an 
import duty, to that extent the value will be 
appreciated. 

7214. Well, you said something in speaking about 
the Imperial Bank of India. You said the Bank 
paid 24 per cent, dividends? — I said 24 per cent. 
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profits they have mode, but only 12 per cent, 
dividends was given. 

7215. ( Sir Norcot Warren .) It is 16 per cent. And 
nob 12 per cent. You are wrong?— Then it is much 
worse. 

7216. (Sir Maneckji Dadabhoy .) Now, you said that 
if the gold standard is introduced, the amount 
required for conversion will he about 110 crorcs and 
we would be Able ensily to accumulate the gold 
required in a period of five years. What is your 
line or method to accumulate? — When you open a 
free mint, as we did in 1022-23 when 50 million came 
in, all this will lie brought to the mint and it will 
be minted. 

7217. You mean the bullion which is in hoards? — 
It is not in hoards. It is with the people, and they 
will bring it out. 

7218. So you largely depend for the fruition of 
this scheme on tho bullion which is w'ith the people 
and which will necessarily be brought out because 
once they know gold is being coined, they will have 
no incentive to hide the gold? — Besides we have 
either gold or sterling securities to the extent of 
116 crores. In the silver currency reserve and tho 
gold reserve we have 116 crores. 

7219. Your contention is that there will bo no 
necessity for keeping up both reserves in any 
strength? — Oh, reserves must be kept, because when 
you ure issuing currency notes you must have a 
reserve because in order to keep tho fears of tho 
people in check. *As soon as you lose confidence, 
there will be trouble, just as tho French franc has 
gone down from 25 to 125, so tho Indian notes will 
go down if the people lose confidence in the Govern- 
ment. 

7220. Then there will be another method, because 
by the favourable balance of your trade you can earn 
your gold too? — Oh yos. 

7221. (Chairman.) I do not quite follow tho argu- 
ment. You see, people who hold bullion can get 
currency for it now. They could sell their bullion 
to the bullion brokers and get currency. If they do 
not do it now, why should they do it any more when 
wo make a change?— ' When the gold coin is standard, 
if 1 have got bullion and want to raise money, I 
will bring in my gold. That ornament or bullion will 
be sent to tho mint. 

7222. The point is this. You arc counting upon 
this export of bullion for the use of the people to 
be transferred to the mints and passed into currency. 
1 put it to yon that, at the present time, people can, 
if they like, get currency for their bullion, but they 
do not want it. They prefer to keep it in bullion. 
Why should not they continue to keep it in bullion ? 
— I may be excused, but in 1900 they stated when 
an attempt was made to introduce currency they said 
the people don’t want it and the currency was 
stopped. But my reply is that, so long as you keep 
a depreciated currency as practically a standard coin 


in tho country, nowhere ia tho world would a s higher 
value coin circulate. Under the Gresham's law, every 
country failed, because you cunnot keep two things 
running together. 

7223. My difiiculty is this. You count upon, under 
sonio future conditions, people bringing out the 
bullion which they now import for domestic purposes 
to pass into tho currency. It appears to me that, 
if they require currency, they could easily sell their 
bullion to the bullion brokers now. If they do not 
do it now, why should they do it later? — There are 
no mints open now. 

7224. But you have only got' to go and sell your 
bullion to tbe bullion brokers and you would get 
rupees for it P — To what purpose? Because wo have 
still to pay our tax and have to deal in rupees. 
What is the object? If I can got a coin to sutisfy 
me, it would bo different. But I cannot give a 
sovereign to the Government and receive only Us. 10 
Why should I lose my Kb. 15 worth or Ks. 13 worth 
of gold? If you make it fairly advantageous to me, 
I would part. 

7225. But that Kb. 10 ratio only applies to the 
actuul tendering of gold to the Government. Tho 
bullion broker in the baxuar is open to purchase it 
and pay a little less than Us. 131 fur it. If there 
is really a desire on the part of tho people, or a 
possibility on the part of the people, that they will 
convert these gold hoards of theirs into currency, if 
they want currency, why don’t they lake their 
bullion, which they hold in the form of bangles and 
gold bars, to the bullion brokers and get rupees 
against it? — L may mention one thing. Sir. When 
the ugriculturiHls have got prosperity, when they 
have got a larger amount, they will utilise it and 
keep it in gold. But when there is adversity they 
will readily change if there is no loss to them by 
this change. If 1 have to undergo loss every time 
I change it, T prefer to do some other thing instead 
of converting the hoards. 

7226. In the same way, when there is an open and 
free mint they would have to pay the seigniorage 
for the conversion of their bullion into gold coin. 
There would be a small loss, ut any ruteP — They 
suggested a small amount. But they know this much 
that the Government stamp itself curries weight. 
Because a current coin would fetch more valuo than 
tbe intrinsic worth by an anna or an anna and a 
half, and on account of the saving of trouble to 
ascertain tbe exact fineness of the gold bullion. 
They have confidence in the Government. Therefore 
they will be satisfied with gold coin. 

7227. I express to you our thanks, Mr. Raju, for 
your very full evidence to-dny? — I must express my 
obligation to tho Commission, Sir. for allowing mo 
as a layman to put my views before the financial 
exports. 

7228. (Chairman.) It is to our advantage. 


(The witnr jm withdrew.) 
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Mr. Ramachandra Rau, called and examined. 


7229. ( Chairman .) You nro the author of several 
works on banking and other matters of commercial 
interest, of one of which you havo been good enough 
to supply the Commission with a copy? — Yes. 

7230. 1 understand thut you aro also u lecturer in 
tho University of Calcutta? — Yes. 

7231. You have come here to-day to assist us on 
the matters of our reference and you have let us have 
a very full lutMiiornnduni." 1 will ask you a few tucs- 
tions on your memorandum to elucidate points whieh 
up|tonr to need elucidation. In the first place, you 
adopt the classification, which is so commonly adopted 
for tho purposes of considering tho interests which 
result from currency movements, of producers and 
consumers. Is that in your opinion a scientific classi- 
fication for economic purposes? My idea is that these 
are the two headings under which the currency 
interests are discussed generally, and the gold ex- 
change standard system divides the main interests 
under the two heads. Producers consider that a lower 
rate of exchange is advantageous to them ; consumers 
consider that when there are high prices, n higher 
exchange would check tho rise in prices further. 

7232. Do not let me take you too far all at once. 
What f would suggest is that in looking for a scientific 
classification one should clussify the community rather 
into cat<«ories which are capable of more definite use 
in analysis, such as debtors and creditors, buyers And 
sellers, ouch of which represents a definite contractual 
relation, hut r-liat tho interests summarised in the 
won! “ producer " are so many and varied, aa in the 
ease of the consumer, that it hardly assists you to use 
those classifications in a scientific analysis. Do you 
agree with that? T do admit that your suggestion is 
scientific, hut, T follow the usual procedure that is 
adopted and that will enable ?nc to discuss the usual 
difficulties of the gold exchange standard. 

7233. It is undoubtedly the usual procedure, hut it 
occurs to me that one ought to try and improve on 
that procedure. You emphasize in a most interesting 
manner throughout your memorandum the necessity 
for considering this question from the point of view 
of credit and banking as well as from the point of 
view of currency, pure and simple. That is a matter 
to which yon have given particular attention? — And 
T am of opinion that unless banking interests also are 
understood and unless the Central Bank is in a posi- 
tion to control tho currency system, it would not he 
possible to have a thoroughly organised currency 
system satisfying all interests. 

7234. Could you assist the Commission on a matter 
not foreign to their inquiry, though possibly remote, 
and that is, what practical measures can ho taken to 
improve banking facilities in Tndia and to increase 
the use of banks amongst the people?- -Tho improve- 
ment of the banking system will first lend to the 
increase of capital and the increase of cash reserves on 
the nnrt of Banks will enable them to increase the 
credits that they can dolo out to industries. 

* Appendix No. Ml, 


7235. Wo may agree upon the consequences of a 
progressive increase in banking facilities hut my 
question in rather by what mentis should those bank- 
ing facilities be increased? — By asking the indigenous 
hankers to become full-fledged bunkora undertaking 
deposits, and if they would also permit the people to 
make uso of their facilities for remittance purposes, 
etc., and if they become closely T liter woven in the 
hanking system of the country by getting affiliated to 
the district branches of the Imperial Bank and become 
members of the district hoards of the Bank, facilities 
for remittance, etc., would bo increased to a great 
extent, and tho very fact that thej would be increas- 
ing the deposit.', would enable them to undertake re- 
mittance facilities on a largo scale. This they are not 
in a position at present to tin. They depend upon the 
Imperial Bank’s own facilities for undertaking re- 
mittance business. 

7236. Is it essentially necessary, in order to increase 
tho use of hanks amongst tho people, to promote con- 
fidence in the stability of banks? — T have not quite 
followed your question. 

7237. Can you hear it? — Yes. 

7238. In order that people may freely use banks, 
they must have confidence in thorn, must they not? 
Yes. 

7239. Is it, therefore, one of the first important 
things to promote confidence that banks are stable?- ■ 
I quite agree. 

7240. Do .you consider tbnt, for thnt purpose, any 
further laws are required in India as to the regulation 
of banks ?— You aro driving me to the point of banking 
legislation? 

7241. Yes? — I think the depositors' interests in our 
country can lie secured by u certain amount of bank- 
ing legislation. Depositors’ interests can bo secured 
to a certain extent by banking legislation, 
i.e., by making it criminal on the part of 
directors to mismanage funds, tho depositors, etc., 
would be in a position to have better confidence in the 
management, and if there ore certain laws as regards 
the regulation of the reserve, as regards the paying 
of dividends, nnd if the other suggestions in my 
chapter on hanking legislation are followed, T think 
that would conduce towards increasing confidence on 
tho part of the public. Tt is given in the chapter on 
Indian Joint Stock Companies, suggestions for bank- 
ing legislation, page 07. 

7242. Tho recommendations which you would make 
as to the making of the banking law more stringent 
aro set out in this passage in your work, “ Present 
Dnv Ranking in India "? — Yes. 

7243. Now let me come to another point in your 
memorandum. You refer in your introductory para- 
graph to the great expansion of credit machinery in 
the 19th century in Europe P — Tn England especially 
where there is industrial revolution. 

7244. To what do you ascribe that groat expansion 
in England?— Development of banking and the ability 
to develop the cheque system. 
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7245. But that was rather a consequence than a 
cause, was it not, of the expansion of the banking 
machinery P Hus it occurred to you to ask what the 
cause has been in England and Western Europo of the 
growth of the banking habit in the people? — That has 
increased as a result of the industrial expansion. 
Their increased finance and their ability to command 
so much deposit, these two factors are responsible. 
Banking capital increased and they lx?gan to provide 
further capital to industries. It is a simultaneous 
growth. 

7246. May I mako a little comparison between 
English conditions and Indian. The basis of the bank- 
ing habit is, first of all, the thrifty, saving nature of 
a population? — Yes, certainly f agree. 

7247. The peoplo of England are thrifty and so are 
the people of India, are they not? The Indian people 
ns a whole Arc a thrifty, saving people?— I do not 
think that the majority of the people are in a position 
to save. Thoso who are in a position to save, those 
who are educated and are in a position to save have 
contracted the bonking habit to a certain extent of 
late, i.c., in the 20th century. But before that, they 
hnd no confidence in the banking system. 

724B. That is different. I am thinking now of their 
mental habit. I should gather from your answer that, 
when they can save, they are willing to do so? — Those 
sections of the population who are able to save. ' 

7249. One might say, might one not, that, in tho 
second place, the banking habit in England and 
Western Europe was based upon security, and, in the 
third place, external security?— Yes. 

7250. How do you compnro the stnto of Western 
Europo with that of Tndia in that respect, in view' of 
the long history of Tndia through past centuries? — 
My point here is that at that time when industries 
began to expand, hanking mechanism also expanded 
in England. Tn our case, coming to India, although 
industrial expansion has taken place, there is riot 
much of hanking development, specially industrial 
hanking development in our country. 

7251. Would you agree that, owing to the long 
troubled history of India in past centuries, the people 
of India have not yet learnt the same complete con- 
fidence in the security of their country as regards 
foreign dangers that the people of England hav© 
learnt, and that this has an effect upon the willingness 
of tho people to trust their money out of their own 
hands? — That had been ho rase in England. But 
coming to our country, the fact that there had been 
unsettled nature specially in the later half of the IDth 
century is one of the causes why there had not been 
hanking development in our country. In addition to 
that, thero is poverty and it is this poverty that has 
not enabled tho peoplo to save a large amount and 
deposit it. 

7252. I was just trying to see what the difference? 
were which accounted for the expansion of hanks in 
one place and not in the other? — Yes, 1 quite agree. 

7253. Now let me take another circumstance. The 
banking habit in England and Western Europe 
largely depends, you would no doubt agree, upon the 
strength of the rule of law in those countries and 
tho confidence in the complete sanctity of contracts, 
now would that he us regards India, because it sug- 
gests itself that, owing to the troubled history of the 
country in past centuries, tho uninstructed have not 
yet learnt to havo so much confidence in the rule of 
law or to trust to the enforcement of a contract. Does 
that affect progress in this direction in Tndia? — I do 
not deny that. But thero aro other contributory 
causes that lead to the inadequacy of banking develop- 
ment in our country. 

7254. Another cause which suggests itself that miwt 
affect the banking habit in any country is confidence 
in the B'tability of the value of the internal currency. 
How, in your opinion, lias this question affected tho 
growth of tho banking habit in India P — I think I 
have statod that in the introduction itsolf , the chang- 
ing value of the currency system has been leading to 
the later development of banking in this country. I 


referred to that in the introduction to the first 
edition. 

7255. There wus a substantial period boforo the war 
when tho rui>o <5 remained stable in reluticm to gold 
round about Is. Id. Do statistics show a substantial 
increase in the use of banks during that period?- We 
had rupee stability round the Is. 4d. rate from J892 
downwards to LU13 and 11)14. During this time wo 
had increased hanking habit on Lhc part of thn peoplo 
and hut for the unfortunate failures in the case of tho 
Punjab Hanks it would have slid further increased. 
Hut with the failure of the hanks, people lost con- 
fidence and although thero was stability in the rupee 
in the early* part of the 20lli. century, it was the fact 
of the had management of some of the swiideshi hanks 
that dissuaded a large part of our people from 
depositing the little that they had. 

7256. Hut for these unfortunate incidents, due 
possibly to failme to impose proper regulations upon 
hanking, you would have expected to see during tint 
period of the stability of the rupee n further exten- 
sion of tho use of banks? — Yes; there would have 
been further expansion of the use of banks. If there 
had been banking legislation protecting the interests 
of the depositors at that time. 

7257. Prom the latter part of the second introduc- 
tory paragraph, commencing from thn words “ of 
late,” I gather it is your view that, if the exchange 
be stabilised in relation to gold, internal prices will 
automatically follow world gold prices? — Yea, that is 
my opinion. 

725S. Is that' true, or is it not equally the case 
whether the exchange lie stabilised on u gold exchange 
standard or on a full gold standard? — A full gold 
standard system would enable us to follow the world 
system. It will give full play for the influence of 
world prices in our country. Now under gold ex- 
change standard although we havo stability, what 
haiipcns under it is that the prices in our country 
tend to rise in advance of the prices prevailing in 
other countries. If wo fake the history of 1915, our 
pricx? level has lieen higher than the price level in 
Europe or United States of America, which were gold 
standard countries. Our prices ought to have been 
following the prices of the gold stniulurd countries; 
hut still our Indian price level has been higher than 
the price level in Europe or the United States of 
America. So under the gold exchange; standard sys- 
tem our Indian price level is Imam! to be? higher 
liecnusc? there is an export trade balance in our favour 
ami it means automatically the injection of more 
rupees into our currency. 

7259. Will you explain why, on, a gold exc?hange 
standard, when the rupee is stabilised in relation to 
gold, internal gold prices will not move automatically 
in odj list incut with world gold prices. If 1 may 
explain my question, you refer to the experience of 
India before the War. There one who wax meeting 
your point would say that thn Indian standard then 
was not a gold exchange standard; it was imperfect; 
then; w r ns no provision for the automatic contraction 
of the currency. 1 am asking you now* about a true 
gold exchange standard, nn-1 the question is why upon 
such a standard, mice the rupee is stabilised in 
relation to gold, there should lx? any tendency to 
departure from w'orld gold prices in Indian prices 
greater than in the case of tho full gold standard? — 
Under tho scientific gold exchange standard system it 
is possible to arrange for the automatic contraction 
of currency, hut in the case of our country thn habits 
of our people arc of this nature, that is, if prices in 
imports rise the people will not be in a position to 
consumo tho imported goods and tho rupees that have 
one© gono back into the country will not he in a 
position to automatically return and the scientific 
nature of tho exchange standard, so far as contraction 
is concerned, is likely to break down because our 
people are apt to hoard rupees and when they find the 
price of imports rising they will not be in a position 
automatically to buy the imported goods and the 
rupees will remain in the pockets of the peasants. 
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7260. If they do not use their rupees they cannot 
buy, and if thoy cannot buy then importers will not 
import, and if importers will not import then thore is 
no strain upon the exchange; so why should the system 
break down under these conditions? — Under the gold 
exchange standard there might bo uutomatic contrac- 
tion, at least under the scientific gold exchange 
slundard. Now the habits of our people are such tluifr 
they would automatically withhold buying commodit- 
ies if the prices rise. If they find that the price level 
is rising to a great oxtont thoy would not be in a 
position to buy the imported goods; so there is no 
question of the automatic nature of the gold exchange 
standard system in working. 

7261. You proceed to describe various features of 
the present currency situation. In paragraph (e) you 
say 11 The expansion and contraction of currency cau 
be brought alxiirt by the discretion of the Government 
alone; the banks' power in this matter is very 
limited." That is saying,, is it not, in other words 
that, under the present arrangements, there is in fact 
nut a true gold exchange standard? — Yes. 

7262. At tho close of the paragraph you say : “ Thus 
the Government is at present managing the system 
according to their ideals." Supposing we had a full 
gold standard, there would, would there not, still be a 
necessity to make some provision for seasonal ex- 
pansion of the currency? — Yea, certainly provision for 
emergency currency would arise under certain con- 
ditions; but the door is open for the freo coming in 
of gold and notes issued. If the note issue itself is 
elastic there might bo no special provision for emer- 
gency currency. 

7263. I think you yourself say very truly somewhere 
in your memorandum that, under a gold standard, 
the import of gold does not come until it is too late 
to he of use to increase monotary facilities to meet 
the seasonal demand ?— Under the gold exchange 
standard I have slated. 

7264. That is u feature of any and every currency 
system, that it requires some special provision for 
seasonal expansion? — Yes. 

7265. Such provisions for seasonal expansion must 
always entail, must thoy not, some degree of manage- 
ment and control by a currency authority? — Tf the 
banker were to be the controlling authority it would 
b© done according to the interests of trnde And 
tho interests of the public; so if the Government were 
not to manage the system but to leave it to the 
management of tho hanks there would automatically 
be the necessary expansion in tho currency system. 

7260. Your objection to the degree of management 
involved under those conditions is removed if it be a 
Central Bank that is controlling the matter? — Essen- 
tially a gold standard means a gold standard under 
the management of the Central Bank. 

7267. 1 am not sure that you have quite followed 
my question. Your objection to the degree of manage- 
ment involved in tho control of a seasonal expansion 
is removed if it be a Bank that ia in control and not 
the Government? I rather gathered that from your 
previous answer?— My point is that under a banking 
standard it is the banks that control the gold stand- 
ard system and they provide the required elasticity to 
the currency system. Now under the gold exchange 
standard it is left to the option of the Government 
to increase the expansion of currency as it is at 
present being mnnagod since 1924. You have the 
banker, t.e., the Imperial Bank can bring about a 
certain amount of elasticity according to tho pro- 
visions of the Papor Currency Amendment Act, but 
that is not sufficient, the 12 crore limit is not con- 
sidered sufficient. 

7208. Might it not be said that there is no reason 
why you should not put tho control of a gold exchange 
standard into tho hands of the Centra] Bank by trans- 
ferring to the Bank control of the note issue and of 
the reserves against that issue, and imposing upon 
the Bank the obligation to buy and sell international 
currency at the gold points. What effect would such 
a transfer of control from Government to Bank have 
upon your opinion as regards the undesirability of 


any factor of management involved in agold exchange 
standard?— That is you want to ask me my opinion 
about a scientific gold exchange standard system P 

7269. What I want to know is whether your object- 
ion to the gold exchange standard on the ground that 
it can be manipulated is affected if the oontrol of 
that standard bo in the hands of a Central Bank and 
not of the Government? — It cannot be manipulated 
uguinst the interests of the people if it is in the hands 
of tho bankers. 

7270. 1 follow then that your objection to the system 
ou that ground would disappear P— Yes. 

7271. You say in (v) 11 Tho use of the token rupee 
with its low intrinsic value combined with other 
causes has led to the hoarding of wealth which ought 
to have been released as industrial capital." What, 
in your opinion, if uny, is tho progress which is being 
made under existing conditions by the people in learn- 
ing to make better use of their savings than to employ 
them in hoards? Do you think thoy are learning now 
gradually? — Yes they are learning under the influence 
of certain of our industrialists to invest their savings 
as industrial capital. 

7272. I come now to your paragraph 3, “ The Inter- 
mingling of Exchange problems with Currency." A 
third of the way down you say, 11 In the case of India 
tho Government has undertaken the management of 
the exchange value of the currency, considering it to 
he more important that the stability of the com- 
modity value of the rupee for internal purposes." 1 
imagine that it would be said on behalf of the Govern- 
ment that they had undertaken this with the object 
of stabilising the gold value of the rupee?— This 
policy of stabilising the gold value of the rupee, that 
is attaining stability in the price level, has been the 
ideal since 1924. In pre-war years wlmt ihey 
thought of was stability of the exchange value of 
currency and the price level specially had not been 
the chief consideration of Government. That refers 
to pre-war years. Since 1924 they have been 
pursuing this ideal of stability in the price level. 

7273. But we have already agreed, havo we not, 
that if you stabilise the gold value of the rupee by 
any means, you then link internal prices to world 
gold prices?- Yes. 

7274. Is not, therefore, stabilising the gold value 
of the rupee the best, and indeed the only effective, 
measure that can be taken to stabilise internal prices P 
— But stability of exchange also is a criterion in 
managing the currency system. If stability of 
internal prices is obtained by raising the exchange 
value, ns it lias been done now, the peoplo object to 
raising the exchange. We have obtained stability of 
gold prices in our country by raising exchnnge and 
by the automatic contraction of tho currency, and 
this would not be liked by the industrialists and 
traders. 

7275. f gather that you ure not yourself in favour 
of any attempt to stabilise internal prices in dis- 
tinction from world gold prices by the adoption of 
such a policy as that which is associated with the 
name of Mr. Maynard Keynes P — Yes; that system of 
management would not be possible in the present state 
of the hanking system in our country. 

7276. That being so, the greatest measure of 
stability for internal prices that can be attained is 
to link them to world gold prices, is it not?— Yes. 

7277. In order to effect that, exchunge must be 
stabilised at some rate, must it notP—Yes. 

7278. is it your contention that the rate was raised 
to 1 b. 6d. by a definite manipulation on the part of 
the currency authority in India?— That at least is the 
prevalent opinion and I concur with the prevalent 
opinion. 

7279. Let me put to you another point of view that 
has been put to us in evidenoe, that exchange was 
rising under natural causes, and that all that was 
done by the currency authority was to choose whst 
seemed a convenient moment to intervene and to com- 
mence an effort to stabilise the rupee? — But they 
the opportunity of stabilising it at the old rate, which 
is understood to be the rate which ought to* prevail. 
Wlan the people asked the Government to stabilise 
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nt la. 4d. the Government aaid that it was not their 
policy to atfibiliao it at that rate. 

7280. On %hia matter you do not, I understand, 
disagree that it was necessary for the currency 
authority to intervene at some point in ordor to 
achieve stability? — No. 

7281. From 1900 to 1913 you say India enjoyed 
stability of exchange, barring 1907 and 1908. Hut, 
you say, this has been accomplished by pluciug more 
rupees and inflating the Indian price level nt the 
ports to the level prevulont in England. Now, might 
it not be said that what was happening was that the 
gold value of the rupee way stable, and was being 
kept stable, and that the result of that was quite 
automatically to keop Indian gold prices in r>djiist- 
nient with world gold prices, and that, so fur from 
there being any inflation, what you were seeing was 
the natural adjustment of Indian internal prices to 
Lhe movement of world prices necessitated by the 
stable gold value of the rupee? — If gold hnd flowed 
into this country from England tnere would have been 
a contraction of gold in England and on account of 
that contraction in England there would have boon a 
resultant change of prices in England. That change 
was not to lie had on account cf the gold exchange 
standard system. 

7282. I will nsk you a question on that later on, if 
1 may, bocause it comes more relevantly later on. It 
hue been said that, owing to her geographical and 
historical position, prices in India had jomained, 
during the end of the nineteenth and the beginning 
of the twentieth century, with a lag behind those of 
the prices of the world, and what we were seeing 
during this period was Indian prices overtaking this 
lag as India was brought into closer communication 
with the rest of the world. What is your opinion on 
that point of viewP — That is one cause of the rise in 
prices in our country. 

7283. .1 am not quite sure that T follow your 
argument ut the end of this paragraph. Is it the 
case that this argument here means that you advocate 
that exchange should be left to look after itself P — 
(Wainly. 

7284. Without any control by any currency 
authority?— Under the gold standard system exchange 
will have its own automatic pars and it will he linked 
with the gold par at the export and import points. 
•So if we have a gold standard it will automatically 
look after itself and there will be no question of 
exchange being stabilised under the gold standard 
system. Tt will automatically get itself linked to Ihn 
gold points. 

7286. What is to happen pending the introduction 
of tho full gold standard? — In the interregnum them 
should be some measures for the stabilisation of 
exchange. 

7280. 1 had misunderstood you: you do not mean 
that, pending the introduction of tho full gold 
standard, you would let exchange look after itself? • 
f would not. 

7287. You say that stability of exchange is 
important only from the standpoint of the Govern- 
ment. Is that really bo? Tk it not also of importance 
from the point of view of the commercial community, 
and, through them, of the growers of produce? Can 
external trade flourish with a fluctuating exchange? 
-•-Stability of exchange for trade purposes is an 
important facility, but not an absolute condition. 

7288. Then I may mentally make that little 
addition to your statement hero that stability of 
nxchange is important only from the standpoint of 
the Government?— .Yes. 

7289. You proceed to analyse the defects of the gold 
exchange standard. You say in paragraph 1 that the 
tfold exchange standard bos thus un inherent 
tendency to inflate the price level. From your 
previous answers I gather that I should read there 
thus; u the gold exchange standard, as it was in 
force in India before the war, bad such a tendency ”P 
'-Yes. 

7290. Has a perfected gold exchange standard neces- 
*ftri|y such a tendency? — A defective gold exchange 
standard has this tendency, that is what I say. 


7291. By a perfected gold exchange standard I 
mean one where the reserves are unified and there is 
an established legal relation Ik* tween tho reserves ami 
the whole of the outstanding token currency. That 
is one essential feature. The oilier essential feature 
is that the currency authority undertakes a legal 
obligation liotli to buy and to sell international 
currency against the local currency at the upper and 
lower gold points. Considering such a standard, lias 
such a standard uny inherent tendency to inflate tho 
price level? — No. 

7292. Secondly, you say the gold exchange standard 
lends to an accumulation of reserves in a foreign 
centre. The question which suggests itself is whether 
that is a necessary feature of a gold exchange standard 
or whether under a gold exchange slnvidurd your 
reserves might not be equally held in India?. -Thoy 
might be held in India in gold but they must he hold 
in readiness to liquidate our national indebt ednesa ut 
any time. Promptness is nocessnry ; it is this prompt- 
ness which has forced tho Government to keep it in 
foreign centres so far. It in one of the chief reasons 
why we supported the gold exchange standard because 
the reserves could lie held in a foreign centre. 

7293. If under your gold exchange standard you 
kept u gold reserve in India, as regards promptness 
it would be procisoly on tho sumo footing un a full 
gold standard? — But the experience of 1907-8 was 
against promptness. r 11i at is why in 1914 tho Cham- 
berlain Commission had to say that this selling of tho 
reverse councils at thin lower limit was a necessity. 

7294. You see what 1 am doing now is trying to nee 
how those disadvantages discriminate between a true 
gold exchange standard and a full gold standard, and 
the quest ion is this — it is desirable that your nnerves 
should be promptly available? — Yes. 

7295. Tict me correct that. Tt Is desirable that your 
means nf international payment should bo promptly 
available? ff under a gold exchange standard you 
hold your gold rosei ves in India, as regards prompt- 
ness urn you not in precisely tho saiun condition as 
you are under the full gold standard, if the gold lias 
to be exported?- Yes. 

7296. We have dealt with the similarity of the 
systems as regards the expansion of currency taking 
place after the event, that is No. 4, and we have dealt 
with No. 6 ns regards the possibility of making a gold 
exchango standard automatic. You suy at the end 
of paragraph 6: — “The price level of England 
siiifers no change on the sale of Councils, as gohl has 
not left its shores, but is allowed to lie in tho hands 
of the British bankers.” Could that difficulty be met, 
or could it not, if under those conditions gold were 
always to be earmarked in England against tho 
Indian reserve for the Indian reserve? — They are 
added to the Secretary of State’s balances, and these 
are kept deposited in tho hands of the bankers, or in 
tho Imperial bunk now. If they are our marked in tho 
Imperial Bank there would not be this defect. 

7297. No. 7 — “ It impedes the people from obtain- 
ing gold to the full extent of the favourable balance 
of accounts.” Is the ownership of gold in itself an 
advantage, oris it only an advantage in the purposes to 
which tho gold can be put? — Yes, if you can make use 
of the gold and buy commodities from outside, it will 
be of much advantage, but when we sell commodities, 
gold should bo coming into the country. Under the 
gold exchuuge standard system we are taking our 
return in silver and not in gold. Under tho gold 
standard system wo will be taking our return for com- 
modities in gold. Of course, commodities should pay 
for commodities in tho end. 

7298. But you aro not proceeding upon the view 
that the ownership of gold is an end in itself?— No, 
gold is not nn end in itself. Gold is a means to an 
end. 

7299. You recognise that the habit of inind in Jtulia 
that gold is an end in itself is one of the great 
difficulties which wo encounter, and, indeed, one of 
the evils for which we seek a remedy?— As the people 
are not in a position to obtain the gold whenever they 
require it, they think that the acquired gold should 
not be parted with. So they aro keeping it as an end 
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in itnelf. If they were to obtain tho gold whenever 
they required it, they would he willing to part with 
it. Then they would not consider gold an an end 
in itself. 

72300. That is a view which hits been put before the 
Commission with much force. Now, paragraph 8: — 
“ The locking up of tho reserves in separate vaults for 
different objects only tends to withdrnw these much- 
needed funds from tho capital market of tho 
country. 1 ' Could that not be met, under such a 
perfected gold exchange standard as that to which I 
have referred, by the unification of the two receives 
and placing them in the hands of a central bunk? 
Would that overcome this disadvantage? — If that is 
forthcoming, if there is a unification ot reserves fn the 
country, it would he an advantage. Under the gold 
exchange standard system there is no such unification. 

72301. Is that an essential feature of ilio gold 
exchange standard system? Is it not possible under 
an exchange standard to unify the reserves, reckoning 
into account ns n liability against the reserves some 
estimated amount in respect of the possible con- 
trnctnhiiity of the rupee circulation outstanding? 
After the war tho theory was that nil tho reserves had 
separate functions to perform, and that in the event 
of an unfavourable exchange they had a desire to 
unify in respect of exchange. Until then they had 
considered each reserve had a sepnrnto function to 
perforin and utilised that reserve for that oscnti.il 
purpose. If there is a unification of reserves, it 
would ho possible for the expansion of credit in the 
country. That is the meaning. 

7802. We know, do we not, that before the war 
practice frequently showed the untenahility of that 
theory of the separate functions of the reserves, 
because the gold standard reserve did, in fact, seivo 
tho purpose to some extent as a support for the note 
issue, and the paper currency reserve did, in fnct, to 
some extent serve the purpose of a support for 
exchange? — Yes. 

7803. Tho practice was too hard for the theory. 
You go on to say in No. 2): 11 It renders possible the 
spiriting away of reserves from the country by tho 
sale of unlimited councils." Would that disadvantage 
lie eliminated if the central hank were in charge of 
the currency and had imposed upon it this legal 
obligation to buy and sell at the upjicr and lower gold 
point respectively? — Yes. 

7304. Then No. 11: “ The Gold Exchange Standard 
system," you say, " is alter all a half way ideal.” Tt 
that quite the common view in Europe at the present 
time, that it is only a half-way ideal? Is there not 
some evidence that it is now beginning to Is? regarded 
as the permanent system ?--Tn the war-worn c>»uiilries, 
of 4‘ourse, whoso finances have been adversely affected 
by tho war, this would be the case. 

7305. What about our system in Gre.it Britain? fs 
that not, in effect, a gold exchange standard ? — Yes, 
hut they have established the principle of the gold 
standard, I think. Jt is not ail effective gold 
standard, hut they have established the principle of 
the gold standard. 

730G. The standard established in practice is, in 
suhstance, Ricardo’s standard, is it not? — Yes. 

7307. Now let us take No. (1) in the following 
sequence of paragraphs. You say : “ The gold 
exchange standard is not economical ns it necessitates 
tho laying down of reserves.” You do not get rid of 
the necessity for reserves of some sort under a full 
gold standard, do you? Your criticism here of the 
exchange standard is that it is not economical us it 
necessitates the laying down of reserves, but under a 
full gold standard you will still have to keep reserves 
of some sort, will you not? — Yes, we have to keep the 
reserves, hut they will not bo misused. The con- 
tention is that the reserves are being misused. 

7308. If it were possible to have nn exchange 
standard which was automatic and knave-proof, this 
objection would fall to the ground? — Yes. 

72109. After a discussion of alternative standards, 
which is of interest, we come to your gold standard 
system in Section VI. You say that the gold 
standard system would tend towards an unlock- 


ing of tho small hoards. Would you expand 
that and tell us in what way that effect will be brought 
about? — The very fact that gold would always be 
available means that gold would be looked upon as 
industrial capital. It would not be held as jewellery 
or other ornaments. Hanging them on the ankles of 
their daughters or their wives, and suchlike practices 
would be givon up, and only when gold is required for 
certain social and religious purposes, as it is being 
used at these functions, would gold bo held till that 
function arrives. 

7310. Would you look upon this as an immediate 
ronseq uenco, or would it take timo for thiB change to 
be brought about? — ft will take some time to educate 
the people to give up this habit. 

7311. During that transitional period, what, in your 
opinion, would bo the offoct of making gold freely 
available? Would it lend at first, or would it not, to 
nn increase in the hoarding of gold? — There would 
not lie an increase in the habit of hoarding; generally 
that will tend to bo less, by breaking them into frag- 
ments and their being thus utilised for industrial 
capital. There can he no further increase of hoarding, 
especially if the coins, etc., are immediately con- 
vertible into gold bullion as required. 

72112. You would like, then, to see nn immediate 
beginning in tho change of the age-old habit of tho 
Indian people to hoard gold when they can get it? — 
They would hourd gold when they could get it, pro- 
vided there is no assurance that they would get it 
when required. Tf there is an assurance that they 
would get gold, l think there would not be hoarding. 

73121. You think that hoarding would at once begin 
to diminish and that there would be no initial drain- 
ing off into hoards of the new gold made available as 
currency? — The now gold currency that might be 
placed would certainly circulate in the bigger cities 
where the coin would suit the needs of tho people; if 
they were to fall into the hands of the poorer people 
in the interior of the country, they would not be in a 
position to give back the coins. 

7314. Up-country you would expect some of the gold 
to lie held up? — For a little while. 

7315. Now we come to the question of the effect of 
this policy upon the general level of prices in the 
world. Have you been able to form any estimate of 
the amount of gold which it would be necessary to 
add to India's supplies in order to introduce the 
policy? — If we take the last year’s experience — we had 
tho Controller of Currency’s Report just published, 
and we find something to tho effect of 75 millions had 
been added ns a mutter of fact to [ndln’s require- 
ments of gold, but that is a fitful thing and it is not 
possible to make any accurate guess as regards India’s 
requirements of gold. A favourable trade balance is 
the thing on which we can base our estimates. 

7310. What we havo to consider is, is it not, 
perhaps capable of more accurate estimate? You 
propose t\ t the silver rupee should bo declared a 
token coin • id limited legal tender?- Yes. 

7317. But 1 understand you are of the opinion 
expressed in paragraph 7 that it is not essential to 
undertuko the conversion of the existing stock of 
rupees into the standard gold coin to bo adopted. 
Do you not think that there might be just cuuso for 
complaint among those who hold rupees, for instance, 
in hoards, if you diminished their value by declaring 
them limited legal tender without, in the first place, 
giving them an opportunity of exchanging them for 
gold? — r have mode provision for the gradual 
demonetization; I have stated elsewhere that there 
should be a gradual delimitation of tho legal tender 
quality — for instance, you might begin with Its. 1,000, 
then Us. 750, then Its. 500, then Rs. 100. There 
would bo opportunity for these people to convert them. 

7318. Will there be an opportunity for them, how- 
ever gradual you make the process, to convert them 
without loss, because as soon as it is known that the 
rupee is no longer to be legal tender, even though the 
proooss is a gradual one, will it be possible for them 
to got rid of their rupees out of their hoards without 
a substantial loss? — If there is no further addition to 
the rupees, the limited stock will command a valuo. 
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Thoro is no reason why there should bo a fall in tbe 
valuo. 

7319. To whom will they got rid of them ?— Tlioy 
hovo got a limited legal tender quality and they will 
be submitted to Government in payment of their dues. 
Especially tho poorer people will be submitting them 
to the railways and they might be submitting them in 
small quantities to the offices. 

7320. But, cx hj/pothexi , since these rupees are in 
hoards they are not required for circulation. There 
are enough rupees in circulation for the payments of 
the country without them. How can they got rid of 

their hoards in the course of ordinary payments? 

You mean to say that the rupee stock in circulation is 
sufficient to meet the needs of tho people? If that 
were tho case, they would not bo losers at all. If tho 
rupee were to circulate, there would be no question of 
loss if tho rupee were declared legal tender. 

7321. To understand the process, will you toll us, in 
your opinion, what tho holder of a rupco hoard will 
do with his rupees? If he uses thorn for his ordinary 
payments, then he has his ordinary rupees loft on his 
hands. Where would lie go? — You meun how ho 
would disposo of his hoards? 

7322. I am thinking of one who holds a substantial 
hoard of rupees? — If there were not tho question of 
conversion, ho would bo a loser. But then he can 
gradually get rid of it by means of the fact that they 
are limited legal tender placed in tho hands of people, 
gradually. 

7323. It seems as if, by varying tho process, you 
would only make it a gradual loss instead of un 
iinmodiuto loss. Might not the ramplnint against a 
gradual loss bo just ns legitimate as against un 
immediate loss in the case of the liig rupee hoards? — 
But wlieu the gold standard is established. 

7324. You moan that, during tbo interregnum, you 
would only recognisso a limited right to convert accord- 
ing to the option of tho Government or tho currency 
authority? — Yes. 

7325. But ultimately you would accept for the 
currency authority the obligation to convert rupees 
into gold? — Yes. 

7326. That is one element that we have to consider 
in considering the amount, of gold which India would 
require. The other element is, is it. not, tho amount 
of gold which would ho required for active circula- 
tion? In considering those two thingB, have you 
been able to form any estimate as to the amount of 
gold that would he required altogether to put thn 
policy into force? The question is, what additional 
amount of gold India would require for those two 
purposes, for circulation and for tho ultimate con- 
version of the Bilver hoards?-— That depends upon 
tho present estimate of the silver hoards in the 
country. The people think that say between 200 to 
300 croros are roughly in circulation, and from the 
year 1836 one authority says that about 647 crorcs 
of rupeos have been mintod, a large part of which 
might have been melted, but still about 200 or 3f Ml 
(Tores may bo presented for conversion into gold; 
and that depends upon the ratio which would bo 
fixed for tbe purpose of conversion. If we fix Is. 4d. 
somowhat less gold would be required; if you fix 
Is. 6d. a larger stock of gold would be required for 
the purpose of the conversion of rupees into gold. 

7327. Have these considerations enabled you to 
arrive at any figure os to the amount of gold that 
would be required P — Generally it is a question of 
guess work, and it is not possible to estimate what 
would be the exact amount of gold required for 
undertaking the full conversion. I should say, 20 
erores to 30 orores. 

7828. Admittedly any such estimate contains many 
elements of hypothesis as to the amount of rupees in 
hoards and so on P— Yes. 

, 7329. Nevertheless it is a very material considera- 
tion when one is confronting the practical intro- 
duction of the standard, is it not?— But if a country 
has to oome round t& a gold standard, it has to 
undertake a lot of suffering in this respect. 


7330. Let me ask you to accept for the purpose 
of our discussion a figure which has boon supported 
Wore us by evidence, that is, that the amount of 
Indian stock of gold for the purpose of introducing 
this system would Imvo to he increased by about 
100 million sterling. ] am not asking you to accept 
the figure; I am only asking you to accept it for the 
purposes of our discussion, in section VI you say: 
“ India’s going over to the gold standard system 
would tend to balance and augment demand and 
keep up the level of the value of gold. 1 ' Have you 
been able to satisfy yourself, in view' of the on l look 
for tho world’s supply of and demand for gold, that 
such an additional requirement as that to which 1 
havo referred would havo no more effect than to 
keep up tho level of gold prices, and that it would 
not have an effect in disturbing gold prices to a 
very appreciable extent? — Even supposing India dis- 
turbs the level, I Lliiuk Lidia has the right; and 
when they demonetised silver they did not consult 
the interests of India. Similarly wo need not lake 
into account tho other disturbances:. India considers 
her own interests. 

7331. Freely recognising that India has the right 
to tako any action which she can take, and looking 
at it entirely from the point of view of Indian 
interests, have you been able to satisfy yourself that 
tlio additional requirements of India for gold might 
not produce such a disturbance of general gold 
prices as would havo a very harmful effect upon 
India’s own interests? — I don’t think so. If you 
take real favourable balance of trade into considera- 
tion, thcro would not bo such a wide prejudice 
affecting the price level. 

7332. Havo you considered the various estimates 
which have been made by competent authorities as 
regards tho outlook of world’s gold prices in relation 
to the world’s demand for gold? — 1 have seen Dr. 
Gregory’s estimato and also tho estimate published 
in Economics of tho Gold Standard by Mr. Jack. 
Barring these, I have not seen any other estimato 
ns regards the fuLuro supply of world's gold and thn 
future demand for it. Those nru tho two estimates 
that I havo seen. 

7333. What do you deduce from those estimates?-- 
You mean the conclusion that I arrived at from a 
►tudy of tho estimates? 

7334. Yes?— Even supposing that gold would not 
he sufficient, there are several means of economising 
the gold store so that it might he sufficient to the 
interests of the country. Jf gold were to he pro- 
duced in such large 1 quantities there are measures 
for limiting tho stock of gold so that it does not 
affect the price level. 

7335. Those are tho measures to ho taken by other 
nations? — But they would havo to consider tliu 
interests of India. 1 think international discussion 
is better than each country trying to base its own 
discussions oil the value of gold. 

7336. Might not a critic of your proposals say 
that that would mean that, as a consequence of this 
action, other nations w r ero adopting a more economic 
policy, whilo India was adopting a more expensive 
policy? — That paves tho way to the economical 
system. First of all the Indian people will handle 
the gold coin and later on when the gold note is 
placed in their hands, they will havo faith in tho 
gold standard system. The system of an economical 
gold standard cannot otherwise he understood. 

7337. But, in tho meanw'hile, your critic might 
continue: Ts this not placing India at n disad- 
vantage if she is adopting a morn expensive system, 
while her rivals and competitors in trade aro adopt- 
ing it more economic one? If wo do not adopt tho gold 
standard, there is the question of boarding of our 
money and no industrial developnif nt takes plnce. But 
if we adopt the gold standard, if is quite possible), 
although a certain amount of capital might bo locked 
up for the purposes of currency, still industrial 
development will be tnking place, so that ultimately 
India's interests will not suffer. 
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7338. I understand it is your opinion that tile ond 
would justify tlm means? — Yes. 

7339. Referring once more to the various osti- 
um tes, let me refer you to estimates made by the 
Harvard Economic Service, by Sir Jnmos Wilson, 
and by Mr. Joseph Kitchiu in addition to those 
made by Mr. Gregory? - I have there referred to 
Jack's Economics of Gold Standard. 

731 u. Would you take it from me, for tho purpose 
«.d' our discussion, that these estimates ns to what 
is to happen to gold prices are extremely variable, 
mostly estimating a fall in prices in Lho course ol 
the next five years, hut all arriving at difforonr 
results as to what tho tendency is going to ho five 
years hence, whether to rise or to lull. Now if lliai 
bo so, would not that teach us at any rate to be 
extremely cautious in assuming that the world's 
supply of gold is going to bo equal to tho world’', 
demand for gold -Then there will be expedients for 
the economising of gold. If the world’s demand i* 
greater than the world’s supply, then there will bo 
expedients for economising the gold store on llu 
part of the banking system. 

7341. If India, under those circumstances, is not 
economising but making this great additional de- 
mand for gold, ought we not to look upon it ns at. 
any rule a possibility that this demand might have 
the effect of a great upset in world gold prices? 
Provided the world’s demand is greater and Tndia 
goes on adding to the demand, and if lho world's 
supply is quite insullicient, then there might be this 
upsetting. 

7342. At any rate we recognise that this is a 
question which has an aspect which concerns the 
interests of India, und Hint it is not a question 
which has lo bo considered only from the aspect of 
tho interests of the world at large? — I first of all 
consider Indian interests and all calculations should 
he based on India’s interests. Provided they do 
not prcjiulico international interests to a certain 
extent, they should he adopted.. Even in case inter- 
national interests should lie prejudiced, I think that 
India should stick to her own interests. 

7313. The immediate question is this that wo 
have, 1 think, arrived at the point Hint. Indian 
interests are involved in avoiding any great dis- 
turbances of the world’s gold prices just as much ns 
those of any other country? — Yes. 

7311. Just a few final questions. You expressly 
state you are in favour of handing over the note 
issue to the Imperial Rank and Hint the paper 
currency reserve should be- am alga in a ted with the 
bank reserve. I do not understand what you mean 
by the paper eiirrency reserve being amalgamated 
with the bank reserve. T understand you are 
against the separation of the noto issue department 
from the banking department? Is that the meaning 
of tin* recommendation ? — Amalgamated in the sense 
that it should be handed over, not in the sense that 
them will bo two departments praetieall.v in the 
sumo hands. T used the? word 44 amalgamated ” 
rather loosely. 1 withdraw that word and suhstitut 

handed over.** 

734/5. For the sake of unity of control and tin- 
facililutinii of lho supply of credit to the trade oT 
the country, you desire lo see the control of the 
currency reserves and tho banking reserves of the 
country in the same hands? -Yes. 

734G. Then ns to tho ratio, you say : 41 the old 
late of Rs. 1/5 to the sovereign need not necessarily 
be accepted. The recent rise in the gold value of 
the rupee should not ho unneeessarily lost sight o! 
or given up for the old rate ’’P-Yes. 

7317. Your final recommendation is that the 
financial policy of the? Government of Tndia should 
rest solely in the hands of the Government of India? 

■Ye?\ 

7348. (Mr. Picston.) In section VII, second para- 
graph, you say, 44 Secondly, Mohurs and half-mohurs 
of the same weight and fineness as the British 


sovereigns ami half sovereigns should lie minted and 
declared unlimited legal Lender; 11 and then you go oil 
lo say, 41 The increase ol : population and expansion of 
the business needs of the community require an annual 
addition of stock to currency and this addition in 
tho future would have to be made in gold." Is it 
your intention to have a gold coin of tho iiiohnr 
denomination introduced at some period into India? 
“•That is gold coins of the denomination of nioliurb 
and hulf-uiolmrs should be introduced. 

7311). If } ou turn to section VI, you say, 44 The 
mailer would have boon simple if tho gold unit wero 
to be a suitable medium for tlio country hut consider- 
ing the low level of our incomes and tho low cost of 
our basic requirements no gold coin can afford to oust 
llio present silver rupee from circulation. " This 
is rather contradictory to j T our first statement P— 
I will explain my inconsistency thus. There are 
certain sections of tho population to whom the gold 
coin would eminently be suitable for the purpose 
ol' circulation. Thero are, say, 90 per cent, of the 
population to whom the continuation of the rupee 
would bo a sort of advantage. But gold coins should 
bo introduced. Otherwise people would not bo in a 
position to understand that the gold coin is really 
in operation. Gold coin is necessary for the purpose 
of the people coming into contact with it. They 
will handle the coin and thero will bo tho psychologi- 
cal confidence in the people if they begin to 
handle gold coins. They would think that they 
are under tho gold standard system. Otherwise, if 
they are not allowed to handle them, they think that 
they practically aro not in tho gold standard system 
So those sections of the population who have gut 
riches enough and who can uso gold coins, for thuni 
tho gold coin will be a suitable medium ami for this 
purpose a limited stock of gold coins can tie minted. 
Tn that way it will bo a small part of the circulation 
of our country, the gold coin. 

7300. Then accepting tho statement that two-thirds 
of the pcoplo of this land are agriculturists who 
would not be able Lo use the gold coin, therefore these 
gold coins you inLcnd to bring into being will bo 
more from a matter of form than for general utility. 
I will go back to another purugraph just abovo which 
is 4iii the same subject. You say 44 The demand in 
India is more for the metal gold than for the gold 
coin, and hence these would find their way to the meii- 
ing pot or fall into the hands of the bullion dealers." 
You mean that they would ultimately pour into the 
hands of the bullion dealers or probably be hoarded? 
— Yes. 1 lieg your pardon. There is another state- 
ment which says that tho education of tho peoplo will 
go on at tlio same time as the standard of living 
increases and banking is developed by the attempts 
made to introduce the gold .standard. 

7351. That will be the result of education ultimately 
you mean?- My moaning is that provided this 
happens there will bo some possibility for the gold 
coin to circulate and the present tendency of tho gold 
coin to disappear will bo defeated. In the meantime 
if it is issued in very large quantities beyond what 
tho 10 per cent, of tho population can circulate the 
gold coins will go into the melting pot. 

7352. Now might 1 lake you hack just a little more 
to socLioii 111, in connection with a reply you gave to 
the Chairman. 1 think tlio reply was that stability 
of exchange was most important from the standpoint 
of Govern men t, and you say here from tlio standpoint 
of obtaining capital tlio stability of exchange is not 
so important.. I am just taking that as a statement. 
Will you not admit that one great incentive to bring- 
ing in foreign capital into any counLry and particu- 
larly into India which is so much in want of foreign 
capital is that you should have a stable . rate of 
exchange? Let me put the case to you like this. 
Supposing money in London is 4 per cent, and there 
is plenty of money about; and money in this country 
in a tight season begin in g with this December w 
per cent, and that 8 per cent, would go over a perioo 
of 6 months, therefore if you could get money m 
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Lon clou ufc 4 per cent, uud bring it out to India at 
8 per cent. there would bo a clear profit of 1 per cent, 
to the gentleman bringing it out from home. But the 
man nt home says “ Why should I send my money 
out if 1 am going to lose in exchange. In other 
words, if you will guarantee mo that 1 will not lose 
iu exchange I will givo you plenty of capital. ” You 
admit that? Then tuking that and working from 
that basis would it not lie a groat advantage from the 
point of view of attracting capita! to Lliia country to 
have a stable rate of exchange ? — Yes, I admit that 
foreign capital is absolutely essential to the work of 
development in this country, but my contention is 
that with the exception of floating capital iu> dciinito 
investment of foreign capital would be made in this 
country at present, and for a definite investment of 
foreign capital this question of thn stability of the 
exchange would be Inkou into consideration. 

7353. Now lost year about this time one of the 
great difficulties in bringing foreign capital into this 
country won that if you brought capital into this 
country by trying to cover your foruord Image you 
lost sometimes as much as 3 per cent, which made 
the operation impossible, and that was due t ) the 
uncertainty surrounding the point ns to what Govern- 
ment's action with regard to exchange values was 
going to he. If we were to go on to :i basis of fixity 
so that capital could bo brought- out let us say at 
Is. Gd. and returned at Is. Gd. six months hctice, 
there would bo a good flow of foreign capital into this 
count ry. it -would lie advisable, would it not, on the 
part of tlio authorities here to endeavour to arrive 
at a stable exchange which as one of ils results would 
attract foreign capital to this country? Yes. 

7351. Now just let me lake you down to another 
paragraph, paragraph 4. There is a mistake 1 think 
in your htntcmcul which perhaps requires altering. 
11 The sale, of council bills releases rupees in India and 
I his expansion of currency takes place after the 
advent of financing the expurls.” Now there L a 
rather mistaken idea abroad in certain quarters as to 
when the export of our world's produce is financed, 
and if we take an example existing to-day, that oT 
cotton, do wo not find that Mm cotton which is jiisi 
iu courso of coming down from the up-countiy 
markets to Bombay, is being immediately financed 
from the big export centres such as Bombay and Cal- 
cutta. Council bills or emergency currency when they 
aro applied for are i in mediately used through tin* 
exporting houses for that purpose and in the majority 
of cases the produce does not go out from up-couutry 
until those funds get into tlio up-country centres?- I 
mean to say where the export trade is concerned, tho 
ability of the exchange hanks to financo the whole of 
the export trade depends upon tho ability to got the 
finance. 

7355. Now with regard to these councils, as you 
know they represent what we call the ways and means 
of Government. Are you in favour of Government 
only selling the fixed amount of her ways and moans 
or selling excess councils on those ways and means? 
You mean under my gold standard system? 

7356. Well, yes, or under tho approved one that 
you told the Chairman you would he willing to accept . 
— Under the gold standard system the idea is that tin* 
remittances of the Secretary of State should be 
handed over to the Imperial Bank, should lie con- 
ducted through the mechanism of the Imperial Bank : 
so the question of soiling council bills does not occur 
under the full gold standard system. 

7357. But do not you think that tho Government 
of India with their Home requirements become then 
merely a customer of the Central Bank and that they 
only buy what they have actually got to meet in 
London. What I am asking you is this. Do you, in 
your, opinion, consider that Government should confine 
themselves to those actual requirements in sterling 
and not beyond P — Yes, not deal beyond them. 

7358. Then have you considered the point as to 
whether in the interests of the trading community of 
this oountry it would be better for the Imperial Bank, 


supposing they wore operating on behalf of Govern- 
ment, to deal with these requirements by public 
lender, or us the* liuvo been doing lately by tlio 
Imperial Bank purchasing in sterling. — By public 
tender, would be better. 

7351). Thank you. I think them is only ono more 
point. This is where a correction is needed. You 
say “ Tlio gold standard reserve is tlio only reserve 
for expanding currency.” You moan contracting, 
don't you? 1 think wo should alter that.- Yes. The 
next sen Lenco shows Lliat 1 bod practically tlio paper 
currency reserve in iny mind. 

7300. (tfir Muneckji Ihidnbhuy.) You have iccuiu- 
mended tho full gold standard and when that is 
brought into prucLico, of course, demonetisation of 
silver will take place, and you have recommended a 
gradual demonetisation of silver. Will you explain 
what you mean by gradual? How long will the pro- 
cess take?- -Gradual demonetisation means gradual 
limitation of tlio legal tender. If 1 used the words 
“gradual demonetisation " I wish to w'ithdraw th.-d. 

7361. But the silver which will come out in larg** 
hulk must suffer in its price. Have you any sugg* i- 
lion to make in that connection, how t> avoid tho 
loss? — There is tho question of conversion when the 
full gold standard is established. Till Uial lime we 
will lie in a position to keep tho stuck, and when the 
Government is in a position to convert it wo con- 
vert it. 

7362. But the Chairman asked you a question that 
when nil tlio silver is brought out from tho hoards 
there will ho n loss to the holders because it is likely 
to fetch ;i depreciated price. Have you got anything 
to say in that connection, ns to how that loss could 
In* avoided? L«s* in converting tho present stock of 
silver? 

7363. Y«s, the loss which will he minced to the 
holders of silver by having to dispose of the same? - 
T mean to say that they should lie held till tin* 
Government should ho in a position to convert them 
at a certain rate. 

73G-1. That is Government should, you mean, pass 
:iii edict or pass some rulo that only a certain quan- 
tity will Ikj allowed to he converted every year. What 
is your idea, 1 do not follow; lliat only' 5 croiw worth 
of silver say will lie converted into gold every year 
ul 10 rupee* or some limit to he fixed h.v Government , 
or iu what way is the result to bo achieved? -11 the 
hankers hold such large stocks of silver and wnnM- 
convert, them into gold the Government, should give 
them reasonable means of converting them if they are 
to facilitate tho introduction of tho gold standard. 

73<>5. What are those means, l do not follow them? 

This leads practically to the question of conversion 
to h« taken up immediately, if all tho loss is no! to 
he suffered. 

7360. But even if there is an immediate conversion. 
Mr. Ban, thorn will be a certain amount of loss, you 
will admit, that? -Yes. 

7367. Ts there any means of averting that loss?— 
Yes. 

7368. Tn other words, iu the larger interests of the 
country tho hoarders of silve.r should suffer a certain 
amount of loss? — But, of course, you can get. that 
corrected; that is my opinion. T speak subject in 
correction; but if this loss of interest, should he so 
great, they should bo in a position to fix the question 
of conversion immediately' and convert the existin ' 
stock of rupees at a certain ratio which will ho fixed 
upon. 

7360. Let. us look at this question from a difforcMil 
standpoint. The present holders of silver hoards hold 
their silver in the shape of depreciated rupees. Tim 
intrinsic* value of the rupee, as you know, is only ten 
annas. Would the loss to the country lie any greater 
than what they actually hold in depreciated rupees?-- 
finder tlio gold exchange standard system, when the 
rupeo is depreciated, limy have been practically ill tho 
same position. If the interests of the silvor hoarders 
should suffer thoy should immediately take to 
conversion. 
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737U. 1 will not pursuo this point further. in your 
opinion the gold cxchuugo standard has contributed 
to kccii up the interna] prices at u higher level tlmn 
in other, count ries, lias it not? — Yes, that is the pre- 
valent opinion. 

7371. Do you think that a gold exchange standard 
reconstructed and removed of its present imperfections 

would help us in any way? First of all the people 

have no coiiJidoiicc oven in a perfected gold exchange 
standard system. It depends upon popular confidence. 
If t-hcro is no populur eoii/ideiiee in a currency system, 
it is difficult even for a scientifically adjusted standard 
to work successfully in operation, .lust us politically 
dyarchy is nut liked by the people, similarly the people 
do nut have faith even in a so-called scientific gold 
cxchuugo standard. 

7372. Am i to understand that there is sentiment 
opposed to it? — Yes. 

7373. You do not think there is anything in- 
trinsically wrong with the system itself?— No, 
theoretically speaking, you have to admit that the 
ideal gold exchange standard system is very good 
machinery. 

737*1. in other words the result of your discussion 
is that you cannot dm be a gold exchange standard 
which would ho altogether knave-proof, is that so? 
Do 3 oil mean to say that a scientific gold exchange 
standard could ho knave-proof, is that your idea? 

7375. Cun you perfect tlic present gold exchange 
standard to a degree which will remove mismanage- 
ment and lnako it absolutely proof against all sorts 
of trickery or devices? — Theoretically speaking, it 
could he made. 

737(5. On wiiaL basis?- -On I ho two ideas given to us 
by the Chairman, buying and soiling of gold and the 
other idea that ho gave us. 

7377. Can any objection to the gold exchange stand- 
ard, that it is a managed currency, bo averted by tho 
control of tho wholo system being handed over to the 
bunk and not left with Government? — If a central 
hank woro to undertake the management of the gold 
oxchaugo standard sv.-tom it will perpeluato the 
present position of the rupee, and tho people would 
still bo dissatisfied. W’linL tbe people require is gold. 

7378. You say that tho people will be satisfied with 
nothing short of a full gold standard on account of 
their peculiar prejudices and habits, is that your idea? 
- -Yes; that would he the trend of public opinion. 

7379. (Sir Munrrhji Jhalahlunj.) Will this gold 
standard increase further the hoarding habits of the 
Indian people? Wlmt have you gut to say to that? 

7380. (Chairman.) The witness's reply to that was* 
that he looked for an immediate effect upon the hoard- 
ing habits of the people, that gold might disappear 
when it went up-country, hut nut in tho big towns, 
and that elsewhere he looked to the effect being imme- 
diate in tending to reduce the habit of hoarding? — 
The gold that goes up-country might bo hoarded to 
some extent, but that, which trickles to the up-country 
will by very little; so practically we can say that that 
should not stand in tho way of a gold standard and a 
gold currency, or that gold hoarding would ultimately 
stand in the way. 

7381. (Sir Mancchji Dadnhhoy.) At an earlier stage 
of Ihe examination, in answer to the Chairman, you 
said fcomething about the depositors’ interests not 
being wuLehod by tho banks: 1 pul to you a specific 
question. Hnvo you -any reasons to say that the 
depositors* interests are not wholly safe in the hands 
of tho Imperial Dank of India?- - People are not dis- 
satisfied with the management of the Imperial Rank; 
they nro quite satisfied, and the interests of the de- 
positors are quite safe. 

7382. You think that the interests of the depositors 
in the hands of the Imperial Rank arc quite safe and 
tho people are quite satisfied?- Yes. 

738.3. There is no legitimate cause for any grievance' 
on tlml point?- People have got no complaint on that 
score; their complaint is about Government handing 
over all their balances to the Rank free of interest. 

7381. Tho people think it is objectionable for Gov- 
ernment ^tn hand over all the balances to the Rank 
without interest? — That is what the people say. 


7385. Do you share that opinion yourself? I want 
your personal opinion? — Taking tho low stute of bank- 
ing standard in our coiiutry, 1 think it is udvisable on 
the part of tho Government to part, Buy with one or 
two ci*o res, to approved banks on first class securities 
if they are deposited with tlio Government. That has 
been practically tho measure that was asked by Mr. 
Chuni Lai Suruyu, ami it lias been repeated by Mr. 
Vidya Sugar Pundya before tho Chamberlain Com- 
mission. 

7380. Let us stick to the point. 1 only want a reply 
to my present query. You think Government is nob 
acting safely in trusting their balances to the Imperial 
Rank? — It is not a question of safety at all; the people , 
also wuul that tho Government should help the bettor 
developed Indian banks by giving thorn freo deposit 
of Government money. 

7387. You mean t o say that Government should lend 
uoL only to tho Imperial Rank hut to private hunk* 
as well? — Not to private banks, but to Bomo of the 
important hunks on approved securities. 

7388. What do you inoun by important hanks? 
Strong hanks, like the Central Rank of India or the 
Rank of India; if they apply for loans on securities, 
they ought to Ih> given money free of interest just as 
the Imperial Rank of India- gets it. 

73S<). ])o you know that the Imperial Rank of India 
renders service to Government in lieu of getting those 
balances without interest?- -Of course, it is rendering 
service; bill the very fact that it is acting as Govern- 
ment’s banker inspires confidence psychologically in 
tho minds of tho people and that, is ill itself a return ; 
the bank gets more in the shape of deposits from the 
people. 

7330. Is it not a fact that people in India lire getting 
moro accustomed to banking habits in tho uso of 
cheques, etc., especially in tho bigger towns?— In tin* 
presidency towns I think there is to a certain extent 
cii <-ulut inti of cheque* ; when people go to buy certain 
tbings from European firms there is no objection |u 
accept a cheque; hut if you go north of Row Rnxar 
and give a cheque for nn.v purchase it is not freely 
accepted. 

731)1. Rut likewise no bank will accept your cheque 
immediately you give it unless they know somethin" 
ab. nit you?— Suppose, I buy a shawl from Jnhnrbd 
I’annalnl, if they are tint, in a position to accept my 
cheque for 30 or -10 rupees, it would bo practicalb 
putting mo to tho inconvenience of hoarding this 3fi 
or -10 rupees and taking it in my pocket in order t" 
pay them. If, however, they nro in a position to krm\' 
that, my rhequo will be accepted by tho Central Rank 
of India, they would !»e in a position to take it. 

7392. Ts that, your explanation for this hoarding? 
Not for hoarding; T .am only saying that it is a ques- 
tion of lack of popularity of cheques amongst Indian 
firms. 

7393. Rut have you not noticed that even in Indian 
firms these huiulia nro passed very freely nowadays 
and ono hank gives it to another hank just as is done 
with cheques?- -Tho question of banker trusting an 
indigenous hanker or a bigger banker, that is estab- 
lished; but* so far as an outsider, an ordinary indi- 
vidual is concerned, if he has got a bank account niid 
if ho gives a cheque, it iH not likely to bo accepted by 
Indian firms. 

7394. (Sir Reginald Mant .) In section 3 of your 
memorandum you advance certain criticisms of the 
past currency policy of the Government of India ami 
you suggest that thoy wero wrong in aiming at 
stability of exchange rather than stability of internal 
prices.- -The old ideal had boon stability of exchange 
from the standpoint of obtaining capital and giving 
facilities by Government. 

7395. Will you let mo finish my question? You win 
grasp tho point hotter. When you come to section 6 
you suggest various possible means of producing 
stability of prices instead of stability of exchange, 
and you reject all those methods as impracticable m 
tho present stato of banking in the country. And t v«|« 
conclude that* tho only possible system is ono which 
secures stability of price by means of stability of «*“ 
change. How do you reconcile that conclusion with 
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your criticism of the pant policy of the Government? — 
Stability of prices can be obtained by huving stability 
of exchunge. When stability of exchange* was ob- 
tained by Government in the past, lliero ought also to 
have been stability of prices. The stability of cx- 
uhango that is obtained under the gold exchange 
standard system differs from the stability of 
cxclmngo that is obtained under the gold 
standard system. Tho stability of exchange 
obtained under tho gold exchange standard 
system depends on tho operations of tho Government 
and tho ability of tho Government to meet. I ho reverse 
councils and tho council hills at the requisite points 
and when tho rupees arc being in (lit rated into our 
country ns a result of tho sale of council hills you will 
find that prices are being forced np. So that tho 
stability that can ho obtained under the gold exchange 
standard system is different from the stability obtained 
under the gold standard system. Tho gold standard 
system stability will ho automatic and free in opera- 
tion. Tho inflow and outflow of gold will ho taking 
place. TToro. although you obtain stability of «■* 
chnngo there i.s an impeded flow of gold into oir* 
country. So that there is a difference between the 
Iwn stabilities. 

7300. You are referring there to the old system of 
the gold exchange standard. T understand that- in 
reply to tho Chairman you agreed that the system 
niigliL he perfected so as to produce tho same effects 
as the gold standard. So that your criticisms in 
Sistioii 11T arc really only criticisms of the defects in 
tho previous gold exchange standard? Ts that your 
IHisitioiiP Yea. 

7397. Now turning to section VT of your memo- 
randum, in discussing the possible effects of n 
rlcmaml for gold for India, you *ay I Imt, if Tndia did 
not come into the gold market. 41 If the gold produc- 
tion were to ho heavy and if industrial production 
were not to increase there would bo a fall in pric" 
and it. might act ns n check to productive enterprise.*' 
Vow, if there were a redundancy of gold in the world, 
the effect would lie a rise in prices and a stimulus to 
productive enterprise. — I have sent in a correction 

it is a mistake of the typist. 

7398. T hnvo not scon it: may T just look at it.? 
Then tho effect of the demand from Tmlia would ho to 
chock tho rise in prices and to reduce tho stimulus to 
productive enterprise?. Yes. 

7399. (Sir Pv rah otnm fins TlinlnmJna.) You mention 
in section VIT regarding the question of the ratio- 
you say : “ Fourthly, if the Government were to 
decide upon fixing the exchange ratio the futuro ratio 
of exchange between tho rupee and tho Moliur it has 
In lake into consideration the future possibilities of 
gold and silver production and carefully fix the rate.*’ 
What is your aim in asking the Commi «ion to take 
info consideration the future possibilities of gold and 
^ilver production?- -The. question of prejudicing (lie 
international interests if the value of gold is to he 
affected by India's demand, that was the idea in my 
mind when T was writing that sentence. 

7400. And regarding silver? -If the fall in value 
of silver were to bo very great in futuro, the Govern- 
ment would bo tlio loser bv fixing the exchange value 
at Is. fid. 

7401. But you recommended a full-fledged gold 
standard. You propose to limit the rupee as a 
tender in due course P — Yes. 

7402. That means that the demand liy India of 
silver will decroaso for rupee purposes? Yes. 

7403. You are against coining any more rupees. 
And therefore side by side with tho futuro possi- 
bilities of silvor production you would also say f< and 
(he future demand for silver in tho world, 91 would 
you noiP Not only the production of silvor but nlso 
the domand for silvor in future? — Yes. 

7404. You consider that ' also necessary to bo token 
into consideration?— Yes. 

7405. Then regarding gold you aro roeommending 
a Rold currency for IndioP— Yes. 

(The wifncai i 
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7400. And it has been suggested that that may 
make India take mnsidrrnbh* portions of gold from 
the world. Ami you have said that the oilier Powers 
which hob! gold should mu refuse India Hint quantity 
of gold which India may require?' — Yes. 

7407. And that would indicate among other tilings 
a higher price for gold? -Yes. 

7408. Now, iu view nf llii-.se two tilings, namely, 
the possibilities of a !*r.v r price for silver in future 
owing to India net. being a customer for silver for 
coinage pur post > and I lie npprer -i-if ion of the price of 
gold, which do you think would bo the belter ratio 
to fix and to maintain for I lie Government of India? 
Is. Id. or Is. fid.?- Is. Id. would be better. 

7109. Hccausc there would be loss gold required 
for conversion of tho i-:p**e and secondly been use it 
would be easier to maintain ? Easier to maiiilain if 
tho conversion of the rupee i* immclintey taken up. 

7410. Also loner down, under section VIII . you 
.say: "The question if imresring our sterling 
obligations has to he curtailed in the near future 
until an effective p.*»ld stau lard has been operating,” 
Why do you want, our sterling obligations to be 
limited? Do y.m im an there should be less borrow- 
in'' in England? Why do you want those to bo 
limited with a gold standard and gold currency in 
India?- -If there is gold coin and gold standard the 
question of limitation of the sterling obligations 
would lie pro- supplied, and if they were asked to 
pay 'ill these obligation*, in addition to ail unfavour- 
able balance there would be a very severe drain mi 
• be gold reserves of the country. Then it might not 
'■land. S*o that if you say the majority of the obliga- 
tions under this heading w.mld lie very limited a ml 
llm unf.ivmiraliility of l»n! nice were to appear, uell. 
(here would not be a very severe pull on the gold 
resources »»f the country. 

7411. 'That is, in order In pul as little strain as 
possible on the gold st-iudnrd and gold currency 
in the earlier stages? -That is my idea. 

7112. Now sterling borrowings in England are ro- 
‘ortod to at present by the Government of India only 
u lien they find they cannot get, tho necessary money 
iu India, and secondly when lh** sclmmo for which the 
tcrling borrowing is made is urgent and important 
Jo the country. Kn*t it?— -Yes. 

7413. Then, when you n«k them to restrict the 
tcrling borrowings in the future, don’t you think 

i bat vou are asking them to delay schemes of public 
utility? If it i-: possible to delay. If it* is not 
possible to delay, tiny may contract obligations. 

7414. Tf it is possible to delay. Now, regarding 
what you say in section VI, you realise that it might 
ho stated that the use of gold coins can he brought 
about by making it compulsory that gold coins alone* 
dio u Id bo used in the payment, of land revenue, 
excise duty and customs irrigation, etc. Do you 
Ibink in Tmlia it is not possible? - -Yes. 

7115. Do T take it that you aro of opinion that-, 
whatever the cost and whatever slight inconvenience 
to the people, /'old currency and a gold standard 
-hould be introduced without any delay? — Is that 
\iur conclusion ? — I just want to hoar the question 
once more. 

7410. From what you say in section VT, llio Inst 
part of it, I take it that it. would ho a fair inference 
from that that your anxiety for a gold standard 
and gold currency for India is so great, that you 
would not mind even a slight, inconvenience either 
to the Government or to certain portions of tho 
people, if that was not unavoidable? — Certainly. 

7417. (Chairman.) I do not- think there are any 
further questions to ask yon, Mr. "Rnu. We aro very 
much obliged to you for your assistance bore this 
morning and for your memorandum? — I think I 
should express my great obligation to the members 
of the Commission - for treating mo with so much 
consideration and excusing me for my natural defoot. 
T thank you for tho very great courtesy you have 
shown me. 

7418. (Chairman,) Not at all, Mr. Rau. Tt is to 
our advantage. 

withdrew.) 
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Mr. J. 0. Stnha, called and examined. 


7419. (Chairman.) Mr. Sinha, you arc Render nnd 
Head of the* Department of Economic* at the Dacca 
University? Yen. 

7420. Have you occupied that position for long?— 
For two years only. 

7421. And heforo that?— •[ wa» a teacher in the 
Calcutta University for ahout S years, ns a lecturer 
in Economies. Before that I was a student; l joined 
tho Calcutta University ns a teacher, two months 
after I got iny M.A. degree. 

7422. So your experience is that of a teacher of 
economics for 10 years nnd that of a student of the 
subject of currency? —Yes. 

7423. You havo been good enough to provide us 
with a memorandum* set ting forth your opinions upon 
the siihjecL of our reference, and you have also pro- 
vided us with an addendum to your memorandum ?- 
That is a mere question of calculation ; that does 
not aired my main argument. 

7121. This addendum does not affect your main 
argument, hut it substitutes n correction in the dc 
liiiied calculations in paragraph 21 of your printed 
memorandum. In paragraph 21 of this printed memo- 
randum you desire to say that the additional sum 
required ii* reverie for ilie adoption of the gold 
standard has been estimated at 15 erores, tins enisl- 
ing sterling securities in the gold and paper 
currency reserves having been valued at the 
statutory rale, but that if the rate of Is. 5d. recom- 
mended by you be taken for this valuation then 
nothing would he required for this purpose*. On the 
other hand, there, would ho a surplus of 3*6 crmvs. 
as estimated in the manner which yon sel out. Now 
referring to your memorandum, I find that, ill the 
first place, \ou express the opinion that tho times 
are ripe for a regulation «if the currency and exchange 
problems of India? Yes. 

7425. You review various factors which lead you In 
this opinion, and you say that the mu*t significant 
fact in this connection is (lie restoration of the* gold 
standard in England? — Yes. 

7123. ! understand you to refer there to tho circum- 
stance that the pound sterling has now been restored 
to purity with the sovereign, nnd for the moment we 
need infer no other connotation than the gold 
standard in England?- Yes. 

7127. In tho second paragraph of your memo- 
randum, you say: 11 when tho price level abroad is 
moving up and down, we have to cl i nose between 
stabilization of prices and of exchange.” Yon adhere 
then to the opinion that it is impossible to achieve 
absolute stability both of prices and of exchanges’?— ■ 

Yes. 

7428. |f you desire to maintain an internal price 
.stability independent of tin* movement of the world 
gold price, then yon must expect- exchange to vary? 
— Yes. 

7429. IT, on the other band, you desire to ma in- 
tain a stability of exchange, then you must allow' 
your internal price In vary with the world's gold 
price? —Yes. lint if wi* can stabilise the value of 
gold, that is, if we can regulate the output of gold 
and stabilise its value, then tho stabilisation of price.*: 
will load also to the stabilisation of exchange. That, 
means control of the production of gold. 

7430. Do you limit upon that ns a practical 
possibility? -No, certainly I do not. 

7431. You conclude: “In such a dilemma, 
stabilization of price level is to be preferred in a 
country like India.* Taking this opinion as you 
express it, do 1 follow from that that you would set 
it before you as tho ideal of India’s currency system 
that you should maintain internal prices in India 
absolutely stable and allow exchange to vary? — Yes, 
if tho question is decided only on theoretical grounds. 
But- I have explained the practical difficulty of 
stabilization of tho price level in tho third paragraph. 

7432. Then your opinion would lie this, iis T under- 
stand it*, that absolute stabilisation of the price level 
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in India would bo profernblo if it were possible? — 
Yes; it is un ideal which cannot bo attained at the 
present time on account* of various non-econoinic 
factors. 

7433. But that being practically unattainable in an 
imperfect world, it is better to maintain exchange 
stable and thus to keep internal gold pricos related 
to world gold prices? — Yes. 

7434. In your fourth paragraph you say: *' Wo 
have to choose, therefore, between tho gold standard 
and the gold exchange standard. Between these two, 
I would udvoento tho gold standard with gold notes 
and coins iti circulation, the rupee being a limited 
legal teuder. This is certainly not tho ideul form of 
currency but it is tho best under our present circum- 
stances. ” What, in your opinion, is tho ideal form 
of currency?— 'the ideal will bo a currency system 
which will maintain a stable level of internal prices. 

7435. The ideal to which you are there referring is 
that you are- referring hack to the ideal of stabilising 
internal prices? — Yes, and for that we require paper 
rather than gold,— something like the Fisher scheme. 

7439. That is the introduction of no now idea; it 
is simply a repetition of tho ideas in your second 
paragraph? — Yes. 

7437. In your next sentence you say : “ 1 do 

realise that the circulation of gold coin in tho place 
of silver means some extra cost,” Have you been 
able to arrive at any estimate of the actual cost of 
Midi a substitution? -Yes; 1 have tried to make an 
estimate in the footnote. I have mentioned in tie* 
next paragraph that the additional cost on account 
of the circulation of gold will not exceed one lakh 
of rupees per annum. 

7438. In making your estimate of cost you havo 
taken into account that you will replace half of 
tho active rupee circulation by gold coins? -Yes; 
that is rather an exaggerated estimate. But that 
is Lins maximum. 

7439. Have you also taken into account any 
replacement of hoarded rupees by gold coins? L 
havo not, for, T do not think that much silver coin 
is hoarded now. If anything is hoarded, it is in gold. 

7440. Have you attempted to form any estimate 
of Llm amount of rupees actually in hoards? No. 

7441. Kvidcuco has been placed heforo us to the 
effect that the amount of rupees actually in hoards 
may he somewhere between 100 and 150 erores. Have 
you any comment, to make upon that figure?- J l is 
difficult to make any comment. I do not know bow 
the figure has been arrived at. 

7442. T4et me tell you how that estimate has been 
arrived at. It has been arrived at by considering, 
first of all, tho number of rupees actually coined, 
which is a known amount; secondly, estimating the 
number of rupees which havo been melted down or 
recalled by Government; thirdly, estimating tho 
amount of rupees which may ho oxpected to he melted 
down by tho public; fourthly, estimating the number 
of rupees which one may consider to he still in 
active circulation, the balance being the umouiit of 
rupees which must he hoarded ?- -But L am told that 
some rupees do circulate outside India, lias that 
factor also been taken into rotisiderntion P 

7443. The rupee circulation in Iraq and Ceylon has 
also boon taken into account. In thnt. way we have 
hiM-u given evidence to the effect that the amount 
<>r rupees in hoards may lie between 100 and 1 '»* 1 
erores. Have you any comment to make upon that 
estimate?- It is difficult to make any comment, 
hecauso some of these arc mere estimates and it is 
difficult to say liow far thoy ure correct. It is diffi- 
cult to say how much is melted. That is more or 
less a guess work and I cannot make one guess work 
upon another. 

7444. You quite rightly point out thnt there are 
many elements of hypothesis involved. Nevertheless, 
it is a most relevant circumstance, is it not, for 
our consideration, when we are considering the point 
we are dealing with hero, viz., tho cost of substitut- 
ing rupees by gold? — Yes; but even if so many rupees 
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remain in hoards, is there any likelihood that all 
these will he converted into gold? 1 do not think 
it to be a possibility. First of all 1 do not think 
that a large number of rupees is actually hoarded 
now. People would rather hoard gold if that is 
possible, rather than silver; and secondly I think 
that ovon if thore is a very largo amount of silver 
in hoards, there is no immediate danger of the rupees 
being converted into gold. 

7415. What is your proposal for the in trod net ion 
of a gold currency? llow would you deal with the 
rupee?- First of all, we linvo to fix the legal tender 
limit of the rupee at u rather high figure. 

7440. Tlio rupee is no longer to be legal Lender? 
— it. will be limited legal tender. 

7447. For an unlimited amount? — No. 

7448. That being so, is it possible to make the rupco 
no longer unlimited legal tender, huL to make it 
legal tender lor a limited amount without giving a 
previous opportunity to the holders of rupees ns a 
store of value to convert those rupees into gold? 
That is not fair. 

7441). Will you say wlint you mean by that state- 
ment that it is not fair? ft will not ho fair to 
reduce the positiou of the rupee without giving them 
1 ho opportunity ? — Yes. 

7450. Supposing that it would he unfair to make 
tho rupee no longer unlimited legal Lender unless 
you give the present holders the preliminary oppor- 
tunity to convert rupees into gold, then must wo not 
contemplate the possibility that the whole, or a part, 
of tho hoarded rupees will he presented for substi- 
tution in gold? Supposing we act upon your opinion 
that you must not limit the legal tender of the rupee 
unless you have given a preliminary opportunity to 
convert the rupee into gold, then, upon that oppor- 
tunity being provided, must, wo not take into account 
the probability that a large amount of the hoarded 
rupees will he presented for conversion into gold? — 
Taking the Indian habit as it is, I do not think it will 
bo dono immediately and if we fix the legal tender 
limit of the rupee fairly high, I have suggested 
Its. 500 for the present, there is no immediate danger 
of a largo number of the rupees being presented 
for conversion into gold; much depends upon the 
limit of the legal tender of the rupee. 

7451. What limit do you suggest? -As a mere 
tentative suggestion, it may for tho present he 
limited legal tender up to 5 0 mnliitrs or Its. 500. 

7452. Let us just look at that. Supposing you make 
the rupee legal tender for some very large figure, 
say Its. 10,000- (E ani taking a largo figure on pur- 
pose) — that does not effect, in fact, any dethronement 
oF tho rupee from tho position of a standard coin, 
does it P — If it is a very high figure, it does not. 

7453. Supposing you do take some figure which 
amounts to a practical dethronement of the rupee 
from its position as a standard coin, shall wo say 
legal tender for payment of its. 100? -Then then* 
may he some difficulty. 

7454. l)o not let iis travel too far at once. My 
question is this. If you take any figure for u limita- 
tion of tho legal tender of the rupee which, in fact, 
practically amounts to the reduction of the rupee 
to the position of a subsidiary coin, it being no longer 
the standard coin, does that not make it essential 
that, in the first place, you should give the people 
an opportunity of converting their rupees into gold? 

-Yes; my point is that this opportunity will not 
1m taken advantage of to a great extent, if the limit 
is fairly high for tho present. 

7455. Are you not then confronted with this 
difficulty, that if you make the figure at- which the 
rupee is to be legal tender so high ns not. to make 
any difference in the value of the rupee ns a store 
of value, then you ore not, in fact, making any 
difference in the position of the rupee as a standard 
coin ; but, on tho other hand, just to complete the 
horns of the dilemma, if you do reduce tho limit «»f 
the legal tender of the rupee to such an amount ns 
to effect the dethronement of the rupee from the 
position of a standard coin, then you are affecting 
its value. la that not a necessary alternative ?— Yes, 
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but L do not mean to say that you nro doing it 
immediately. After a lew years when tho gold 
standard is completely established, then the legal 
lender ol tho rupee will he much lowered. It is only 
during tho transition period that tho limit may ho 
high. 

7156. What figure do you propose yourself to take 
as tho first step in tin* limituLioii of tile position of 
the rupee as legal lender: I shall limit it to Its. 5THI 
or oU gold uioli lirs. 

7457. The rupee is to be legal tender up to 
IN. 500?— Or rather 50 gold mol.iir, because I make 
the niohur the standard coin. 

7458. For the holder of the rupee the important 
circumstance will he that- he cainmt m-ik, • a payment 
of more than Its. 5011. Would that, in \mir opinion, 
or would it not affect the value „l rupees held in 
hoards by holders of rupees? — J do not. think it n, 
.•ilTecl the value ol the rupees in hoards materially 
because so tar as these boards are concerned ihev 
an* small hoards; and big people do not board 
rupees. 1 1 as I think there are only small hoards 
and the legal tender limit, of the rupee is up to 
Its. .itlit it won t affect the position of tlm rupee in 
these hoards to any .great, extent. 

7150. Are you basing that opinion upon the 
assumption I hat there are no lug holdings in boards' 
- ’I hat is my idea. If i* h people are not so ToolMi 
as to keep hoards ol' rupees, though J know some who 
do keep gold, blit not rupees. 

* 400. Would it surprise you to learn that we have 
bad evidence to the effect that there are very large 
hoards ol silver rupees held in the. country? I . 
me mention the particular instance of boards held 
by Native States? I have no information about 
these Native Slates. 

7161. .lust, to test your argument, assuming that 
there are big boards ol silver rupees belli bv persons 
in the country, for inst iuco in tlm Native States, 
and supposing that you yourself were in the position 
"1 a bolder of a large board of silver rupees, would 
you or would you not. fed that tho value of your 
hoard was affected by the reduction of the limit for 
I lie legal tender of the rupees in your hoard to 
!?s. 50»j? Yes, I beuret ically it ought to affect tin* 
v.iliio of the nipei-s; lull J. think it some people are 
'«» foolish as to hoard rupois, in these da.\s. L do 
•■■»l think they will lake advantage of this oppor- 

• nily of converting them into gold. 

7102. What I am trying to due id.'itc is whether 
*e have not to eniilemphtlo that Hie holders of those 
big hoards will present their rupees lor conversion 

'■■noil as the opportunity is provided, and I rather 
gather from your reply that you would be of opinion 
that if they are so stupid as to hold rupees in hoards 
now, they will bo too stupid to take advantage of 
the opportunity of conversion ?— -Yes, I think so. 

7463. I am afraid it will be unsafe to place very 
much reliance on that possibility, because, after all, 
Hi *ro are always intelligent people who arc prepared 
;o tender advice, are there not?- Hut why did they 
not tender advice up to now, why did they not give 
i hem advice to open banking accounts? 

7-161. If xoii will make the assumption that, there 
are people who bold large stores of silver rupees 
(i quite recognise that you are not prepared to agreu 
!•» that as a fad, but if you will, for the purpose 
of our discussion, make the assumption that there 
arc people who hoard rupees)- -why, in your opinion, 
are such hoards of rupees hdd at tlm present time? 
--The small boards nr the l»ig hoards? 

7105. Small :md big? - -Willi regard to big hoards, 
I am rather sceptical; my information is that thnro 
arc none. If there are small hoards, it- is hecniisn 
there nro no banking facilities in India and people 
do not know how to invest, their money. Tho other 
day at. Dacca I was drawing some mnnoy from the 
post, office. There was a rhnprnssi who had some 
small amount- in the postal savings hunk and he 
said "I am not going to keep my money thcro; L 
would rather hoard it.” Tho illiteracy of the people 
and the lack of bunking facilities are, I think, tho 
chief reasons. 


2 A * 
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7466. Then I gather that, in your opinion, the great 
remedy for the hoarding habit of the Indian nation 
is the provision of proper bunking facilities? — Yes, 
and the education of the masses; because even it 
they have proper banking facilities they must have 
more education to know how to take advuntago of 
these things. 

7-167. How, in your opinion, should banking 
facilities be increased in the country P — So fur as 
Bengal is concerned, we have so-called loan offices 
run by pleaders; these are not banks in the proper 
sense, but if we could interest our business men and 
sturt real banks with State audit it would bo a good 
thing. 1 made some suggest ions with regard to these 
things to tho Kxtornal Capital Committee. 1 have 
uot got any clear cut scheme lioro now. 1 think that 
is a matter which may be discussed by the expert 
committee which is gong to be appointed in the near 
future as we learn from Sir Basil Bhu-kctt’s speech. 
For small banks some amount of State audit and 
State conLrol will be necessary. I do not know if tho 
imperial Bunk can come to tlio help of these institu- 
tions because wlmt we havo now in Bengal are not 
banks proper but loan offices which lend muney to 
asamindars on mortgage. There ought to bo real banks 
to help trade and industry. Steps ought to be taken 
in that direction. 

7468. Before wo leave this topic just let me put a 
final question which is relevant. if there are such 
hoards of silver rujiccs and the opportunity of ex- 
changing them into gold is to be provided, then no 
doubt wo must reckon, thn cost of substituting those 
silver rupees with gold as an additional cost of tho 
scheme for introducing u gold standard? — Yes, but 
this cost is quite different from what I have cal- 
culated. 

7401). And this is additional? — Yes, if there aro 
hoards of rupees ready for coiiveision. Speaking 
generally, the cost of substitution is a more or less 
permanent factor which must always be faced, unless 
wo can replace gold molmrs by notes. 

7470. The cost of replacing notes is additional to tho 
cost to which you refer here of substituting rupees- 
by gold in circulation? — Yes, but na explained in my 
inniiioramliuii, I do not think notes will have to be 
substituted by gold, and so i have calculated only 
the cost due to the wear and tear of tho gold coins. 

7471. Then I see in paragraph 9 you say 
that under a full gold standard the currency will 
become more automatic. Could you assist tho Com- 
mission by describing how the full gold standard is 
more automatic in its operations than a scientific gold 
exchange standard? — For example, suppose there is 
an adverse balance of trade then gold may leuve the 
country as a matter of course and there need not bo 
any selling of reverse councils by tho Batik; or if 
thcro is u favourable balance of trade gold will flow 
into the country through the hanks. It does not 
require tho selling of council hills which it is believed, 
aro so mo times sold at too high a rate and sometimes 
at too low a rate. All controversies about rates will 
disappear. Scientifically speaking political factors do 
not come into the question. Any scientific gold ex- 
change standard would he theoretically all right. Bur 
you see people have lost all confidence in that. As a 
concession to public opinion and to put a stop to all 
controversies 1 want gold standard. Tt will mean less 
management by the Government. 1 do admit that no 
management at all, is not possible, but I want less 
management by Government. 

7472. Should I lie doing justice to your opinion, as 

between tho gold standard and the gold exchange 
standard, if I were to say, in view of your last answer, 
that/ you prefer the gold standard not perhaps because 
it is scientifically more automatic than the gold ex- 
change standard but because people think it is? — In 
one sense I would say yes. If you can trust tho 
authorities which control this gold exchange standard, 
it is all right ; but there is always this danger, that 
■ no J 5 our currency experts are not 

infallible. Tf there are no blunders like the reverse 


couucil muddle of 1920 then of course it may be all 
right. 

7473. With regard to this question of manipulation, 
what effect would it have upon your opinion us to the 
relutive advantages of' the two standards if the con- 
trol of the currency and the currency reserves under 
a gold exchange standard were transferred from the 
Government to a Central Bank? — That depends upon 
the nuture of the Central Bank, if the Bank has the 
confidenco of the public then it will be all right. 

7474. What are the essential conditions in the con- 
stitution of a Central Bank in order to secure this 
necessary confidence? That is the very last phrase of 
your memorandum, in which you Bay that^ ultimately 
the work of Government in connection with the ex- 
change and note issue should be transferred to the 
Imperial Bank but after imposing special conditions 
on tiie Bank to safeguard the interests of the Govern- 
ment and the Indian public? — Yos, the difficulty is 
you must understand the psychology of the Indian 
public. They of course do not liko Stuto management, 
but management by the Imperial Bank they would not 
prefer, as the Imporial Bank now stands. You know 
there is the opinion, rightly or wrongly; only the 
other day there was a note appended by Mr. T. C. 
Goswami to the External Capital Committee’s Report 
which says there aro racial distinctions made by the 
Imperial Bank. I do not say that it is true, but there 
is the feeling and I know that this note was quoted 
nil over the country and perhaps it attracted more 
attention than the Report of the External Capital 
Committee itself. Bo long aa the feeling is there, if 
we change this management from the State to tin? 
hands of tho Imperial Bank I do not think that will 
be a real solution of the Indian currency problem. 

7475. interesting as it is to learn the opinions of 
tho un instructed public, we are concerned here with 
a region in which more illumination may be expected, 
and wo have to inquire, liavo we not, whether a 
standard may be made satisfactory if it is entrusted 
to a properly constituted bank? — You mean the gold 
exchange standard? 

7476. Yes. What are the essential features in the 
constitution of the Bank in order to make it satis- 
factory that it should bo in charge of such a standard? 
Tt occurred to mo that possibly you might have given 
some consideration to that problem? — The public may 
he uninstructed ; but we cannot ignore public opinion 
in these things ; after all you have to do not with a 
small section of the intelligent public, but with the 
public as a whole, whose confidence must be secured, 
and I think no kind of gold exchange standard will 
satisfy public* opinion. That is my idea. Tho gold 
standard may not lie tho best, and it may be more 
costly; but that cost has to be incurred in order to 
remove public suspicion; I have said in my memoran 
dum, as a sort of insurance premium against blunders 
by the currency experts. Just ns in ordinary insur- 
ance you have to go on paying the premium though 
there is no outbreak of fire every day ; this is some- 
thing like that. 1 know it is more costly, but that 
is my standpoint. 

7477. You will not suppose that my questions imply 
an argument in favour of one standard or the other; 
I am proceeding only upon your own reply, that the 
gold exchange standard would be satisfactory if it 
were in the hands of a properly constituted Central 
Bank; and 1 am seeking to ascertain what, in your 
opinion, were the essential features in the . constitu- 
tion of the Central Bank in order that* it might be 
made a satisfactory repository for the control of such 
a standard of currency ? — As regards this matter 1 
think it is one which requires to be threshed out by 
an expert committee on banking. I cannot say 
whether this charge of racial discrimination is true 
or false; it js difficult to give an offhand answer 
to that question as to wliat would satisfy public 
opinion. Personally I dislike managed currency ■» 
more liable to error and abuse and I think it is better 
to have a gold standard. 

7478. Wo must in the last resort, must we not, as 
between ourselves transfer responsibility to some 
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expert opinion other than ourselves. That is wlmi 
we are hero to consider, are we not? — With regard 
to bunking, what will actually satisfy the public J 
cannot say; I have not the facts at my disposal. 

7479. I am fooling a real difficulty, because you told 
me that, ae between the two standards, tho gold 
standard and the goldexchange standard, the question 
as to whether ono or the ether is to be preferred 
depends in your mind upon whether a Central Bank 
is properly constituted or not. That seems to imply 
that it is absolutely essential that we should consider 
what ia the proper constitution for the Central Bank ? 
— With regard to tho gold excliango standard aloiio 
there is this difficulty; thut even if it is in tho hands 
of a Central Bank 1 do not know whether it will 
satisfy the public altogether. 

7480. Let us leave that difficulty for future 
solution. In paragraph 11 you refer to the rate 
of excliango between the rupee and gold ; and you say 
“ In selecting the proper rate we should look not to 
the special interest either of the importers or of tho 
exporters or of a particular industry or industries." 
You the'h express tho interesting opinion that if uuy 
industry has to be assisted the proper method of doing 
so would bo by bounty or protection, or boLh, and not 
hy manipulation in tho excliango rate? — Yes. 

7481. J umlorstand that you deprecate management 
of tho exchange rate as a method of benefiting Indian 
industries? — Yes, certainly. 

7482. You say in th© next paragraph : 14 There 
is something to be said in favour of tho present Is. 6d. 
rate, but I doubt whether this rat© will continue for 
long.” Can you amplify that a little hy telling us 
what assumptions and forecasts givo rise to your doubt 
:is to whether this rnto will conlinuo? — T have ex- 
plained thnt in th© next few lines- 14 the ruse in the 
gold value of the rupee during the last nineteen 
months is about 20 per cent.” Tt really depends upon 
tho European demand for our products and our 
demand for European. products. I know that owing 
to the post-war economic reconstruction the European 
demand for our products is pretty keen and so we 
need not go back to the Is. 4d. rate, wo have been 
enjoying good harvests for tho past four or five years; 
mi p pose there is a famine in the near future, will it 
he then possible to maintain this Is. 6d. rate? Tho 
mero fact that wo nro going to adopt the gold stand- 
ard will have some effect on the value of gold also 
smd the rate may come down at once. 

7483. Perhaps you would explain why these changes 
in the demands to which you refer, after the adjust- 
ment of prices to any given rate, such ns the 18d. 
rate, would make it more difficult to maintain one 
rate rather than another? — We should know why this 
high rate has come into existence, why tho rate him 
improved from Is. 4d. to Is. 6d. I think it is due 
to the increased demand for our products in Europe. 
But can we count upon increased demand at that 
rate for ever, or say during the transition period P 

7484. T do not quite follow how what you mean by 
increased demand affects this question. Can the 
foreign trade of any country continuo to show; a 
balanco upon the one side of exports or tho other 
side of imports for more than a very limited 
poriodP— That is true; belt I mean to say that 
what fixes the external value of the rupoe is the 
foreigner’s demand for our goods ; if that demand »s 
very keen, the external value of tho rupee is rather 
high; in that way I have looked at this problem. 
Suppose there is, on the other hand, a famine in the 
country and prices rise, then the foreign demand at 
once drops and the external value of the rupee will 
Ko down. 

. 7486. Sooner or later, over any reasonable period of 
time, what the country exporte in reply to a foreign 
demand must be balanced by some form of import?-- 
Hiat is ultimately true. 

. 7480. If it is not, then there will ho such changes 
the price level as will need adjustment?— Yes. . 

7487. If that is so, from what we know os tho ordi- 
nary economic analysis, why is the present rate of 


18(1. harder to maintain than a lower rate, or the 
lower rate easier to maintain that 18d.? — I think 
there are two opposing kinds of forces, some try to 
push exchange up, others try to push it down, and I 
think wo should take Is. fid. ns tho resultant of 
these two sets of forces. I think that is a more 
normal rate under tho circumstances. 

7488. Lot us examine what is meant by tho nor- 
mality of tins rate. What is a normal rato and 
what is nn abnnrmn! rnto? What I would suggest, 
according to current ideas, is thut a normal rato is 
ono nt which tho internal prices of the country have 
adjusted themselves to world prices? -You mean the 
purchasing power parity? 

7189. I mean, if I may say so, nothing of the sort 
at all. Ts there any level in rates which ran ho saitl 
to be normal or abnormal except that rale to which 
the internal prices id tho country have ndjusted 
themselves and are in equipoise with world prices? — 
Yes, that is the normal rate. 

7490. Tf we tako two extreme cases to illustrate 
our discussion, of a rate of 2s. and a rule of Is., 
is it your opinion that, if we assume that in the 
ono case prices have adjusted themselves to tho 2s. 
rate and in tho other case prices havo adjusted them- 
selves to tho Is. rate, one of those rates is absolutely 
easier to maintain than tho other, and, if so, why? 
— I hope, there is, in the illustration you tnkc, no 
control of oxohange or selling of councils or sterling 
purchases of any kind. 

7491. I am assuming thnt the currency system of 
the country is free from any management, whether 
it ho a gold standard, or a gold exchange standard. 
What 1 want to know is whether it is easier in your 
opinion to maintain one rate or tho other, if we 
assume thnt in either of the cases prices lutvo once 
adjusted themselves to that rate? - Tf the prices 
havo adjusted, T think it is immaterial. But sup- 
pose there is a famine in tlio country and the price 
level rises. During the last fow years wo had good 
monsoons and good harvest; we cannot expect that 
it will continue for ever. 

7492. Supposing we take it that there nro had 
monsoons and famine conditions, and we assume 
that prices havo adjusted themselves to the 2s. rate 
in tho one case and to the Is. rate in tho other, 
is it in your opinion harder to maintain the rate in 
the one case than in the other, and, if so, under 
which conditions, and, if so, ns T have snid in one 
of these numerous queries, why?— With regard to 
this my contention is that prices have not adjusted 
themselves to Is. fid. 

7493. We nro making the assumption, for tho pur- 
poses of onr little discussion, that prices havo nd- 
justed themselves to either of thoso two rates. I 
will ask you a further question afterwards? — If we 
assumo that the prices havq adjusted themselves to 
this rate, one or the other, and if world priors and 
Tndian prices ure in equilibrium? 

7494. Tn that cave?- Even then I think they would 
adjust themselves to the rate T havo recommended 
for the transition period. 

7495. Tf yon would rather not express an opinion 
without further reflection, T do not want to hurry 
you into an opinion which you have not considered? 
—Yes, that is an academic matter which T havo not 
considered. T cannot give nn opinion offhand on an 
hypothetical question. 

7490. That is a question to which you would like 
to give further consideration. Now yon say that, 
in spite of this fact, there is no immediate possibility 
of exchange going down to Is. 4d. You do not look 
upon thnt is a natural consequence! to foresee?— 
Well, practically, as T havo already said, Europe’s 
demand for produce will remain keen for some years 
to come. That is what T have suggested. 

7497. Then you say that you would advocato Is. 5d. 
during the period of transition from our present 
system to the gold standard, which will mean far 
less inflation of tbo currency that in the case ot a 
Is. 4d. rupee ? — Yes. 
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7498. Then you say that it could be more easily 
maintained than the present Is. Gd. rate, which does 
scorn to argue the formation of an opinion upon that 
question on which you have preferred to reserve 
your opinion ? — Because what L thought is this. 
Whatever may bo the opinion on the hypothetical 
question, how much price can you demand from 
foreigners if wo keep the exchange rate very high ? 

7499. Tjot us leave that, because i understand you 
Jiavo reserved your opinion upon that. You say it 
will mean far loss inflation of tho currency in the 
case of a Is. 4d. rupoo. Shall T he right in assuming 
iiom that that there will be some inflation? — Yes, 
but not much, us 1 have explained in tho next para- 
graph because wo have to go only from Is. 6d. 
to Is. 5d. 

7500. What will he the consequences of tho measure 
of inflation involved? — Of course that depends on 
the degree of inflation. 

7501. it is the degree of inflation involved in 
reducing tho rate fioni Is. 6d. to la. 5il. ? -The 
ronsequenco of inflation are quite patent. 

7502. Jt means rising prices? — Yes, in India. 

75 (X). It means all the normal consequences of 
inflation in the proportions involved? — Yes. 

7504. Might not a critic of your proposal put 
this to you, and say that inflation is usually looked 
upon as involving consequences that are not bene- 
ficial. Do you agree 1o that proposition or not? 

As beLwccn inflation and deflation I think inflation 
less harmful. Of course, 1 would rather have stabi- 
lisation of prices. Stable prices is much better than 
either of the two. BuL as between them I think 
inflation is much less of an evil than deflation. 

7505. This critic to whom 1 was referring would 
seize upon the first part of vour reply and say thnt, 
■is between stabilisation and inflation, ho would pre- 
irr stabilisation? Yes. 

7506. He would say to you: 11 Why, if that be so, 
and for what ndvau Luges, do you recommend a step, 
that is the reduction to Is. 5d., which would involve 
some of the evils ”? — My idea is thnt it will bo more 
easily maintained. Is. (id. is rather too high a rate. 
J. believe it may lie possible to maintain even tlu? 
iwo shillings rale- -it may be possible by a larger 
deflation of currency, lint, would that be desirable? 
Would Is. dd. he a safe rate? 

7507. Should 1 not ho right now, after our dis- 
cussion has reached this point, in saying that you 
proceed upon the assumption that tho Is. 5d. into 
is more easily maintained than the is. 6d. and that, 
as you tell me, involves a proposition as to which on 
the whole you would prefer to reserve your judg- 
ment, that one rate is moro easily maintainable than 
another? — But as I have said I mean that this 
Is. tid. rate has not been determined out of the 
equilibrium of Indian prices with world prices and 
hence moro difficult to maintain. 

750S. Then that opinion is based upon a further 
opinion that Indian prices are not adjusted to the 
Is. fid. rate, to the current rate? — Yes. 

7509. That is ail important head of inquiry. Gun 
you assist tho Commission by any amplification of 
your opinion as to whether or not current Indian 
prices are adjusted to the current exchange rate? 

Of course, they aro not. That is my whole point, 
it is patent, if you look nt the index number of 
prices, for India and oilier countries. 1 have got 
here some figures from this monthly bulletin of the 
Kconomist. 

7510. What prices are you referring to there? — 
Those of the monthly bullet) n of the League of 
Nations published us a monthly supplement by Liu 
Kconomist. 

7511. It is the Kconomist index number? Not the 
Kconomist, but the League of Nations bulletin as 
summarised in tho Kconomist every month. 

7512. The League of Nations Bulletin gives certain 
‘uiiimuricH of index numbers. What index number 
does the I c:i of Nations give?— It gives the 


United Kingdom Board of Trade Index Number and 
the Calcutta Tndcx Number, beginning from 3Ut 
July, 1914, and thoro are also other countries. And 
if you will take the index numbers that does not 
show that the exchange ought to go up to Is. 6d. 

7513. This gives tho Unitod Kingdom Board of 
Trado Index Number, that is for wholesalo prices, 
I imagine, and the Calcutta Index Number also for 
wholesale prices. Are theso the two prices to which 
you are referring? And thore are other countries 
also, Germany and many other countries. 

7514. It is a little difficult to follow because we 
arc not told exactly what tho figures are. We are 
now looking at this, are wo not, to see whelher 
Indian prices are, on tho whole, in adjustment with 
prices elsewhere? -The Indian prices have gone down 
lower than English prices, from 181 in October, 1921. 

7515. The rate of exchange has been rising, of 
course, since then. That is what you would expect, 
would you not ?— Yes, but is the fall in prices pro- 
portionate to the rise in the rate of exchange? 

7516. The last two figures that we see hero in 
jour figures are tho UniLed Kingdom Board of Trade 
Index Number for wholesale prices in September of 
this year, which is 156, and the Calcutta Index 
Number for September of this year, which is J58? 
Yes. If you look at the purchasing powers of 
diirerenb currencies alone, if there are no other, 
factors, ami if the rate of exchange is calculated 
from the index Numbers, it will be somewhere near 
U 4d. 

7517. 1 wish you would explain to me how you 
calculate that theoretical rate of exchange from the 
index numbers of 156 and 158. Do theso not show 
a substantial adjustment, within the margin ol 
error, for tho calculation of such indices? — Well, flic 
index number representing Knglish prices divided 
liy tho index number representing Indian prices 
multiplied by the rate of exchange in the base year, 
would bo about Is. 4d. So I think this Is. 6d. is 
rather high. [ am working on tho doctrine of the 
purchasing power parity, according to which the 
index number representing prices in ono country, 

* ay England, divided by tho index number repre- 
senting pricc?s in a second country, say India, mull i 
plied by the rate of exchange in the basis your gives 
the purchasing power parity to which the exchange 
rates should approximate. Of course that does not 
tell us muck definitely because after all there me 
many forces deflecting tho rate of oxehange from 
ibis purchasing parity. But I mean it shows thnt 
Is. fid. is rather too high. As 1 have said in my 
memorandum tho increase in tho value of the rupee 
is 20 por cent, during the last 19 months. That is 
rather too high; that is what appears to me. 

7518. What arc the special cireuinsLanccs justifying 
this high rate? --T have already stated them. In 
fact, there aro two sets of forces, and f think I would 
have tho golden mean of the two. That is what 1 
linvo suggested. 

7519. I wonder if you will repeat, so that I may 
try anil follow it, the calculation which you havo jnn 
made to show that the prices aro not adjusted at the 
present l ate r~ I am referring to the doctrine of tho 
purchasing power parity, namely, tliut the index 
number representing English prices divided by the 
index number representing Indian prices, multiplied 
b.v Is. 4d., the exchange rate in the base year, is the 
basis parity. I took the figures limn the Bonn! 1,1 
Trade. If you will take fhe Economist index num- 
ber, it will ho different, but it will be much le.*» lhaii 
Is. fid. 

7520. Continuing with your recommendations, you 
recommend the striking of a new coin called the gold 
Mohur — this is in paragraph 15 and the fixing of * l 
convenient ratio between t.lio now gold coin and your 
adopted ratio of Is. 5d.? — Yes. 

7521. Then you enter into a calculation w to the 
amount of gold that would bn necessary for the intro- 
duction of your proposal!*, and you arrive at the con- 
clusion that they will require 175 ernres worth 
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gold? Yes, that is additional to India’s present 

supply. 

7522. 1 think that concludes the substance of your 
positive recommendations ? — Yes. 

7523. (Chairman.) Will you now bo so kind os to 
answer any supplementary questions which my 
colleagues may have to ask you in connection with 
these things. 

7524. (. Professor Coyajee.) Profossor Sinha, you 
quote an opinion of Dr. Cannan to this effect : —As 
Professor Cannan rightly observes, “ xho single 
advantage offered to a country by the adoption of the 
gold exchange standard system, instead of the simple 
gold standard is that it is cheaper, in the sciiso of 
requiring a loss value in the shape of metallic 
currency than tho gold standard. Hut all that can be 
saved in this way is a trilling amount almost 
infinitesimal liesido the advantago of having a 
currency more difficult for administrators and legisla- 
tors to tnmpdV with.” Now Dr. Caiman takes only 
one item of the costs, namely, that a certain amount 
of gold currency will have to ho introduced, but lie 
docs not take some other items additional ui that, — 
Lhe second item would be the depreciation of tin? 
whole amount of silver in the hands of the country 
whether ne ornaments or as coin, because that, will 
have to lie sold? — You mean the depreciation in tho 
value of ornaments or silver hoards? 

7525. Yes?— Then that is factor. Hilt if wo 
spread our sale gradually, I think this loss would be 
minimised. Of course that is a factor winch we 
cannot get over completely. 

7520. I mean, the amount of silver ornaments in 
the country must bo very large. Silver is in the 
bands of many as ornaments?- When silver is 
demonetized, of course, that ie a factor. You mean 
there will bo a further fall in the value? 

7527. Yes, when it is known in the silver market 
a bout India, which is one of the mainstays? Hut 
♦hat depends on Llio amount of silver that is .it once 
thrown info the world’s bullion market from India. 
There is that psychological factor in Ibe first place. 
Hut the question is whether that wiil he permanent. 
Of course, it must be depreciated to sum© extent, I 
admit. 

7528. Perhaps the biggeut purchaser of silver will 
then lie out- of the market? — That is so. 

7529. Then is not there n third item?- -Hut so far 
as that is concerned, T may say that if you spread 
the sale over a number of years, T think that this loss 
would be lower. 

7530. You spread the sale of the bullion and the 
•• •in, but the ornaments will lie permanently depre- 
ciated, or, if exported, they will not be exported in 
lluit very discreet wa.v which you suggest?-- As soon 
as India adopts a gold standard, there will be a fnll 
in the value of silver and a rise in tho vnluo of gold, 
but the question is whether that will bo permanent, 
whether that fall will continue for ever, unless wo at 
once throw a largo amount of silver on to the world’s 
markets. 

7531. You moan the conditions of the production of 
silver might adapt themselves so that loss is pro- 
duced? — Yes, and if you spread the sale over a num- 
Imr of years. 

7532. Now is not thore a third item? It has been 
suggested like this: tho contention has boon put in 
this way, that if you utilize India’s favourable 
balance of trade to get more gold for currency, then 
7 no tanto it must restrict her imports of industrial 
equipment for her industrial progress. !■* not that 
true? We cannot use the more favourable balance to 
get two things, gold and the other things? -Hut what 
do wo at present do in respect of importing a large 
amount of gold? 

7533. That is true, but that might bo added, 
because there are social uses of gold and you super- 
add to them the currency factors? — Hut we are 
importing silver also; of course, that will lie less. 

7534. Then as regards your base year, from this 
you calculate* the purchasing power basis of parity; 
and will you show us whethei your calculation tallies 


more witli Is. 5d. or more wilh Is. id. or Is. Cd if 

you could do it on tlm spot, it would greatly assist, 
the Commission? T liavo not got all tho figure^. 

7535. But what is tho base period which you are 
taking? - If you take, say, 1913. Hut 1 say wo should 
not put much faith in that alone because there are 
other factors. 

7536. So it is not cuiulitsive by ilself? — That calcu- 
lation would not. lie conclusive ; all that 1 mean to say 
is that Is. lid. rate is rather too high. 

7537. (Sir I'urshotamdiix Tlnikimlnu.) I have to ask 
a question, Mr. Siuhn, about, tin* ln:iu offices which 
you say are run liy pleaders. You sa> Hint in every 
district in Bengal there are some hanks, lint that 
what they do is to lend money to the xamiudars on 
the mortgage of their property. Who rims them? - 
Mostly the pleaders of the district, courts. 

7538. Will you tell un wlmt sort of capital they 
command? — They attract deposits from the public, and 
they lend this moimy generally to the zamindars of 
Bengal. Most of them do this. 

7539. They simply do the business of lending on 
mortgages of landed property? Yes, that is their 
main item of hu&inc**. 

75-10. If they attract deposits from tho public, are 
they limited companies? Can you give us the name 
of one of those? What do they call their institution? 
— Yes, they are limited companies; one of them, for 
example, is the Pahn.a Hank. Such a Banlc df*\s not 
do genuine hanking business. 

7541. Are there many of those small Hanks in 
Bengal? — In almost every district there is one. 

7512. And they are run by pleaders only? There 
nro outsiders also, hut pleaders generally run Hie 
show. 

7543. What sort of dividend do they pay?- .Some- 
times a good dividend— 10 to 12 per cent. 

7511. Then what sort, of deposit interest do they 
pay to depositors in order to attract deposits? — Much 
higher than tho interest given by, sav, tho Savings 
and oilier Hanks. I cannot give exact figures, ns 1 
have not studied Hie subject in detail. Hut wlmt T 
sav is that, these banks may bo converted into real 
banks. 

7515. ( Sir Jtctginald Mont.) Mr. Siniia, you have 
estimated lhe cost of introducing r gold currency at 
about H*. 1 lakh per annum ? — That is so far as the 
wear and t<nr of gold coins is concerned. If we sub- 
stitute gold coins for silver, that means some extra 
cost, in wear and tear, and that cost, n« I calculate, 
won’t exceed one lakli of rupees. 

7515. Then you it mild also take into account the 
cost, of acquiring 110 or ores worth of gold? I have 
considered the milter in my memorandum later on. 
That, is additional, but that is not a recurring factor. 
So long ns gold coins circulate, the emo lakh, how- 
ever. will be more or less a recurring factor, unless 
you can replace gold coins by gold notes. 

7517. Then you might call it a capital charge? — 
Yes, unless we can have more of gold notes in placo 
of those gold coins, -which would bo our ideal. 

7548. Hut a capital charge represent* an annual 
interest charge, does it not, the interest ebargo on 
Hie cost of acquiring 110 crorcs worth of gold? — Ten. 
Of course, T do not pretend that wo can havo gold 
standard without having to bear the cost. 

7540. In paragraph 10 of your memorandum, in dis- 
cussing the effect on world prices of Tmlia adopting a 
gold standard, you quote the opinion of Sir James 
Wilson that the world’s available supply of gold is 
now increasing faster than the world’s effective de- 
mand, nnd you conclude that it is thus to the economic 
interest of Western nations that India should adopt 
a gold standard with gold currency. Then two para- 
graphs later. Tn discussing the possibility of main- 
taining the Is. fid. ratio, you doubt whether the ratio 
would continue long, because you anticipate that with 
the increased production of commodities in Europe 
tho general price level mnv full. How do you 
reconcile those two arguments? Tn the one cam you 
argue that there is a rink of n redundancy of gold, 
and in the other you argue that you anticipate a 
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scarcity of gold. How do you reconcile the two argu- 
ments p—JJnth forces are there, but they do not 
operate to the same extent, mid at the same point 
of timo. In the opinion of Sir .Vnmcs Wilson and Dr. 
(Trcgory, there will Ihj a surplus of gold lor the blast 
if Ktirnpc wants to maintain (ho present level of 
[i r ices. 

7 5/30. You accept that opinion when you argue in 
favour of a gold standard and you reject it when von 
argue against the rate of Is. (id. Is that your 
position? 1 am trying to reconcile your two argu- 
ments ?— Doth forces are there. It will he t ho 
resultant of both the forces. Them is this tendency or 
the exists outfuit of gold and on the other hand there 
is this danger of increased product hm. The former is 
immediate, the latter remote. 

7551. (Sir Maneckji fhidahhoy.) Mr. Sinhn, liko 
my colleague. Sir Reginald Mant, I also feel *i little 
hit embarrassed hy your reasoning in regard to the 
(paction nf the ratio whieli you gave in answer to the 
rhairiuau's (piestion. In iiarngraph 1.J you have 
made your position perfectly Hear. You have given 
us as your eousidered opinion that " in selecting the 
rale we should look not to the special interest either 
ol the importers or exporters of or a particular in- 
dustry or industries. The rate should Iks so selected 
that it can he easily maintained.” The sole test of 
tho ratio according to your opinion should he it.-! main- 
tainahility. On the other hand, when discussing the 
question of tho high rate, in answer to the Chairman, 
you said, T have taken down almost your words and 
you might correct me if I am wrong, that the high 
r.lto has coin© into existence. It is duo to increased 
demand for our products in foreign countries. Tt is 
tho foreigners’ demand for our goods that increases 
tho external value of tho rupee.” How do you 
reconcile these two statements P At one place you 
argue that the test is maintainability and that you 
should not look to the special interests, either of tho 
importers or exporters? I do not mean that it is not 
affected. AVliat I meant was that we should not ho 
looking to these interests only. That is, a low rale 
may bo favourable to exporters, but wo should not 
advocate it merely Imeanso it is favourable to the 
exporters. We should not, on the other hand, 
advocate a high rate because it favours tho importers. 

7552. Will that high rate, according to you, is 
brought about by other factors and hy external vain© 
of the rupco as controlled by tho export of our 
products?- Yes. 

7553. Then tho ratio is to a certain extent also 
influenced by these external considerations? Tho 
ratio is certainly influenced by external considera- 
tions. I do not see any inconsistency there. 

7/551. Then you have given your opinion that there 
is no immediate possibility of exchange going down to 
Is. 4d. Is it not a little hit too dogmatic an opinion? 

I will put it the other way. Would you have said Hi 
mouths ago the same? Would you have used the 
same language and said there was no immediate possi- 
bility of the exchange going up to Is. G«l. ? — I have 
formed that opinion from the dcinnird for the Indian 
products abroad. Just after tlio economic readjust- 
ment in Kuropo tlio demand for our products remains 
there, and so long as it remains so, we must have a 
higher rate than this Is. -Id. ; but whether wo should 
lie able to keep to Is. (hi. after the demand grows less 
keen, ns it must, is another question. 

7555. Muy J gather, then, that this increase in the 
ratio has been due to a large demand for our goods? — 
Yes. 

75 50. Have you got any information for that state- 
ment? Any figures to show tlini? IT you look at our 
export trado you will find it. 

7557. Of course, there is always the balance. But 
as compared with the previous years, has there boon 
during tho Inst 16 months a comparatively largo 
volume of exports? Are you in a position to say 
that? — If you look at tlio prices of our exportable 
products, you will find it. Sir Basil Blackett, in his 
last Financial Statement, said that, in spite of the 


high exchange, the prices of these products were high. 
That shows the foreign demand. 

755M. Yoii know very well that had it not beon for 
certain manipulations, probably the exchange would 
have gone up to Is. 8d.? — Yes. 

7559. And it is only on account of tho timely saving 
that exchange has beon kept up at Is. tid.P How do 
you account for that, then?— But can it go on for the 
next five years? Suppose there is a famine, will there 
not bo u rise in prices, and will it not be difficult to 
maintain this Is. 6d.? 

75(i(). Can you specifically enumerate the special 
circumstances justifying tho present high rato of 
Is. Gd.P — You moan which have brought about this 
rule? 

75(31. Yes; can you enumerate the circumstances 
justifying this rate?--. I cannot givo any definito 
figures; hut I think it is tho foreign demand which 
is really responsible. 

7552. Finally, I understand that Hie ratio, which 
you recommend, of Is. 5d. is to Iks only provisionally 
fixed during the |>criod of transition. Is that your 
idea?— Yes. 

75G3. It is not permanent?— Yes ; because if wo have 
"old standard, pure and simple, then tho rate is 
immaterial. 

7564. Tt will automatically adjust itself? — Yes. 

7505. So this is only a provisional recommendation? 

Yes. 

7500. (Sir JtujenrfraiMth Monk price.) Let mo ask 
you this, as a preliminary question; What do you esli- 
imite tho population of India to be? — 390 millions or 
Mimctliing like that. 

7567. What percentage of that population are so 
|mor ns not to lie able to hoard silver to any large 
extent, according to your estimate? — 70 per cent. 

7568. TTow much do you think is the average amount 
they may hoard, I mean each individual?- -Among tlio 
70 per cent.? 

7509. Y ns ? — l have no experience about that. 

7570. You can give an average figure ; you have 
experience of the village lifo in Bengal? — So far as 
Bengal is concerned, tho peasants do not hold much. 

T have not conic across anyone who holds any rupees. 

7571. Would you say Its. 20 each man as an average? 

I doubt even that. So far as the villagers are con- 

.*■. rued, they are very poor. Unless there is a surplus 
how can they hoard anything? 

7572. You may givo us the figure you consider as 
approximately correct? — T don’t think any mere guess- 
work will solve the problem. Because I do not 
believe that all of them do hoard something. 

7573. 'fake the average figure. Some may hoard 
and some may not. Can you not give us an average 
figure? 1 give you 20; you may givo another figure.- 
20, I doubt. 

7574. 15 rupees? — That means every year they will 
have a surplus of Rs. 15. 

7575. You tell me what the figure is according to 
your estimate, not wlmt it means. — My idea is that it 
is impossible to estimate. This cannot lie calculated. 

7576. 11*. 10?- Its. 10 on an average? 

7577. Yes. — No, otherwise bow con yon explain the 
indebtedness of tho peasantry? 

7578. You know tlio village lifo very well and yet. 
you nro unable to givo us a figure. — So fur ns rny 
native village is concerned, the people thcro arc very 
poor and T don’t think they save anything. 

7579. They save nothing?— Some may save. But I 
cannot say whether the average will mean anything. 

7580. The official estinuito for boarding is 159 
ernros. Then who bolds tin’s large sum? Some must 
hoard, at any rale?. -You mean thoso 150 eroros? 

7581. Taking any hypothetical figureP Assuming 
that is tlio figure? — 150 eroros on nn average, but in 
what yearP 

7582. (Chairman.) 150 crores held in hoards. 

7583. (Sir Ttujrnflranath Mookcrjcr.) Yes, 1 am not 

talking of years? — I havo no experienoe of the 
peasants outside Bengal. > 

7584. Assuming that figure ns hypothetical? The 
habit of classes which aro supposed to hoard is 0® nc " 
r-dly to keep silver coins or ns ornaments. 
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people iu India, tlinso who can savu any tiling, have 
silver ornaments. Can you estimate Jiow much silver 
they consume in these urn aments? I have not tried 
to form an estimate. 

7686. Perhaps you will be uhlo to do so if I tell you 
why 1 ash you this question, i am trying to hud out 
what is the actual hoarding in Jmlia. My object is 
to bo able to arrive at an estimate of how much 
hoarding in India thero is, and what part of it will 
tend to bo exchanged for gold when gold currency is 
introduced, what the poorer class is holding and what 
the richer class is holding, the form of hoards, and 
after deducting what the average holding for orna- 
ments is, to find what actual coin there is, wo u ill 
thou be aide to find out what will hi? Lite amount which 
will bo tendered lor exchange into gold. — 1L cannot 
lie much, hilt 1 am sorry 1 cannot give any definite 
figure. I am not competent to give these figures. 
After all, it will bo a mere guesswork. 

7580. (Chairman.) With regard to the questions L 
asked you about the index number, you remember i 
was referring to the figure to which the Calcutta index 
number shows an adjustment of prices In 1 he current 
rale of exchange. 1 waul to be perfectly certain that 
I have done lull justice to your evidence under that 
head. Shull 1 be putting your argument correctly il 
1 put it iu this way, that, allowing for the rise in 
exchange, it is necessary to raise the Indian index 
number by about ail eighth, 12 per emit.? — You mean 
a rise in the exchange? 

7587. Yes ? — Thou it will reduce our index, for, it is 
the index representing English prices divided by the 
prcscii L raLo of exchange and multiplied by Lho rate 
of exchange ill the base period. So if you want to 
raise it to Is. (id. then lho Indian prices index number 
will bo lower. 

7588. I am lint sure that wo are not looking at iL 
from two different points of view. Jf I may just 
follow it out in this way to cover jour argument, 
allowing for the variation in exchange it is necessary 
to raise the Indian index by one-eighth to find the 
comparative gold price index for Jndia corresponding 
with the British figure, and lho Indian figure of 157 
would then become 177 as compared with the British 
fig mo of 158?. -No, the index figure representing 
English prices was I5(i, for September anil tho 
index figure representing Indian prices was 158, for 
the same month. To adjust the Indian index to Lhc 
present rato of exchange, you multiply the English 
index by tho rato of exchange fur the huso period and 
divide the product by the present rate or exchange — 
Unit is my calculation. So if you want to raise the 
rate of exchange above Is. *1(1. this 158 must bo much 
smaller. Indian prices must go down if you raise the 
exchange above Is. 4d. 

7589. Is your argument that lhc present exchange 
is highor or lower than the price parity you want? — 
Higher than tho pric?o parity. 

7590. So that, in order to put the TiidTnii figure in 
the same category for reference, in view of the rise in 
cxdiango, wo ought to raise it from 157 to 177? -No. 


7591. And that suggests to your mind that the 
present level of Indian prices is too high? — No, tho 
present level of Indian prii-cs, if you take is. >ld. rate, 
is not boo high; hut unless you raise the Indian price 
level higher you cannot bring the exchange rate down. 

7592. it is really two aspects of the same thing. 
There is only one supplementary question that L 
should like to ask amt that is this. In expressing 
that opinion have you taken into consideration that 
allowance must he made for the. heavy general tax 
which is nmv in force in India?- No, for, as 1 have 
already said, the purchasing pmwr parity mil bates 
only a tendency, that is not ronelmive by iUolf. 

7593. But you would agree that, if we are going 
to consider whether these prices show adjustment or 
not, wo must lube into eoiisiderat inn Hie comitii- 
ba lancing eifect of the larilf in raising the pines of 
imports into India?- Yes, and the freights. 

759-1. Further, in order to follow t lii>. out, ha\o 
you considered that there is at proM-nl a striking 
disparity between the Index numUns for Indian export 
and import ai tides, which, since lao. .IuI.n, have stood 
at such widely different figures as 1 12 and lull respci- 
lively? — Tariffs have been since then rather too high. 

759 j. You will see the bearing iff my question if 
L put the final question. If you consider the export 
index of 142 Lilly and not the import index figure, 
which is affected by the larilf, then if .mu make 
the allowance of J2 per cent, on 111 1 you do get a 
figure which is veiy closely in eunx spumlciicu with 
t lie British index of 158?- Yes. 

750b. Would you agree Hint these ;m.-. material con- 
siderations in working out the cvideiirc of iliv index 
number, for what it is worth, as regards the adjust- 
ment of prices?- -If you mean export, prices; yes. 

7597. You have followed me, haw you not, in these 
figures? — Will you kindly repeal your question? 

7598. The index for duly for goods expoited from 
India which are not affected by the tariff is 112. If 
you add 12 per cent, to tbal you g*-L about 158, do 
you not, or b‘>7, and that is iu very close corre- 
spondence with the Hrithdi index of I-jS for the same 
period? Yes, but why should you take the British 
general index iiuiiiIht and for India the export index 
number? 

7599. Became jour import figures are affected by 
the tariff?- -But iu Fugluml also lbmig.li this is a 
minor consideration the figures are to some extent 
affected by tiie tariff. 

7009. Surely, but liial appears iu the British index. 
At any rail*, we are w»l in di-agre-Mnenl that these 
have to he taken into consideration in analysing the 
evidence of the index numbi r? — Yes, we have to take 
it on both sides. 

7601. (('Ini inn tin.) You have to take it on both sides, 
if there are export duties corresponding to the import 
duties; but I think wv now have the benefit of under- 
standing tho hearing of your argument. Mr. Sinha. 
we are very much obliged to you for your very full 
assistance to-day and for your memorandum. 


(The wit nr sit withdrew.) 
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(S'Trvtnrivs). 


Mr. K knnftii Cam m ell and Mr. b\ V. Bvsiifortu, representing tho Bengal C hamber of Commerce, 

called ami examined. 


7602. {Chairman.) Mr. Campbell, you are President 
uf the Bengal Chamber of Commerce and a member 
of the Bengal Legislative Council:' — Yea. 

7003. And you have with you Mr. Kush forth, who 
is also a member of the Bengal Chamber of Com- 
merce, in order to represent the views of the Cham- 
ber ? -Yes. 

7li(».|. These views have been set out Jor us in a very 
full memorandum,* so tliut we underbill ml you will lie 
expressing hero to-day opinions <m liehalf of the Cham- 
ber ami not personally P- Tho views expressed are the 
viows of the Committee; if you take mo outside that, 

1 may not know the views of the Committee ol the 
Chamber and therefore they may be my own views. 

TtiOo. Anything further than this memorandum 
would be your ‘personal view and not tho view ol the 
Chamber? — NoL necessarily the view of the Chamber. . 

70(HJ. Will you tell us what is the number of firms 
who are members or the Chamber of Commerce? We 
have firms iiioiiiUth, company memhers and one or 
two individual members; I think the total number is 
about 2.10. 

7lit)7. Could you give us a general account ol the 
lullin' of (he business interests which arc represented 
by llie ( handier?" --They practically include every 
business that exists in Bengal jute mills 

7008. That is manufacturers? -Yes j and exporters 
or manufactured juto goods, bankers, brokers, tho 
Port Commissioners, tho Railways such as the 
Eastern Bengal Railway, tho East Indian Railway 
and the Bengal -Nagpur Railway. 

7000. Wo may take it, then, that the Chamber, is 
thoroughly representative of all forms of commercial 
and business interests in the city of Calcutta? -I 
should say so certainly; you might add tea to the list. 

7610. You mention, in addition, tho interests of 
those concerned in the tea trade?- -Yes; and hides 
and skins and engineering. 

7611. So that wo have repieM'iited in your (Miamlier 
both sides of tho picture, both the exporter and the 
importer?— Yes, certainly. 

7612. T will, if I may, just ask a few questions in 
order that you may elucidate some of the leading 
points in the memorandum «»f the Chamber. The 
mcmnraitdt.m, if f may say so, is so full tlmt iL will 
probably not be necessary for me to Ho anything more 
than ask questions on points which may seem to 
require some explanation. Turning, in tho first 
place, to the 3rd paragraph under question 1 (n), you 
are dealing there with the present situation, and the 
opinion expressed there is that, although you deem it 
to be of the highest importance that an attempt 
should be made at the earliest opportunity to solve 
tho currency problem, yon do not feel that the present 
is an ideal time, but that nevertheless if wo arrive at 

Appendix No. 87. 


the conclusion that stabilisation is feasible tho Com- 
mil lee of the Chamber would support romedinl action. 
You then refer to some, of the disadvantages of tin- 
present situation, amongst others to tho uncertainty 
produced hy the possibility of the Government increas- 
ing or- decreasing their purchases of sterling. As a 
question of policy, do you consider it desirable, in any 
future organisation of matters in this respect, tliui. 
there should bo a separation in principle lietw’ccn 
those exchange operations undertaken by the currency 
authority for the stabilisation of exchange, such as I ho 
buying and soiling of international currency at the 
gold points, ami the business of Government 
remittance to meet the homo charges?- 1 do n-.l 
think it is necessary to keep them entirely separab 1 ; 
to a certain extent the one may help the oilier. 

761. ‘1. The contention that has been put before u.s is 
tlmt, in some degree, it has never, been fully recog- 
nised that tlm business of stabilisation uf the exchange 
rate .should be looked upon as one tiling and the busi- 
ness of Government remittance should be looked upon 
as another thing, and there has boon a confusion 
between the two, lending to a loss of efficiency in both. 
Have you any opinion to express upon that in this 
con lied ion? — We have got no complaint as regards 
the manner in which it has been dealt with in the 
past. We think they must bo dealt with to a great 
extent together. Tlu? mere fact that Government nv 
remitting for purchases must have a hearing on 
exchange. 

7611. Undoubtedly tho very largo remittances tlial 
have to be made by Government must always con- 
stitute a very important factor in tho exchange 
market? -Certainly. 

7G15. Let mo pul a question to you, in order In 
elucidate your opinion, in the form of some hypo- 
thetical changes. Supposing that a transfer of the 
control of tho note issue and the currency in general 
were to he made to a central bank, that bank accept- 
ing the obligation to buy and sell some form of inter- 
national currency at whatever are the upper and lower 
gold points in relation to the established rate; and 
supposing that the central bank in question were also 
to bo charged with tho business of supplying the 
Government with tho means of remitting their hon*o 
charges, would that, in your opinion or would it not, 
bo an improvement in comparison with past methods 
in this connection, that is tho uncertainty introduced 
by tho possibility of Government increasing or 
decreasing tlieir purchases of sterling and thus affect- 
ing the rate of exchange? — I take it, Sir, that before 
it was handed over to the central hanking authority 
the rupee would be stablised. # b . 9 

7610. Some rate would lie adopted for stabilisation . 
— If one gets stabilisation and Government have t« 
buy and Rell at the upper and lower gold points, 1 
rather gets over our difficulty of not knowing when 
Government will operate. 
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7017. in the next paragraph you refer to llio 
absence of facilities for an automatic regulation of 
the volume of currency. That 1 will leave for the 
present because we can discuss it more closely a little 
later on. In the paragraph after that you refer to 
the circuinstanoe that if there were again to be a 
divergence, that is, between sterling and gold, the 
present fixation in tortus of gold would result in 
further fluctuations in terms of sterling. I refer to 
this ns another point in your memorandum upon 
which X will ask a question a little later on. Now 
I come to the last paragraph but one under this head, 
where you say: “Further with regard to interna! 
conditions the Committee would point nuL that India 
has experienced four good monsoons in succession and 
it is not unreasonable to anticipate a had monsoon or 
more than one in the near future. They are not 
convinced that in such an event the resources of the 
Government would bo sufficient to maintain exchange 
at its present level without undue disturbance to the 
money rnnrket, and an unsuccessful attempt to 
support the rupee would have incalculable effects.’' 
Now as to that, are you of opinion that the success 
in maintaining whatever level is accepted would 
depend chiefly upon two things, first of all, upon the 
circumstance whether or not internal prices in India 
had adjusted themselves to the level which it ifc 
sought to maintain, and, secondly, whether the size 
of the reserves maintained for- tho protection of 
exchange was adequate? Aro those the two things 
to which wc must look when we are considering 
whether any particular rate can be maintained again. 0 , 
the pressure of ono or more bad monsoons?- I think 
that covers it, us long as Government can use the 
reserves to the extent that is necessary, that is, the 
Inline reserves, and ut the same time they do contract 
the currency in India against everything that is 
issued out of the home reserves. 

7618. As you very rightly add, you must consider 
not only whether the reserves aro big enough bn! 
whether they are properly used? Certainly. 

7619. Have you an opinion upon this quest inn. 
Take any rate that may bo chosen. Supposing that 
internal prices have adjusted themselves to that rate 
and supposing that tho size of tho reserves is 
adequate and that they aro properly used, would 
there lie any greater difficulty in maintaining one 
rate rather than another in the face of such adverse 
circumstances as the two bad years? If that is rather 
a theoretical question with which you would prefer 
not to doal, do not let me press you upon it, Mr. 
Campbell?— -(Mr. Rush forth.) May T answer that, 
Sir? It seems to me that it is not only a question of 
the size of the reserves or. whether one uses them 
properly but whether one can as a practical proposi- 
tion use them properly. The experience in 1920 in 
the falling market when they were endeavouring to 
utilise those reserves was lhat they could not; it was 
not a practical proposition to contract the currency in 
order to make the mechanism of exchange work as it 
should do in thoory. If you aro controlling internal 
prices by means of contracting your currency at the 
ports where sterling exchange originates in the fird 
place, you may, before you have affected your prices 
sufficiently, create a financial crisis in tho trade 
centres, Bombay and Calcutta, and it seems to me 
that as these two places are the buffer between your 
external conditions and your internal condition^ 
Government will always have to consider whether they 
should work out tho theory of contraction of currency 
tojts logical conclusion. 

7620. In the case of 1020 to which you refer it was, 
as you tell us, at any rate the case that the currency 
was not contracted? — It was to some extent to begin 
with. 

<621. Not to tho extent to which the reserve was 
depleted P — No. 

7622. Was Hint due to the eircu instance to which 
refer of the danger of creating a crisis in the 
himncial accommodation, or was it due to other ex- 
ternal oircumstanoes, such as Hie very large public 


expenditure to which Lho Government of India was 
then committed ?— Speaking from memory, 1 think 
it was due to the very large possibility of a financial 
crisis here. T lememhcr money had at that time 
gono up to H or U per «!iit. at cull mid I know the 
banks w r cre very nervous that if tho policy wan con- 
tinued there would lio a crisis. 

7623. You have described tho imperfection of tho 
way in w'hich the machinery worked for tho support 
of exchange and the control of currency. To what 
do you ascribe Unit? WIinL was tho cause of that 
breakdown in the machinery, leading to the further 
question, what is the remedy owing to tho circum- 
stance that you find you cannot contract tho currency 
to the extent required? — I should say to use a simile 
that the shock absorbers in Bombay and Calcutta 
were not sufficient to lake tho pressure of the sudden 
drop in foreign prices. 

7621. Tho shock absorbers being what, in that case? 

• The money markets or Calcutta and Bombay. 

7625. The resources of those two money markets 
could not. be mobilised in time; and they were not 
sufficiently liquid. Is that the difficulty?-—! think 
it was that the sudden withdrawal in a few weeks 
of many crores of rupees from the money market 
before stocks could be liquidated was likely to cause 
a crisis. 

7626. Ts that u state of affairs which you ascribe at 
bottom to an imperfect ion in the then existing 
currency system, or would .win ascribe it Lo imperfec- 
tions in the conduct of the hanks, tho policy pursued 
by the outside hanks, and the general trading com- 
munity?- I don't think L should call it uu imperfec- 
tion. One would say it was due to the conditions in 
a country like India where your money markets arc 
highly centralised in Bombay and Calcutta and where 
operations in those places lake a good deal of time 
to have, their effect on prices in general in the country 
as a whole. 

7627. 'I he conditions you describe seem to ho rather 
independent- of any system of currency which might 
be in force? I should say so, Sir. 

7628. The difficulties to which you refer are dif- 
ficulties which would have to he confronted iiudci 
any currency system? I think so. 

7629. Tn tho next paragraph you say that 11 i<" iln* 
Commission are not convinced that. Government. can 
make any selected rate permanently effective it would 
be prclornble, the Commit lee think, that Government 
should confine their exchange operations to moderat- 
ing the swing of the exchange pendulum rather than 
i ndcavour to bring about equilibrium at. a rato which 
would be unsuitable to Indian conditions.” Suppos- 
ing it to be so, would it not be the case that, even 
t bough this view were adopted that the Coverninpii.' 
should confine I heir exchange operations to modern < - 
ing the swing of tho exchange pendulum, there would 
nevertheless have to bo some rato present lo tin* 
miiuN of those who act on behalf of the Government 
as, shall wc call it, tho normal rate. If I may put it 
in this way a pendulum swings about some point 
does it not, so that, even though you aro only 
moderating tho swing of the pendulum, you must, hi* 
looking at some point in order to reduce the swing 
of tho pendulum to that point? (Jfr. Campbell ! 
Our idea was lhat they would have such a rate all the 
time ut the back of their minds but that they might 
alter it. For instance, if the rate was sis it is now at 
Is. 6d. and they became convinced that exchange must 
go up perhaps to Is. 7d., they would not let it swing 
up to Is. 8d. or Is. 9d. Tf they thought Is. 7d. was 
alioiiL the rate at which they could stop it withoui 
upsetting us locally, they would gradually lot it go 
up to Is. 7d. mid then stop it there; altering rates 
gradually to Is. 7d. from Is. lid. What we would not 
like them to do would be to endeavour to keep it at 
Is. Gd. when the .tendency was upwards all the time, 
and then suddenly give it up ns a bad job and let it 
go to Is. Od. Tn the same way, if the tendency was 
downwards, we would not like them to hold it up at 
Is. 6d. and then let it go down perhaps with a jump 
to Is. 2d. 



381 


ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE : 


23 December, 1925.] Mr. Kknkbth Campbell and Mr. F. V. RvinroBm. [Continued. 


763U. One might pul it in this way, that under any 
circumstances you must have some rate iu your mind, 
though under tho circumstances to which you refer 
you would prefer that it should be only provisional? — 
Yes. 

7(1*11. Turning to tho next question, 1 (b), you say 
that you favour stability of exchange as against com- 
parative stability of jutcruul prices brought about by 
a fluctuating exchange. Dues your Committee huso 
this opinion upon the importance 1 of a stable exchange 
rale as a basis fur the external trade of tho country? 
1 think that is really the opinion expressed in the 
preceding part, of tho paragraph? — What we want •» 
that as far as possible our prices, through u stable 
exchange, should follow prices in other countries that 
are based on gold. 

7632. i understand from this paragraph that you 
lay special emphasis upon the necessity for a stable 
exchange as a facility for the conduct of the export 
and import irade of the country? -Certainly. 

7633. And I understand Hint it is your opinion, as 
expressed in your last answer, Mr. Campbell, that 
if w>ii stabilise the rupee in relation to gold then 
Indian internal prices will follow world gold prices? 
That wo think would 1 m? the tendency. 

7631. That in your opinion would lie the maximum 
degree of stability in internal prices which it is 
desirable to seek to maintain ? - Certainly. 

7635. In paragraph l (c), on the rising and tailing 
rupee, you say that 11 it is a truism that ultimately 
it is immaterial what level is chosen, ns prices and 
wages will in course of time adjust tlicinselvoK to 
whatever rate of exchange may be made effort ivo.” 
Are you aware of any special circumstances iu hid inn 
conditions which make that proposition less true For 
India than it is for other counti ie .-? — \ don’t know 
that f know zulKcieutly about other countries to tic 
able to compare the two. Hut our idea was that 
the only thing that is not ruled by that is forward 
coil tracts for :i period of years. 

7636. Do such contracts hulk more largely in 
economic and social conditions in India than they 
do say iu KiirnprP- cannot say with authority, but 
should not think so. 

7637. Is there any special class? Certainly not in 
our business. 

7H-N. liiisincss methods being here the same as elsc- 
\. here, one would hardly expect to find any great 
diUcrem-p? I do not know iff any great difference. 

7639. Nevertheless in this connection special con- 
sideration might have to he given to such settlements 
although they limy not he contracts, such as Hie land 
settlements? 1 lane included them in forward con- 
tracts. 

7(540. Then you say: “ It is just as unfair that Hie 
reduction of the home charges of the Tiidian Govern- 
ment should In considered a reason for this enhance- 
ment, of tho value of the rupees as that possible 
benefits to the agriculturist should ho made an excuse 
for inflating the currency and reducing the value of 
the rupee.” Your third point is: “ After a period 
of fluctuating exchange it is obvious that the fixa- 
tion at any point cannot he universally equitable, 
hut tho object, to ho aimed aL should lie to cause 
as little fresh disturbance ns possible. ” I want to 
find out what j r ou imply by fresh disturbances. What 
would he the cause of such fresh disturbances as 
those which you deprecate? Our idea is that ex- 
change is now Is. Gd. and that, everything has settled 
down aL that price, and a variation upward or down- 
ward will cause a fresh disturbance and alter the 
relation between debtors and creditors as compared 
with what it is at the present moment. 

7641. Then in the next paragraph your Committee 
think that 11 it is desirable that the rupee should 
have a fixed relation to gold, which is the basis of 
tho currencies of the countries with which India 
conducts the bulk of her trade.” Could you give 
tho Commission the lienefit of your opinion as to 
the relative advantages of a fixed relation to gold 
and a fixed relation to sterling? — Our idea is that 


gold and sterling are the same thing, and that they 
should continue tho saino thing if we uro going to 
stabilise. If sterling and gold are going to leave each 
other again, wo think the time is not ripe for the 
stabilization of the rupee, os such a large amount 
of our business is done iu sterling. 

7642. I understand the opinion of the Chamber is 
that stabilization should only be undertaken if we aro 
reasonably convinced that gold and sterling are to 
remain pegged ? — Yes. 

7643. if, on the other hand, there is a reasonable 
apprehension that sterling may be divorced once more 
from gold, would your recommendation be that there 
should bo a stabilization in relation to gold, or would 
it be that there should be no stabilization for tlie 
present at all? — I think that it ought to wait. 

7044. You would not recommend a stabilization in 
reference to gold if there is a danger of gold and 
sterling being divorced?— I would not. 

7645. I understand that is because of the practical 
inconvenience which would result to India’s external 
irade in having her standard of currency fixed in 
relation to some currency other than that in which 
tho hulk of tho external trado of India is settled? — 
Certainly. 

7646. 1 further understand that your Committee in 
not prepared to express any opinion as to wliether 
it is reasonable or unreasonable to forsee any future 
divorcement between sterling and gold? — One lias 
load a good many remarks as to whether sterling and 
gold can remain together. Our idea was that when 
the Commission get home, a i-ertuin amount of time 
will have elapsed anil they will be able to get informa- 
tion in Nngluud which we cannot get here, am! then 
should Ik? able to come to an opinion as to who Hu t 
sterling will remain with gold or whether there K 
any possibility of it leaving gold. We are not com- 
petent to express any opinion now. 

7617. Unsing, as I understand, its opinion upon 
what you have told us alioul the undesirability of a 
fresh disturbance, your Committee arrive at the con- 
clusion that, if the rupee is to be stabilised, it should 
Ik? at tho rate of Is. Gd. ; and 1 further gather that 
the reasons for that are two, in tho first place, as you 
have said, the avoidance of disturbance, amongst 
which you specify in particular the circumstance that 
to force tho exchange down to Is. 4d. would involve a 
rise in prices and thus n higher cost of living for the 
poorer classes — that is the first reason?- --Yes. 

7648. The socond reason is that at Is. 6d. in com- 
parison with Is. 4il. you have a bigger margin with 
which to confront any rise in the price of silver. At 
the same time you would deprecato equally any 
attempts to raise tho rate to Is. 8d. What are the 
specific evils which you would apprehend from such a 
policy ns that, from raising the rate to Is. 8il?- As 
we say here, it would necessitate a considerable 
deflation and the readjustment of conditions 
generally. We do not want a roadjustmont of 
conditions. 

7049. That argues that conditions are adjusted at 
the present time to the Is. 6d. rate? — We consider 
they are. 

7650. Setting aside such evidence ns is provided 
by index numbers, which is the first evidence to which 
one would refer, are there any other sources of in- 
formation to which you can refer us from which we 
can ascertain whether or not the internal prices are 
nmv in adjustment with tho 18 penny ratcP— W« 
think that the trade of the country is extraordinarily 
good at tho present time, which we think is nn 
indication that things have settled down at the pre- 
sent rate of exchange. Tlio Viceroy quoted certain 
figures in his speech to the Associated Chambers <« 
Commerce tlie other day which wont to show that the 
trade of the country nt the present time is better 
that it lias ever been. 

7651, If the rupee were either overvalued or under- 
valued externally in comparison with the internal 
value, T gather you would expoct that to bo impos- 
ing a handicap either upon exports or upon imports 
which would reflect itself in advene conditions in 
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the general trade of the country ? — I think it would 
affect the trade of the country. 

7659. From the absence of such an adverse state 
of affiaira and the comparatively prosperous state 
of affiairs you argue that the rupeo is neither over- 
valued nor undervalued externally, but that there 
has been such an adjustment us facilitates foreign 
trade in normal channels? — Yes, wo think that trade 
is very good which goes to show that tho present rate 
of exchange is right. 

7653. In order to make the basis of your view 

quite clear, in the lost words of the paragraph 

under question 3 you say that “ the rate to 
bo selected ought to bo the rato current at the 
time of selection. 11 Wo should bo right, I gather 

from that, that you select tho Is. fid. rate not us 

having an absolute advantage in comparison with 
any other but becauso it happens to be the rate to 
which, in your opinion, prices have now adjusted 
themselves, and that if it happened to be some oilier 
rate you would have recommended that other rale? - 
Yes, if wo were equally satisfied that everything 
had been adjusted to it, and that it would not be an 
abnormal rate. 

7654. Now we come to tho question dealt with in 
your following paragraphs as to the basic currency 
system for tile country. Might T summarize your 
recommendations by saying that you recommend as 
an immediate measure the adoption of an improved 
gold exchange standard and us an ultimate end 
towards which to work the introduction of a gold 
currency? — Yes. 

7655. In tho first place, then, we have to deal with 
the measures which you recommend in order to estab- 
lish an improved gold exchange standard. You say at 
the head of the paragraph under questions -1 (a) and 
(b): 44 Under the ipre-war system in order to avoid un- 
necessary movements of gold Government frequently 
entered the exchnnge market through the medium of 
the sale of Council Bills or He verso Councils as the 
case might be, thereby facilitating trade remittances 
in whichever direction the demand might arise. This 
system insured stability for a number of years and 
the Committee would bo disposed to favour its rc- 
introduction.” Your Committee recommend the 
method of sule of Councils and Reverse Councils in 
preference to the recently introduced method of tho 
direct purchase of sterling in India?- -No, Sir. We 
answer that question in paragraph 7 (a). What we 
are discussing here is whether Government can keep 
exchange level by Councils and Hoverse Councils or 
purchasing in India or wherever it suits them to do 
it or whether tho gold should actually bo shipped 
backwards and forwards. 

7656. AVliat would the opinion of your Committco 
l»o ns to the rolative merits of the two methods, the 
method of Council Bills or tho method of pnrehaso 
oi sterling in India? — That I think is fully answered 
in paragraph' 7 (a). 

7657. It is answered by the recommendation that 
the remittance operations of the Government of India 
should be conducted by the Imperial Bank ? You Bay 
that the Government should bo free at any time to 
adapt themselves to tho conditions of the moment, 
etc. Of course I follow that, if tho remittnneo opera- 
tions be conducted by tho imperial Bank, that 
involves an abandonment of the method of Council 
Bills P— Yes, hut they might use tenders. 

7658. I will ask you about tenders later. I gutlier 
thut you are not here expressing an opinion hostile 
to the present method of purchase of sterling in 
India P — No, Sir. 

7659. Then you make tho recommend at inn that 
.vour Committee 14 think that an undertaking should 
be given in respect of both the maximum and mini- 
mum rates "of exchange in any future scheme of 
stabilisation, v> 80 that the obligation should be equally 
to buy and sell P— Yes. 

. 7660.. You look upon thut &b an essential feature 
m a scientific gold exchange standard system?- -Yes. 

#6il. In paragraph 4 (r), as regards tho composi- 
t,on of the gold standard reserve, you recommend 
56588 


11 that it should conluiu a considerable proportion 
of gold.” Wlmt is tho basis of that recommendation ? 
-Our feeling was that it might be required in gold 
and that it might not always bo easy to get gold. 

7062. Might wo put it in this way, that if you 
keep all your reserves in securities, even though they 
he short term securities, you may find your rosorvo 
unduly demobilised at a time of crisis? — Yes, Sir, 
and export of gold mighL he prohibited or some such 
regulations might be brought in hy which India would 
not he nhlo to get gold, if she does not actually 
possess it. 

7663. As regard tho locution or tho aeLual gold 
portion of the reserve, is thcro any opinion held hy 
your committee us to wlmt that location should ho? 
-The gold to he held in London? 

7661. The gold held in tho gold standard reserve. 

L think you state in tho third paragraph that a 
portion of tho gold should he located in India? - 
Yes, that was our idea, a portion in Knglund and 
a portion in India. 

7665. And such gold as is held in England should 
be earmarked? That is also one of your recom- 
mendations? — Hy earmarking we mean that we can 
always get it even though export were prohibited 
and also it can he taken without disturbing the 
Lmdoii market. We did not want it to he included 
in tho goltl balances in London. 

7666. Even iT it ho held in the gold lmlauees in 
Ijomlon, it would serve as a basis for eredit- in India, 
would it not? Does it make any real difference 
whether it is earmarked or not? Wo do not know 
what the word “ earmarked M quite means in Loudon. 
All that we meant was that, it should he enLirely in 
a separate* place of security and should bo there 
whenever India wanted it. Whether they actually 
use the expression “ earmarked 99 in the Bank of 
England T do not really know. 

7667. Ignoranco as to what tho phrase 44 ear- 
marked ” means is not an ignoranco peculiar to your- 
self. The question is whether it makes any real 
difference as regards its use as a basis of eredit and 
where the credit is employed whether it is 
earmarked or not. You are trying to supply tho 
weird 14 earmarked 99 with a meaning by assuming 
that it means that- the- Hank of England makes a 
public announcement that they have gold to the 
amount of A in their vaults that belongs to the 
Government, of India? (.If r. Itiishforth.) Wo want 
to he quite sure that no regulations regarding the 
control of gold in London apply to that particular 
gold. There is a strong feeling that the Indian gold 
in London is not always available and our idea was 
that we should have* absolute control of any gold that 
was left there. 

76GH. Why should that gold he held in London 
rather than in India?— Because it saves the expense 
of shipment. It is obviously uneconomical to get- 
gold backwards and forwards and in order t.o meet 
Indian sentiment in that way and t.o allay any sort 
of suspicion Unit the gold left in London is not really 
Indian gold, I think it might he earmarked in some 
way so that there may he the satisfaction that it 
could always ho goL under any circumstances. 

7660. Whether or not that would be a positive* 
satisfaction becomes rather a psychological question? 

Yes. 

7670. Finally, you complete your structure for a 
scientific excbnnge standard by your important 
recommendation that when (lie gold exchange reserve 
is drawn upon for exchange purposes a correspond- 
ing contraction of the currency in India should ho 
made. Ts it possible to amplify at nil how you would 
ensnro that the emit raet inn should bo made on tlio 
reduction of the reserve?— T think one would have 
to lay down that the gold standard reservo should 
he used for purposes of transfer only, that it should 
not he used for purposes of loan. 

7671. Wlmt. does 44 transfer M mean?— By trans- 
ferring, you transfer from the gold standard reserve 
in London to the Treasury balances, and from the 
balances to the gold standard reserve in India. Any 
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operations would bo in the nature of transfers from 
IjoikIoii to India. 

7072. Would Hint secure an automatic contraction 
of the currency in India?-- -Provided your gold 
standard reserve in India were held apart, as u 
separate reservo. 

7073. I do not quite follow for the moment how 
that would uiuke it impossible to lot out the Indian 
currency after it had come in again. 1 will put it 
in this way. Whut one wants to ensuro is that, 
once local currency has been brought in for the pur- 
pose of some form of international payment, the fact 
that the international payment is made out of the 
reserves and has reduced those reserves makes it 
impossible that that currency which has been paid 
in India should get hack into circulation in any way, 
and the question arises what machinery will secure 
that end? In olden days they used to lock up 0 crores 
of rupees in a special currency vault and they could 
do the same sort of thing again. If people tendered 
2 crores of rupees for 2 million pounds of gold 
.standard reserve, those 2 crores of rupees would ho 
locked up thus. 

707-t . That was done as a matter of policy and not 
ns a mutter of obligation. What wo desire to secure 
is that lit should bo a mutter of obligation tliut there 
should he some provision that would make it impos- 
sible to Jet out that currency? — Yes. 

7075. Would it lend to such an obligation if we 
were to adopt your suggestion that the gold standard 
reserve should he used only by way of transfer and 
not by way of Joan? — J do not quite know if that 
would he the technical way of expressing it. There 
should be some sort of statutory obligation. I under- 
stand at present there are no statutory rules for 
governing the gold standard reserve. 

7G76. Tliero would have to be some sorb of statu- 
tory obligation that a reduction in the reserve should 
lie linked to a reduction in tho internal currency? — 
Yes. ‘ 

7677. Now 1 turn buck to a central fcaturo of your 
proposals, to the second paragraph of 4 (c). You 
say that the gold stumlard reserve “ should be allowed 
to increase to a much larger figure than £40 
millions ” and the profits oil coinage should continue 
to he added to it. I imagine it would ho imprudent 
to look for any prolits on coinage in the near future, 
would it not? — (Mr. Campbell.) No; wo do not 
anticipato any profits on coinage. 

7078. ” Together with the interest on tlio invest- 
ments ” ? — Thai is a considerable figure. 

7(57D. 11 No decision should he arrived at as to its 
ultiiiiute size, ns it might be permitted to increase 
until it was large enough to allow of the introduction 
of an effective gold standard.” 1 understand that 
it w ? onld be your policy* thus to increase the gold 
reserve with a view to using it some day for the 
introduction of a gold currency. Tlave you been ablo 
to give any consideration ns to the actual measures 
by which you would ultimately proceed, when your 
reserve was big enough, to introduce the gold 
currency? — We had not thought anything out in 
detail. Our idea was to start gradually with a large 
value gold edin. Wo mention it in paragraph 6 (a). 

7G80. The measures to which you look forward 
are the measures referred to in paragraph 6(a)? — 
Yes. 

7681. We will deal with those when we come to 
them. You are in favour of the idea “ that the 
note issue and tho whole of the monetary reserves 
should he under the control of a central hanking 
authority,” and you say, 11 this would involve tho 
reconstitution of the Imporinl Bank of India.” I 
understand that the principal measures of recon- 
stituting the Imperial Bank to which you refer are, 
firstly, that tho shareholders should become con- 
sultative and advisory with a limited interest in 
the profits; secondly, the transfer of the personnel of 
the Currency Department; thirdly, that in the new 
constitution of the Imperial Bank the Government 
should have a large measure of control. As regards 
this third essential in reconstitution, I gather it 


is tho opinion of your Chamber that the Govern- 
ment has not at present a sufficient measure of 
control over the Imperial Bank? — It is rather 
difficult for me to Bay. 1 have nothing to do 
personally with the Imperial Bank and I do not 
really know how* much Government do exercise the 
control which I believe they could exercise if they 
wished to do so. 

7682. What is known to tho public is the present 
constitution of the Imperial Bank as regards to 
appointment of Managing Directors by tho Govern- 
ment, und so forth. In considering that formal 
constitution, would it be tho opinion of your 
Chamber that that did not secure a sufficient 
measure of control to the Government?— Our view 
was that the whole mutter would have to bo very 
carefully considered. We have not got very much in- 
formation regarding it and we thought the matter 
would require tho fullest consideration; the whole 
scheme would have to be gono into from beginning 
to end and considered at one time. 

7083. The principle upon which you are proceeding 
in the reconi in nieiidatioiis being that the Imperial 
Bank should ho substantially controlled as to its 
policy by tho Government?— Yob, Sir. We do not 
want too much Government control but a sufficient 
control. 

7084. To secure what ends should tho system of 
control be devised? Is it to secure that the general 
policy of tho Bank, as regards control of currency 
and exchange, should proceed from tho Govern- 
ment?— I think that should bo supervised by 
Government. 

7685. One feels that the practical difficulty is 
whether tho Government is actually to give the Bank 
Us policy or whether the Government is only to 
have power to iutervono if it does not approve 
of what tho Bank iB doing; or, to put it in another 
way; whether tho Government is to be the actual 
active controlling power as regards currency policy 
or whether it is only to have a power of veto and 
(I use the word in no derogatory sense) interference 
to protect the public interest. Which would you 
look upon as the ideal to be servod? — I think the 
latter. We think that tho Bank people can probably 
do best but wn would like the Government to keep 
an eye on it and ns far as possible not to interfere 
hut if necessary to exerciso their veto. 

7686. It is common in other countries to deprecate 
Government control of a Central Bank of issue on 
tlio ground that Government control means a danger 
of political influence. Have you given any weight 
to that consideration? — We are vory much against 
political influence. We think that business people 
can run a bank bettor than the politicians. 

7687. Are you of opinion that Government control 
can bo secured in such a manner os to obviate the 
danger of political influence upon currency policy? — 
If we were to hand it over to the Imperial Bank 
T think it would be a step in that direction; 
political influence is more likely to be avoided than 
if it woro left entirely in the hands of the Govern- 
ment. 

7688. Finally you say in this connection that 
every precaution should bo taken to prevent the 
creation of a banking monopoly. In that connection, 
does your Chamber recommend any restrictions upon 
the classes of business in which the Bank may 
engage? In view of this recommendation one is 
concerned to enquire what is the nature of the 
precautions that you recommend to prevent the 
creation of a banking monopoly P — Our view was 
that that point should be considered in detail when 
tlie whole thing was gono into and it was a general 
recommendation that monopoly should be avoided. 

7689. Might one put it in this way, that j*our 
recommendation is a general recommendation that 
the Central Bank should be a bankers’ hank, and 
that it should not be in a position to make nie of 
its special advantages to enter into competition 
in ordinary business with other banks? — Yes, except 
in places where other banks do not exist. We think 
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it ought to be a trading bank. To encourage 
banking in the country it has got to be a trading 
bank in certain places in order to open up banking 
throughout India. 

7690. Can you express any opinion as to whether 
it is practically possible to limit the business which 
the Bank can conduct in one place and to remove 
those limitations as to the business which it cun 
conduct in another place. Is that possible for a 
bank? — I think you can distinguish between external 
and internal business to a great extent. 

7691. That is a distinction between the general 
nature of the business which it is to conduct, not a 

» distinction between the business which it should con- 
duct bore and the business which it should conduct 
there? — We have not gone into Llml point in detail. 

7692. In paragraph 5 (d) you deal with the question 
of the rupee note and small notes in general. 1 
understand that, generally speaking, your Chamber 
nro in favour of the one rupee note? — Yes, Sir, it was 
very much appreciated. 

7693. And thay regretted the decision of tho 
Government to withdraw it?- - Yes. 

7691. I understand that was based upon your 
practical experience. As you say, the note was 
readily accepted, and it quickly became popular, 
especially in the jute districts? — Yes, Sir, in Eastern 
Bengal. 

7695. We hnvo been told, on t<ho oilier hntui, that 
the note was unpopular becauso it was not in- 
frequently destroyed in the bauds of the holder, and 
that it was looked upon therefore as an undesirable 
form of currency* Have you any comment to make 
upon that? — There were certain complaints about 
it when it was first introduccnl but 1 think the 
number of these one rupee notes which went into 
circulation is n proof that they were exceedingly 
popular wiLh certain classes of people. 

7690. Then you adduce tho further reason in 
support of the one rupee note that, if at any future 
date it became necessary to restrict the issue of 
silver rupees, you would already have a medium of 
circulation which the people were list'd to and could 
make further use of ill substitution for the rupee? - 
Yes, Sir, if you suddenly came out with a new issue 
it would ho more likely to create suspicion than if 
tho issue which was already going was further 
extended. 

7697. So that you look upon the one rupee note 
as a further insurance against, the evil consequences 
of any overtaking by the price of silver of the bullion 
value of tlio rupee? It might ho useful in a 
temporary crisis. 

7698. Now wo will resume consideration of your 
proposals for tho ultimate introduction of a gold 
currency. I understand your first proposal is that 
you should introduce a convenient gold coin. That 
would bo an Indian gold coin, as F understand?— 
Yob. 

7699. As an essential of that you would hnvo a 
mint at work which would freely coin gold brought 
for coinage? — Wo did not think it was absolutely 
essential. We thought it was a mutter of cost, 
whether it was cheaper to get one’s gold coined 
in India or elsewhere, but wo uru not against an 
Indian Mint coining Indian coins. Tn fact I think 
Indian sentiment wishes it and we have got no 
objections to it. 

7760. You consider that the matter of sentiment 
is something to bo positively weighed against the 
question of any additional cost? — Yes, provided the 
cost is not out of all comparison. 

7701. This gold coin should be so adopted ns to 
id vo a convenient relation to whatever ratio is fixed 
for tho exchange value of the rupee?— Our idea of 
a gold coin waB that it should ho of so many rupees; 
exchange value would not come in. 

7702. Thus, if tho ratio of Is. fid. were adopted, 
avoiding the difficulty of having imperfect fractions 
of rupees in the gold coin to bo made current? — 


77U3. Could you umplify your proposals by telling 
us how you would put this gold coin into circu- 
lation? — Our view was that it could only bo dono 
slowly and according to the circumstances which 
obtained from time to time. Jt might bo possible 
to do it more one year and less in another bub wo 
could not state any definite amount that should 
bo given out from year to year. • 

7704. That would depend, no doubt, upon tho rate 
at which your gold in tho gold standard reserve 
was depicted? — To a cor La in extent, yes. 

7705. Would it depend upon anything else? — 
(Mr, ltush forth,) It would have to come out of tho 
paper currency reserve in the first place, in exchange 
fur rupee's? 

7706. That is tlm way in which it would get into 
actual circulation, that rupees would ho brought in 
and gold would lip let out of this paper currency 
reserve?- That is what would happen. 

7707. And then what? The paper currency reserve 
would receive transfers of gold from the gold stan- 
dard reserve? — {Mr. Campbell.) Yes, and tho gold 
standard reserve make up the ditfereuco against the 
melting down of the rupees which they brought from 
the paper currency reserve. 

7708. Receiving as a credit against tho debit 
whatever was realised on tho sale of the bullion 
in the rupee as and when it was required? Yes, the 
gold standard reserve would make good the deficit 
on the rupee as between its fueo value and its bullion 
rupee. 

7709. Therefore the extent to which you can under- 
take the encashment of rupees in gold would depend 
upon whatever surplus there was in the gold standard 
reserve?-- Yes; it would eventually. 

7710. And that would depend upon the rate of 
aeciini illation of interest in tho gold standard 
reserve? — Yes. 

7711. T understand you would undertake the ohliga* 
tion to give gold against, rupees precisely in propor- 
tion to the gold available tor tho purpose from the 
gold standard reserve?- Yes; 1 take it you would 
< loci do how much was available for that object, and 
then give it out accordingly. 

7712. Tho cost of that would be the cost of tho 
Joss of interest on tlm gold standard reserve? — 
(Mr. Hush forth .) The gold standard reserve would 
actually lie reduced in amount.; it would nob be in 
the nature of the transfer transaction that you 
referred to previously. 

7713. You would fix no doubt in the first place 
some minimum for the gold standard reserve below 
which you would not make use «r this gold?— 1 
think one would have to settle from timo to time 
how. much you cull spare. 

77 14. If one hkniiiiios that the gold standard reserve 
is not to fall below its present amount, (let us make 
that assumption for the present), then tho crost of 
your gold currency would amount, would it not, to 
this, that you are no longer receiving, as you are at 
present, in relief of revenue the interest on the gold 
standard reserve? Yes. 

7715. Then ultimately yon look forward to tho timo 
when you will make the rupee no longer legal 
tender? (Mr. (’nuipbt'll.) Yes. 

7716. Do you contemplate that, before that is done 
it is neeossary to give the holders of rupees nil 
opportunity of eonvertiug them into gold? — Yes. 

77 L7. You would not, therefore, dethrone the rupee 
until the holders of rupees have had an opportunity 
for such conversion? — T would not. 

7718. And yon would not be able, therefore, to 
undertake tho final dethronement of the rupee until 
you had sufficient gold accumulated to undnrtakn 
l lie legal obligation to convert into gold whatever 
amount of rupees you estimate might bo presented? — 
Yes. 

7719. Yoii say 11 it will be neenssary, the Committee 
think, even when a gold standard is established, to 
provide a gold exeliangn reserve or a suitable pro- 
portion of tho currency reserve, in London to meet 
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any temporary crisis caused by an unexpected weak- 
ness in exchange.” I may be wrong, but I rather 
gather that the basis of that recommendation is 
this, that you have usod your gold to some extent 
hy putting it into circulation; that gold in circu- 
lation, according to common experience, is not 
rgadily available as a means of international pay- 
ment for the support of exchange; and, therefore, 
you come to the conclusion that it is still necessary 
to keep some special reserve to supplement the gold 
in circulation in support of the external value of the 
internal currency?- Yes; wo felt that there might 
he a time when it might not be possible to movo 
the gold or get the gold sufficiently quickly to send 
it home, and it might be necessary to have a certain 
amount of gold there to draw on until tliut difficulty 
had passed. We understand that in other countries 
it is done; for instance, Enghvtid at present has 
got large credits in America to tide over any 
difficulty like that; and we havo been told also that 
Jupan has gold in both England and America for 
this same purpose. 

7720. Great Britain would hardly be a cose in 
point, would it, becauso in Great Britain, under our 
present system, the internal currency is inconvertible 
and tliero is no gold in circulation; we arc in sub- 
stance on an exchange standard? -Yes, tliut is so. 

7721. But here your recommendation applies to 
a state of affairs whero there is gold in circulation 
and the internal currency is convertible? -Yes; it 
does not apply quite to the same extent; but the 
idea is tho same, namely, to tide over a difficult 
period. 

77(22. If the convertibility of the note circulation 
under these conditions of a gold standard were 
adequately protected by the paper currency reserve, 
and if the gold in circulation were readily available 
for export, then there would bo no necessity for 
any further reserve for the protection of exchange, 
would there?- No foreseeable necessity; but wo uro 
particularly anxious not to risk anything. 

772ft. One question oil the remittance business, ns 
to which you have already been so good ns to 
answer one or two questions. You say towards tho 
middle of paragraph 7 : 11 On the oilier hand, in a 
fulling market it might bo advisable for the Govern- 
ment to adopt a different method, possibly to rovert 
to tenders in India or in London.” Can you explain 
why Lhe method of tenders is specially to he recom- 
mended ill tlio case of a falling market P- -(Mr. 
J/veh forth.) We only think that the Government 
should bo at liberty to adopt that method, if they 
found that by entering a falling market they did not 
causo too much disturbance. Wo do not think their 
hands ought to he tied in any way at present. 

7724. That general point of policy would apply, 
would it not, to operations in the market in either 
sense, rising or falling P Yon reserve it here to a 
falling market: I thought perhaps there might be 
Romo special point, in tliut? — {Mr. Campbell.) A 
fulling market is always a more difficult market to 
deni with than a rising market; wo merchants always 
find that. 

7725. At tho end of that paragraph I find a 
special explanation that by the word “ Government ” 
the Committee means the Government of India, 
ns they consider that the Government! of India are 
in a better position to regulate theso operations 
than the Secretary of State. Ts there anything to 
he said in amplification of that opinion? — I think 
not, except that we think they are more closely 
in touch with the actual position mid therefore have 
a better idea of tlio feeling of tho market. 

7720. You say in your final paragraph under this 
heading: “Tho Government will be unable for a 
considerable time to come to divest themselves of 
responsibility to tho public for tho maintenance of 
exchange at whatever ratio may bo fixed, and it wil! 
ho necessary therefore for them to retain full control 
of tho management of remittances, though tho actual 
operations might be conducted through the Tmperiu! 
Bank na at present.” What would be the effect 


upon your opinion in this matter were your 
recommendation to be adopted aa to the transfer 
of the control of the note issue and the responsibility 
for exchange to a central bank ? — We say the 
Government would be unable for a considerable time : 
we thought it was bound to bo a considerable time 
before any such transfer to the Imperial Bank could 
possibly be made: our advice is that it could not 
he done under two or three years. 

7727. You contemplate that, when the transfer 
of tho note issue and the responsibility for exchange 
is made to the control bank, it is natural that the 
central hunk Bhould also conduct the remittance 
business of the Government of India? — I think wo* 
would like to see that; it is a matter which has to 
be considered in detail when the transfer is made, 
as also the terms of the transfer. 

7728. Lastly, we come to the question of seasonal 
elasticity in the currency system. 1 understand 
there that you express general satisfaction with the 
basis of the present system P — >We like the results, 
hut we do not quite like the way it is done. 

7729. What aro tho criticisms to be made upon tho 
way in which it is done? — Tho bills which are 
deposited with Government by the Imperial Bank 
are not hills against actual goods; they are purely 
accommodation Bills. Tho actual position is that a 
great deal of raw material is purchased by buyers in 
Calcutta; they pay cash (or very nearly cash) 
for the material from up-country, and do so by 
operating against a current overdraft from tho 
Bunk. When tho Bank want bills to deposit with 
Government in order to get moro currency they ask 
the people who have got overdrafts to draw bills 
and then givo them the money against tho Bill 
instead of against the overdraft. Tho result is 
really that it is only a hill itt reduction of an over- 
draft and not a bill against goods which romain to 
he paid for. In practice tho result is the same, 
because though in tho first place tho goods havo 
boon debited against overdrafts, they are afterwards 
reallocated against tho hills; but it is not quite 
right. 

7730. It is true that thoro is no hill in tho first 
place, and that somebody has to be stimulated into 
producing a bill to serve as a security; but as a 
matter of fact the transaction hy its nature is one 
which is appropriate to be financed by a trade bill?- - 
Yes; we agree; only the original bill is not drawn 
ns it should havo been. 

7751. It does not mean that the bill, when it 
comes into existance, is any the less a real trade 
hill because it is brought into existance by somebody 
being stimulated to make itP — It is not drawn hy 
the original owner of the raw material, the man 
up-country who Bends, say, jute down to Calcutta; 
he does not draw tho Bill; he has been paid cash. 

7732. The criticism of the system really is that, 
owing to the course of business in India, there are 
not enough real trade bills drawn to provide the 
necessary basis for the seasonal currency P — Yes; I 
understand there are practically very few trade bills 
drawn. It is not the custom of the oountry and we 
should like to see that increased. 

7733. That suggests that there are two possible 
policies to he adopted; (1) either to find tome other 
basis for tho seasonal increase of currency in addition 
to trade bills, or (2) to adopt measures to increa.se 
the number of trade bills available P — Yes. 

7734. And I understand that your Chamber 
recommend the latter course? — Yes. 

7735. Opportunities should lie given in order to 
promote the number of trade hills which come into 
existence ?■ - That is our view. 

7730. Ami the opportunities which you actually 
recommend are the abrogation of the stamp duty, 
in the first place, and, secondly, that tho Govern- 
ment should act an example hy insisting on suppliers 
drawing bills on them for goods supplied to them P 
That is no, to encourage the hill habit in the oountry. 

7737. You do not make any suggestion as to tho 
enlargement of the nature of tho securities against 
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which the seasonal increoso in currency nmy bo 
brought into being P- No, Sir, wo think the Recur ities 
are quite good. It is only the manner in which 
the bills are drawn which we think is wrong. 

7738. {Chairman.) Now I will ask you to he good 
enough to deal with any supplementary questions 
which my colleagues may have to ask you upon the 
memorandum. 

7739. {Sir Norcot Warren.) I refer you to 
question 5 (a) under which you say : “ Tti the new 
constitution of the Imperial Bank, Government 
should have a large measure of control, and every 
precaution should bo taken to prevent the creation 

* of a Banking monopoly. The interests of the 
Exchange Banks and indigenous Banks should ho 
carefully safeguarded. 9 * Am I right in assuming 
that what your committee desired to emphasise is 
that, whilst dosiring a clearly defined co-ordination 
of banking interests for tho benefit of the country 
as a whole, they are anxious that nothing in the 
nature of a monopoly shall bo permitted and that a 
definite demarcation of banking interests shall ho 
arrived at whereby tho operations of the Central 
Bank shall not clash with or prejudice the interests of 
the exchange or indigenous banks P Am I right in 
mumming that that was what was in tho minds of 
your Committee ? — Yes. 

7740. A little further on you say that tho 
Imperial Bank should “encourage the hanking hahit 
throughout India by opening new branches, hut as a 
general rulo new branches should not ho opened in 
places where other well-conducted banks already 
exist. 91 Could you tell me exactly what was in the 
minds of your Committco when they said that as a 
general rule new brandies should not be opened in 
places where other well-conducted banks already 
exist P — Our view was that the Imperial Bank should 
open new branches in order to encourage the 
banking habit. Presumably tho Imperial Bank will 
only be able to opon a certain number of new 
branches and if there is already a well-conducted 
hank catering for the hanking business in a 
particular place, we would rather see tho Imperial 
Bank go somewhere else than to the place where 
banking facilities have already been provided. 

7741. Well, that is only considering the hanks. 
But shouldn’t we consider the people who deal with 
the Banks P For instance, we have opened a hundred 
branches, as you know, up to the 27th of January 
next. And the opening of these branches postulates 
a degree of unavoidable competition with other 
banka but in my opinion this is not necessarily 
unhealthy and the absence of it must, I think, ho 
of doubtful benefit to the trade and to the country 
generally since a monopoly must tend to lend to 
excessive rates which is bad for the development 
of trade. As a matter of fact, I havo had an 
examination made of tho effect of the opening of 
the Imperial Bank at a number of the larger new 
branches and I am satisfied that the general 
tendency of the Imperial Bank's operations at these 
places has been to reduce to a more reasonable 
level the rates for bills and remittances. Isn’t that 
all for the good of the country? — Provided that 
the banks already there have a reasonable margin 
of profit. If there is a bank already in existence 
at that place, we don’t want the Imperial Bank to 
come along and out the rates so fine thnt that bank 
has to go out of existence. 

7742. You mean to say you advocate one bank in 
one place able to charge any rates they liko because 
there is no competition? — I said well-conducted 
bank. 

7743. Well, a well-conducted bank can charge high 
rates P — We don’t consider that it is a well-conductcd 
bank if it charges an exorbitant profit. 

7744. I have known cases up-country where they 
Have charged excessive rates?— By well-conducted 
banks we meant banks that do not charge excessive 
rates. 


7746. Don't you agree that competition is good?-- 
To a certain extent, ye*, as lung an there is a policy 
of live and let live. 

7740. Well, suppose you bail a wcll-conducted bank 
up-country charging 8 per cent., say, for a loan for 
mx mouths and another bank enmu along and charged 
0 per coiit., you would not end this reducing the 
rata very much ?- -It depends on the conditions of 
the money market in India. 3 per cent, might be 
reasonable or uiireasonahlo. 

7747. Tho only way you can bring rates down, in 
my opinion, is by competition, and I. personally would 
welcome more banka up-country in every place? - 
From tho merchant's point of view, quite so. But 
if them is Luo much competition there may ho not 
more hanks but loss hanks. If you are going to 
drivo out oLher hanks, on the whole eventually you 
will end u]) with less hanks than you started with. 

7748. Then you think wo are hurting tho 
indigenous hunks at these places where wo have 
opened ? — f don’t sny that. 1 cannot speak with 
authority on tho subject. 

7749. You read 11 Capital ", and f suppose you have 
seen that the Allahabad Bank's dividend, since tho 
Imperial Bank opened in 1921, has been at the rato 
of 18 per cent., whereas the Imperial Bank has only 
paid 18 per cent. So wo cannot have dono much 
harm? — VYc are not talking about tho past, Sir. This 
is a recommendation for the future. 

7760. But what 1 want to get at really is, why you 
should object to our opening in places when other 
hanks ure there already? — 1 don't object if there is 
room. If there are two hanks there aud there is 
room for a third, wo have got no objection, especially 
if the hanks there are not being managed properly. 

7751. Well who is to decide? — T think it is a matter 
for the Imperial Bank. 

7752. But the other banks might object?- Perhaps 

they will. But things adjust themselves. In 

considering the opening of a new branch £ think that 
is a matter which you ought to consider. 

7 753. r think that you and your committee arc 
thinking too milch of the hanks. 1 am thinking of 
the customers?- What wo chiefly want to encourage 
above all tilings is the bunking habit in India. 

7754. Well that is the way, by opening ns many 
branches ns possible. And we are t-lm only people 
who are optuiing? We quile agree. We look to the 
Imperial Bank to open as many branches ns possible 
where they uro wanted to encourage the hanking 
habit. 

7756. Well, there is one more question. Tn answer 
to the Chairman, — I may he quite wrong, but I 
understood you to say that thcao erores and croros 
of rupees of hills that we discount for tho bazar, year 
in year out, are all kinds of accommodation bills? - 
No, Sir, £ was talking about bills which you nsk us 
to give you in order to get more currency. 

7750. (Sir Norcot Warren.) I lieg jour pardon. 
Thunk you. 

7757. (Sir l*vrnhotam*hi * Thnknrdns.) Mr. Camp- 
bell, in 1 (a) you say tho Coin mitten of the Chamber 
do not fuel confident that the present is ari ideal Lime 
for tho attempt at stabilization. You give two 
reasons for it, (a) and (6), and under (h) you name 
nil tho reasons again. One is whether sterling will 
keep at gold point hereafter or not, and tho second 
is regarding internal conditions in India, especially 
with reference to a bad monsoon. Your conclusion, 
however, is — I will rend the last few words. 

“ Government should confino their exchange opera- 
tions to moderating tho swing of the exchange 
pendulum rather than endeavour to bring about 
equilibrium at a rate which would fie unsuitable to 
Indian conditions." The unsuitable part to Indian 
conditions is only in connection witli poor monsoona, 
is it not?— (Mr. Ifush/nrth.) Not necessarily. 

7768. What olso havo you mentioned P — We have 
mentioned the external conditions. 

7759. Yes. But that is external. T am now re- 
ferring to internal conditions. If you don’t mind £ 
will deal with the external conditions in a minute P 
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Hut uiir suggestion, Sir, is that the rate might he 
unsuitable with reference both to external ami 
internal condi lions. 

77GO. I know. 1 am taking them separately. Your 
committee give two misoiLu, one is external uiui the 
other is internal. The internal conditions being tho 
easiest to deal with 1 will tuko first, and that 1 find 
refers to poor monsoons only? — Yes. 

7761. 1 ain sure jou will agreo that that reason 
will always exist whenever you undertake tho ques- 
tion of stabilisation. I mean, you may always feel 
that next >ear may be a poor year, the following 
year may be a had year too, and with a little ill-luck 
India may have a third bud year. Therefore, if you 
attach too much importance to it you will never 
stabilise. This is ns regards the internal reason. 
Now us regards the external one, that is restricted 
to the sterling keeping at gold point? -We also 
mentioned the future of gold prices. 

7702. And the future of gold prices. Now every 
other country which has had dealings with Kngland 
ns the clearing house of the world must have tnkou 
this into consideration. South Africa, for instance, 
or any part of the Knipire. Should it not? I will 
put you then the main question -Why do you attach 
so much importance to this point for Jmlia? Cun 
you quote* any other part of the British Km pi re or 
of the world which had allowed this to come in Lho 
wuy of stabilisation? — Because it was the cause of 
failure in the experiment of 1920. We think the* 
Commission are in the best position to judge whether 
these things are likely to happen again. 


77(53. At that lime India took the plunge first in 
attempting to set right its policy regarding stabilisa- 
tion. Unfortunately she tailed. Now, we have had 
several other countries which have tried to attain 
stabilisation. The best instance one call give is the 
United Kingdom. Why do your Committee attacTi 
so much importance to this fear when no other part 
of the Knipire has attached that importance in any 
other country ?— Wo said l hut we do not feel com- 
petent to express a definite opinion on these matters. 
We merely mentioned that because we know that 
other people who arc more competent to express an 
opinion than wo are have expressed doubts. 


77(54. 1 have noted that, Mr. Hnsliforth, Ju para- 
graph 6 above. And 1 think you said, in reply tc 
the Chili mi a ii, that when this Commission goes batik 
to Kngland, which is in greater touch with condition* 
all over the world, they may he able to suggest some- 
thing. But what surprises pie, Mr. Rushl'orth, is the 
liwi paragraph under question 2, where you say that 
the decision to stabilise should take effect immediately 
on the publication of the report, assuming that the 
rnte selected for stabilisation is Js. Gd. Why do you 
lu.v down Hint condition? Whether it is to he Is. 4d, 
or Is. fid. or Is. 7d., you are either prepared tt 
accept the recommendation of this Commission oi 
you are not? (Mr. Campbrll.) Wliut we have done 
there is that we have recommended Is. Gd., and wc 
have assumed, in view of what the Finance Mombei 
has said, that, when tho issue of tho report of the 
Royal Commission is made, that the rate will be 
about Is. fld., and that being so, if it is about that 
rnte, then we wish it to take effect immediately. 

7765. Ycp. Mr. Campbell, hut your committee hm 
Tully taken cognisance of the various uncertainties! 
going into details in a very minute manner. Thor 
you further say you don’t feel fully competent tc 
make up your minds in this connection, hut you arc 
prepared to accept the decision of this Commission 
when they return to England and get more in touch 
ami fool confident that the tinio is ripe when they 
may stabilise the rupee. But you put in a caveat 
and sny that the only rate is Is. 6d. Supposing that 
the Commission felt that Is. 7d. would be a bettei 
lg - lie a better rate, may J 

take it that your Chamber would be equally prepared 

to nu,h /° rth ) We have replied 

2 m Jm ii°ri. Und : r que * tion 3 - We <wsnm e that 
• M - Wl11 be th » *»te at tho timo of the Report. 


77CG. In spitu of any other conditions with which 
the Commission may feel impressed in the course of 
their inquiry in Kngland? We ussuine that it will 
ho tho rate when the decision as to stabilization of 
the uxchungc lakes effect. 

77G7. You say in your stutement that it should 
take effect immediately provided it is Is. Gd.? If it 
is anything else than Is. Gd., should it not take 
effect? (Mr. Campbell.) i do not say that it should 
lake effect immediately in that case. However, that 
is a matter that we have not considered. What we 
do say is, if you confirm the rate as it exists on the 
issue of your report, then it should come into effect 
immediately. 

77G8. Supposing it wore js. fid. or Is. 7d., would 
you say the same thing then? Wo have not con- 

sidered it from that point of view. 

77G9. Regarding what you say under 1 (l»), 

— ' 11 The Committee recall that n point which 
was considered of great importance to tho country 
as a whole in the last Budget Speech of the Honour- 
able Finance Member, was that fluctuations in ex- 
change had moderated the range of variations in 
internal prices.’ 1 j)o L understand that yon quote 
the Finance Member there with the approval of your 
Committee? Do your Committee approve of his 
operation to this effect? — That is a statement made 
by the Finance Member, and that is why we 
mention it. 

7770. How then was it a point which was con- 
sidered of great importance to the country : do I 
understand that your Committee approve of tliut 
statement and that operation of his? I just want 
to know whether it is being quoted with the approval 
ol your Cnmmittco or only by way of information foi 
the Commission? For the information of the Com- 
mission Olllj. 

7771. I take it, Mr. Cumphell, that- that modera- 
tion of the range of fluctuations in internal prices 
was in the direction of lower rupee prices to India 
as compared with the fluctuations in the world’s 
prices? -You are speaking of the effects of fluctua- 
tions in exchange reform! to by tho Finance 
Member? 

7772. Yes. -I take it that wus the general result. 

777.1. The Finance Member said in hia Budget 

speech that although the gold prices in the world hud 
advanced, hy his manipulations of the exchange he 
had maintained a steady level of prices in India. 
Hint is wlmt. he said in his speech, and that is what 
j'ou refer to, thut although tho world’s prices had 
gone up, in Judin he kept a steady level of prices? — 
That was his statement. 

7774. Now when tho world’s prices in at least one 
important commodity, raw cotton, have gone down 
this year, would your Chamber recommend that ex- 
change should he manipulated in order that the 
cotton grower hero should get the same range of 
prices in rupees for his cotton this year os he did 
Inst year? — Surely you cannot take particular 
articles; you must go by tho average. Cotton has 
gone down; juto has gone up. We have to consider 
average prices, not particular prices. 

7775. jute has gone up in rupee prices owing to ft 
shortage of the crop? That is as extraordinary as 
anything else. There has been a short crop, and jute 
went up owing to that. It did not go up with tho 
world’s gold prieos. I am thinking of the world’s 
gold prices.. Cotton is one of the moBt important 
articles for instance which India exports, that is why 
T particularly name cotton. Do I take it that your 
Chamber would not approve of any such manipula- 
tion to support rupee prices internally in case of a 
drop in gold prices in tho world P Do I understand 
that you prefer stability in internal prices to 
stability in exchange F— Our idea is that we prefer 
a stable exchange to stable internal prices. 

7776. I would put it this way. Does your Cbm- 
mittoo approve of the control of rupee prices in India 
by manipulations in exchange P — It depends on what 
the level of prices is in the various countries of the 
world I think. 
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7777. In no circumstances would your Committee 
approve of a manipulation of exchange lor the pur- 
pose of tho control of rupee prices? After it has 
been fixed, or before it? 

777b. Take the present condition? L think il‘ 
prices in India were at grout variance witli prices 
in other countries, some adjustment in exchange 
might possibly be necessary. 

7779. What amount of variance would justify such 
a manipulation in exchange; what percentage of 
variation, 20 per cent, or 15 per cent. P — It is very 
difficult to say. Index figures are not always 
reliable. 

7780. You say “ great variations,” and 1 was 
wondering? — I mean material variations. 

7781. Then regarding 1 (r), you think that the 
adjustment is complete as far us the rise in exchange 
from Is. 4d. to Is. fid. is concerned ? — Generally I 
think it is complete; it cannot be complete in every 
detail. 

7782. But on most points it is complete? — I take 
it you are thinking of cotton wages? 

7783. Adjustment generally in India's price levels 
and wages? — Certain wages T think are adjusted; 
certain are possibly wrong. 

7784. Could you tell us in what particular in- 
dustries, for instance, wages have been adjusted to 
the rise in oxchange?- -I think on this side of India 
they are all right. 

7785. Has there been a fall in wages since the 
rupee was put up? I could not tell you. 

7780. From some inquiries I have made I learn 
that wages of labour in jute mills have gone up by 
50 per cent, over the 1914 figure, and that wages in 
cotton mills in Calcutta have similarly advanced too. 
I have not been able to get at the figure of rise in 
wages in the coal fields or of the other mining 
industries. But I understand that in no case has 
there been any reduction si nee the rupee appreciated 
by two pence from Is. 4d. to la. fid. Can you corroct 
this information of mine or supplement it if it is 
incomplete, or tell me whether you think that adjust- 
ment in wages in these three industries can be said 
to be complete? - Of course, there is a general tend- 
ency for wages to improve in India irrespective of 
the cost of living. It is difficult to say what adjust- 
ment has to he made in regard to the cost of living 
and in regard to the general improvement which 
would probubly de demanded. 

7787. As far as wages are concerned, them would 
continue to he a maladjustment? — Wages on tliiH 
side of India at the present time seem to be about 
right, os far as T know; they seem to be at about the 
right level. 

7788. No adjustment therefore you think is neces- 
sary in viow of tho appreciation of the rupee P -On 
this side of India, not that I know of. 

7789. Either in the coal industry or the mining 
industry or the jute industry? — Not that I am uwure 
of. 

7790. Have you heard of any adjustment in the 
charges which Government levy such as railway 
freights, any reduction there owing to the apprecia- 
tion of the rupee P Hftvo the railway freights been 
reduced P — There have been reductions in railway 
freights, I understand. 

7791. On the score of the appreciation of the 
rupee? — I do not think Government have stated 
their reasons. It was never stated that these reduc- 
tions were made on account of the rate of exchange. 

7792. I was asking you about the last eight to ten 
months. Your impression is that certain railway 
freights have been reduced? — They have put down 
the passenger fares, for instance. 

7793. But your impression is that thoro have been 
reductions in railway freights here on this side? 
There have been certain reductions in the rate for 
coal?---Ye8; that was, of course; a demand of long 
standing— coal always wanted a reduction in freight 
—coal is always hoping for a reduction in the coal 
freight. 


7791. Now L will refer to question 2, the second 
paragraph, last two sentences. Von say, '* in 
addition it must also ho remembered that Ihe rise 
in the exchange value of the rupee from Is. 4d. to 
In. fid. has been largely off-sot by tho increasing 
range of tariffs on imported commodities.” You 
have in mind the revenue tariff. s or the protection 
tariffs? Itevenue tariffs for the most pari. 

7795. But they were levied during tho war and 
soon after? They have been raised since ]s. 4d. was 
the prevalent rate. 

779fi. The revenue tariffs have been raised? — Yes. 

7797. The last increase in the revenue tariff on 
imports, 1 think, was in 1922?- -What we meant to 
say was that before the war exchange wan In. 4d. 
Since that time, since 1914, the revenue tariffs have 
been very largely increased and compared with pre- 
war days; the advantage that you now gut iu ex- 
change is to a great extent off-set by tho increuKo in 
tariffs. 

7798. To that extent tho imports aro cheaper 
there; that is all your Committee point out by that? 

-I do not say they arc cheaper. I say the tariff 
afreets tho position. 

7799. But they are hound to he cheaper to that 
extent? -It depends on whether the rise in tariff is 
greater than the rise in exchange. 

7800. But to tho extent of the difference between 
Js. 4d. and Is. fid. the imports are cheaper, sa.v, by 
121 per cent.? — But on the top of that .von have got 
to pay very much increased import duty. In Homo 
cases it wipes out all tho rise in exchange. 

7801. The import duty you are paying to-day is 
the same as you were paying before 1922? — I am 
comparing with pre-war days. 

7802. Now, does your Committee think that this 
higher exchange is prejudicial to local industries? — 
It may have individual effects on individual indus- 
tries. But, as a general thing, wo do not think it is 
prejudicial. 

780:]. May I rend out to you what your Committee 
said to the Bahiugton Smith Committee in a very 
elaborate memorandum which they put forward 
before that Committee P f am reading from 
Volume III, Appendices of the Keport of tho Babing- 
tou Smith Committee of 1920. Tho memorandum 
begins at page G3, ns tho memorandum of tho Bengal 
Chamber of Commerce, and I am rending from 
page G9. 11 But ihe effect of u high cxclmiigo must 

also lie considered as regards imports and India’s 
industries. Every effort has lately been made to 
stimulate India’s industrial production; high ex- 
change must, other things being equal, mean lower 
priced imports, and lower priced imports may well 
seriously damage, if not cripple, tlioso industries 
which have been started during tho war and havo 
not yet had time to get firmly established. Gener- 
ally, therefore, it is the opinion of tho Chamber that 
tho fixing of exchange at a point inde]iemlont of 
the price of silver is liable seriously to affect many 
of India’s exports and industries, if the rate be fixed 
unduly high, although, owing to abnormal world 
priccN, this effect might not be evident for somo 
time. It is, therefore, the opinion of the Chamber 
that every effort should ho made to stabiliso exchange 
at ns low n figure os possible, and they suggest that 
this can only ho achieved either hy a debased coin- 
age, definite inconvertibility of the note issue, or, 
when absolutely necessary, a temporary refusal to 
encash the note issue.” Your Committee were in 
1919 definitely for a recommendation to stabilise 
exchange at ns low a figure as possible, and they also 
unequivocally. put on record that a high exchange 
cripples Indian industries. May I ask if your Com- 
mittee aro of the snmo opinion to-dny ns they were 
in 1919, when they sent this memorandum to the 
Babington Smith Committee ?-— (fifr. J Rush forth.) 
Was tiiat written at the time when the exchango was 
somewhere over 2s.? 

7804. Yes.— Tho question whether it is high or low 
is a relative matter. 
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7805. i fully realise it. 1 only wanted to ask 
whether you think these arguments oquully apply to 
tho difference between Is. 4d. and Is. (hi. or not wlien 
the world conditions have settled down, and we are 
now progressing towards the normal period? — (Mr. 
Cam iib nil.) For tho most part we agree with that. 
The present Committee have not really gone deeply 
into the theory of the thing as it concerned conditions 
in those days. 

7806. To the principle that was outlined here by 
the Committee in 1920, your Committee would still 
agree? — 1 think thcro is nothing wrong in what was 
said. Hut the conditions are probably different, and 
one may not perhaps use exactly those words. 

7807. No; to the extent of the difference between 
the normal exchange and 2s. there is also the differ- 
ence in the present prices and the abnormality in 
the world prices in 1919. Wo are returning more to 
tho normal, and it is an open question whether in 
normal period a difference of 2d. does not rnnko the 
same difference as 8d. perhaps did in 1920. As your 
cominiLtee have not said anything nbouL it at all. 
I do not wish to ask you anything further unless you 
care to reply. I do not know what really they were 
advocating, whether a low exchange instead of 2s. 

7808. (Sir I'urushuthnnulns Thakurdas.) They 
advocated as low a rate ns possible. 

7809. (Sir Alexander Murray.) In the very last 
paragraph of that memorandum, they advocate a 
ruto which was the Tate in existence at the time. 

7810. (Sir Vuruslwthamdas Thakurdas.) I- did not 
observe that as I said. 

7811. (Sir Air. winder Murray.) You will find that 
the Chamber at the time of writing the statement 
had in view the rate in existence at tho time und 
advocate that rate in the closing part of thut 
memorandum. 

7812. (Sir Pumshothamdas Thakurdas.) I did not 
observe it. 


7813. (Chairman.) Now that our attention has been 
drawn to it, the Commission can road it. 

7814. (Sir Ciuushaihamdas Thakurdas.) Under 
question 3, you say, “ they are strongly of opinion 
that tho rate to be selected ought to l>e the rate 
.f&COMit at tho time of selection.” Do I understand 
that tho rate selected ought to be the rate current at 
tho time of selection, provided adjustment** have been 
complete at that rate then, or irrespective of the 
adjustments?— (Mr. Hush forth.) 1 think we rather 
left it to tho Commission to decide whether conditions 
are such at the time us to make stuhiliNatioii 
possible. 

7815. Certainly. 1 was only asking you whether 
in tho opinion of your committee, tho rote in 
existence at the time should be selected provided 
the adjustments are complete or irrespective of the 
adjustments. That is ail l am asking. I mean, 
supposing the adjustment of wages to the new rate 
is not complete; the adjustment in some other 
articles is not complete; do you say that that rate 
should ho selected, because it is in existence? -If 
the Commission consider that the fact that those 
adjustments have not been made is likely to cause 
serious trouble in Tudia we take it that they would 
not recommend stabilisation. 


7816. And your committee would not rocommem 
either to mnkn the de facto rate tho permanent 
rate? — -Not if they were of that opinion. 

7817. Regarding what you say under 4 (c), J 

understood you to say in reply to the Chairmai 
that you like tho gold to he held in Londoi 
because it would be wasteful to bring out that gob 
/t# lin< * * ncur ftn extra charge on transport 

(Mr. Campbell.) We are in favour of not shippini 
just for the sake of shipping, if the money can b< 
saved. We behove in saving money. 

7818; But if you can get gold to India direct fron 
the mines you would not prefor that it should b< 

- No; 1 can 866 "© reason. 

1819. (Str Purshotanutas Thukurda*.) Under 6 (a) 

1 ■ vo " sa - v the «wunittee look forward 
to the ultimate establishment in India of an auto- 


matic currency system. 1 am afraid 1 havo not been 
able to follow whether you indicated in your main 
examination by the Chairman the conditions under 
which you would liko an automatic currency on a 
gold standard and the period. 

7820. (Chairman.) The effect of the witness’s 
unswer to me, if I may clear up the point, was 
that tho gold currency should bo introduced as 
and when the gold was available by the accumulation 
of gold in the gold curroncy reserve. That was the 
only condition as to timo implied in the proposal. 

7821. (Sir Purushothamdas Thakurdas.) Thank 
you, Sir, for helping mu to that extent. Then 
1 take it thut if gold can be available, say, within 
tho next year or two, your committee would like 
gold currency and automatic gold standard being 
adopted. — (Mr. Campbell.) If sufficient gold is 
available? 

7822. If the required quantity of gold, in order 
that Government may be able to introduce gold 
currency smoothly, iB available, thon your committee 
have no other objection? — I do not think thoro iB 
sufficient gold available; but we would welcome a 
gold standard when it is possible to introduce it 
without disturbing tho country. 

7823. My next question was, why not now? — We 
think it lias got to come slowly. 

7824. Under question 6 (a), second paragraph, 
.vou say, 11 regarding the minting of any purely 
Indian coin the committee think that pro- 
vided the Indian mints can produce such 
coins at a less cost than they can be pro- 
duced in ixmdnii, arrangements should be made 
for them to be minted locally.” I think that what 
you said in reply to the Chairman was that it 
should not cost more, that tho coin if minted in 
India should not cost more than what it would cost 
to have it minted in London and brought here. 
Do you really think that the Indian coin should cost 
less than the coin minted in London in order that 
your Committee approve of it boing mentioned 
hero?— We understand that a mint will be very 
much liked in India and if it is not going to ho 
an extravagance, wo should ho quite willing to sen 
it. If it is going to cost a very small amount and 
it is worth paying that small amount to let India 
have it, let her have it by all means. If it is 
going to be a big cost, a considerable amount, then 
we say you lmd better mint the coin where it is 
cheaper. 

7825. If it is going to cost a little more than 
what it would cost to mint it in London, it might 
be minted in TndiaP— Yes. 

7826. You say 14 at a less cost than they can be 
produced in London.”— It means that provided it is 
not nn exorbitantly higher cost. 

7827. I thought so. That is why I wanted to 
make it clearer. Regarding 6 (a) I understood you 
to say that you thought that an accumulation of 
gold would be necessary in order that the rupees 
may bo converted into gold before Government 
mado the rupee restricted legal tender. — Accumu- 
lation of gold? 

7828. We are told by some that Government would 
have to accumulate gold here before they could 
declare the rupee restricted legal tender P— <Af r. 
Campbell.) Wo understand that when you do declare 
the rupoo limited tender that all the rupees which 
are hoarded will be presented for exchange into gold. 

7829. The rupees I take it then may be divided 
into two clossos, the rupees which are in active 
circulation and the rupees which are in hoards. 
The rupees in active circulation will continue to be in 
circulation. . The. rupees in hoards will be presented 
for conversion into gold coins P— I imagine the 
greater part of them will. 

7830. I know it is very difficult to get at 
accurate figures, but what do you think would be 
a safe amount to allow per head of population for 
the rupee as a subsidiary, coin and as a coin which 
the people must have because of their small incomes 
and their small dealings?— I have not mod# any 
such calculations. 
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7831. The rupee in circulation would not bo 
affected and cannot be affected because the people 
would need it from day to day? — Certainly. 

7832. Now if the quantity of rupees which is in 
circulation and in hoards to-day, or rather supposed 
to be in hoards and in circulation to-day, works 
out to Rs. 7 or 8 per head, do you think there is 
just reason to think that a large quantity of rupees 
is in hoards P — I have alwuys understood there are 
hoards of rupees. 1 have no proof of it. 

7833. Nor have the Commission; but several say 
that rupees are hoarded. — Yes, that is the general 
opinion I think. 

7834. Well I need not trouble you about that 
bocause I think it will take us into the region of 
guesses. Regarding paragraph 8, the last but one. 
you recommend that Government should set the 
example of insisting on suppliers drawing bills on 
them for goods supplied. Who would be accepting 
these bills P — Government. 

7835. When a bill is drawn by a contractor 
or presented by a contractor and accepted by Govern- 
ment there is no difficulty in any hanker or slirolf 
advancing on it P — It is not our practice. You mean 
bill of exchange P 

7836. I am talking of ordinary debit bills. Tho 
contractor puts in liis bill with the Government 
department. The Government department takes a 
month or six weeks, in some cases I have known it 
to be os long as four months, before they finally pass 
the hill. Until then the contractor finds his money 
is locked up and it is ho who pays 8, 9, 10 and even 
a higher rate of interest. I take it your committee 
rocommend that the Government should make such 
contractors draw on them a bill of exchange? — They 
do. The contractor would send the invoice and the 
bill of exchange to Government. Government, if tho 
documents were in order would immediately accept 
tho bill and send it back to tho contractor. 

7837. Exactly it is the samo thing, whether the 
Government passed the invoice to-day under tho 
present system or whother they passed the invoice 
immediately the bill of exchange was presented to 
them. — 1 do not quite understand what you mean 
by passing the invoice. 

7838. 1 took up the word 11 invoice " from what you 
said. The man sends in his invoice or his -bill. The 
Government take some time before they pass the bill 
at present P —Before they pay the bill. 

7839. Well II mean it is first passed and then the 
man takes it to the Accountant General who pays the 
bill. Say I havo delivered a certain quantity of 
pieoegoods to the Military Office. I put in my bill. 
When the authority who is responsible for receipt 
of it posses my bill, then I present it at tho Accoun- 
tant General’s office or the bank as the case may be. 
— Do you get the bill backP 

7840. ® get the bill back and I present it to the 
Imperial Bank or the Accountant General’s office 
ns the case may be. The wholo delay is in the bill 
being passed by the Government department. Do 
you recommend that the Government should force 
contractors to draw a bill of exchange on them? — J I 
presume Government would be able to accept it. 

7841. Forthwith P — Well within, two or three days. 

7842. Then if they accept it within 2 or 3 days 
the bill is payable on demand P — No, 1 would liuve 
the bill payable at 60 days or 90 days 1 date. 

7843. That would make the cost to the Govern- 
ment department so much higher. I mean if you 
are tendering for a contract on the condition that 
payment is cash on delivery you tender at a lower 
rate than on payment after two months of delivery. 
— Certainly, but Government is not at present bound 
to pay cosh on delivery. That, is not my experience. 

7844. Then you legalise the delay by asking the 
merchant to draw & two months’ sight bill P— -What- 
ever the average delay is; if Government are in the 
habit of paying within 60 days you will draw a 60 
days’ date bill. I say 60 days’ date and not eight 
because they might not accept it immediately they 
get it. 


7845. Would you make the further condition that 
the Government department should pass the invoice 
and nccopt the bill when presented, because other- 
wise till then tho hill is useless if it is not cncashablc. 
—They must accept the bill within a reasonable time, 
say 2 or 3 days. 

7846. {Sir Maneckji Dadabhay.) I only wish to ask 
a few questions. I havo been forestalled by my friend 
Sir Purshothaindas about the fixation of rate which 
you have stated in answer to the Chairman. I 
understood you to say that whatever rate we may 
now fix should be provisional, in the opinion of your 
Chamber. I would like to know in what sense you 
use tho word f< provisional.” Is it in tho sense that 
it will prevail during tho transitional period from 
the gold exchange standard to the full gold standard, 
or in the sense that we run revise it when we find 
again certain conditions not adjusting themselves 
within six months or a year P— ' We have not suggested 
that the Commission should fix any provisional rate. 

7847. 1 want to know provisional in what sense P 
— I do not think wo have suggested a provisional 
rule. 

7848. {Sir Maneckji Dadabhay.) No; you said in 
answer to tho Chairman what the Government of 
India should do if the Commission were unable to fix 
a rate. 

7849. {Chairman.) I think Mr. Campbell accepted 
the word “ provisional ” from mo. It is not in liis 
memorandum. 

7850. {Sir Maneckji Dadahhuy.) I do not refer to 
tho memorandum hut where they said the rate of 
Is. 6d. should be provisionally fixed. — That is with 
reference to the hist 'paragraph under I (n) where we 
have Buid if the Commission are not convinced that 
Government ran make the selected rate permanently 
effective it would he preferable to moderato the swing 
of the pendulum. 

7851. So you do not attnch any meaning to tho 
word “ provisional,” that is, that it is to be fixed 
for the time being? — No; if you are unable to fix 
the rate, if the Commission is unable to fix a rate 
which they consider would ho permanently effective, 
then we think, rather thun that a rnto should be 
fixed which would possibly not he permanently effec- 
tive, Government ought to carry on with a provisional 
rate at the back of tlieir minds. The provisional 
rate was only in the case of tlie Commission not 
recommending stnlibisation. 

7852. Now Is. (id. is only a provisional rate at 
present?- -At the moment it is. 

7853. You meiin in view of whnt the Finance 
Member has said? — Yes, I would call it provisional. 

7854. He is keeping it hy manipulation. It is 
merely provisional in that sense. Then Sir Pursliot- 
amdas asked you in this connection, T want 
to make the point a little clearer; under 
question 3 you say “ The Committee do not 
propose to deal with the question, for os they 
have already made it clear the rate to Ins 
selected ought to be tho rato current at the tirno 
of selection.” So at the time we write our report, 
say in July next, if the rate is 2 shillings we muat 
go in for 2 shillings. On your recommendation we 
must take the accident of the period; the mere fact 
that a particular rate prevails on that occasion, it 
should be adopted. — No, Sir. We have presumed in 
our answer to question 2 in view of what the Finance 
Momher has said that at the time of the issue of 
your report the rale will be in tho region of Is. 6d. ; 
and presuming that the Finance Member is able to 
do what he suid he would endeavour to do we pre- 
sume the rate will lie Is. 6d. at the time of the issue 
of tho report. 

7855. That is you proceed on the assumption mode 
by the Finance Member in his speech that thin will 
be tho ratoP — Certainly, Sir. 

7856. Then a little lower down when talking about 
the gold reserve you say 11 No decision should be 
arrived at as to its ultimate sine as it might be 
permitted to increase until it was large enough to 
allow the introduction of an effective gold atandard.” 
11 Large enough,”— those words are rather vague. 
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Whafc is the iiJeu of .vour Chamber, what limit do 
limy think ia large enough to allow the introduction 
of an effective gold standard ?— Wo have to know find 
of all what the numlier of hoarded rupee* is, and 
1 do not think it in possible to answer the question 
unless one knows how many rupees there are at the 
present moment in India, in hoards and in currency, 
the total number. 

7857. You have not considered this question? — We 
are unuldo to work out any figure. 1 understand 
nobody knows the number of rupees at present in 
India. 

7858. We have received some figures. --Yes, calc il- 
lations have been made. 

7859. Hut you have not inmlo any calculations? - 
No. 

7800. Assuming that 150 (Tores is the hoard of 
rupees what will ho the amount required sufficient 
for the introduction of the gold standard ? — The 
difference between tlie bullion value of those 150 and 
the face value of those 150 croros of rupees. 

7861. That, is your idea? — Roughly without going 
into any great detail. 

7862. Speaking about the Imperial Hank lower 
down you state 11 The imperial Hank is at present 
a trading bank and the private shareholders have 
a principal voice in directing its affairs and policy. 
Under the new constitution the shareholders should 
become consultative and advisory with a limited 
interest in the profits.” I do not understand this, 
that the shareholders should become consultative 
and advisory with a limited interest in the 
profits. Will you {dense develop this and let 
us know wliut exactly you mean by this? — 
(Mr. Rush forth.) That I think is taken from the 
memorandum on tho State Hank submitted to the 
Chamberlain Commission. It seems to bo the scheme 
of the principal Central Hanks. 

7*63. But in what way would you limit tho interest 
in tho profits of the shareholders, I would like to know 
something about it? — It seems to me that is a mutter 
for bunking experts. 

7864. And would you make tho shareholders con- 
sultative and advisory by having a hoard selected by 
the shareholders. 11 Consultative and advisory,” 
wlint is meant by that? Ts not the present directorate 
which represents the shareholders consultative and 
advisory; does it not meet this circumstance? — Wo 
understand that they have the principal voice in 
directing tho affairs of the Bank. 

7865. Who?- The shareholders. 

(Adjourned 

7874. {Sir Reginald Mant.) Mr. Campbell, to rovert 
for a moment to a point which you discussed with 
Kir Mnncckji Dadahhoy and Kir Purshotamdaa 
Thaktirdus, your suggestion that if the 1 b. 6d. rate 
wero adopted it should ho put into operation at 
once, may 1 take it that tho position of your Chamber 
is that, a Is. 6d. rato being in forco at present and 
prices having more or less adjusted themselves to it, 
it could be made permanent without any disturbance, 
whereus, if it was decided to adopt another rate, 
there might bo disturbance, thoro would be certain 
adjustments to be made in prices and wagoB, and it 
might he necessary to wait for a certain time before 
making it effective. May I take it that that is tho 
position of your Chamber P — We have not really con- 
sidered the point of waiting. We advocato Is. 6d. 
and we believe that Is. 6d. will be the rate if you 
do stabilise, and in that case we recommend it to he 
put into force at once. If it were another rate, then 
other methods might have to be adopted. 

7875. Mr. Rtoshforth, in reply to the Chairman you 
gave an interesting account of conditions in India 
which make it difficult for a large contraction of the 
currency to be carried out at once. You said I think 
that Calcutta and Bombay acted as buffers, shock- 
absorbers, and that they could not withstand the 
shock of the fall of prices in 1920. I would just like 
to follow out that line of thought a little. In the 


7866. But huvun’t they got at present a voice? — 
Wo understand that tlmy have und the idoa of a 
Central Bank should ho Umt tho general interest, tho 
interest of the community at large, would bo the first 
thing to he considered. 

7867. Rut you know tliut the Government nomi- 
nates at present 6 Governors, 2 Managing Governors 
und 4 other Governors, isn’t that a sufficient safe- 
guard for tho protection of tho interests of the share- 
holders and tho general public? — {Mr. Campbell.) 
We have not gone into tho new constitution of the 
hunk; wo only want to point out that tho matter 
should bo considered very carofully. 

7868. One more question : under question 2 yon say 
“ The decision to stabilise should take effect 
i m mediately on the publication of the Report of tho 
Royal Commission.” Jf wo como to the conclusion 
that stabilisation should be at Is. 6d. at once, do you 
think it would cause great economic disturbance? — I 
think j T ou are bound to get a certain amount of dis- 
turbance because there will be some uncertainty; you 
mean if tho report is issued and tho Government take 
no notice of it? 

7H69. Whnt would he economic disturbance P— I do 
not know that there will be any, blit 1 think it will 
l>e much more satisfactory to know what is being 
done. 

7870. (Chairman.) Are not those referred to in your 
initial throe paragraphs, whore you analyse the 
undesirability of the present state of affairs P l 
think what was meant hy that question was that if 
the Commission was to say that the rupee should lie 
stabilised at Is. (id. would it matter if no action was 
taken oil that lor some time? My reply to that 
was tlmL it would he better that action should he 
taken at. once. 

7871. (Sir Mu-neck ji Dmhihlioy.) One nioro question 
and I have done: In the opinion of your Chamber 
has tho exchange at 1.s. Oil. remained sufficiently long 
in existence, that is, tho period of 16 months sufficient, 
to jusLify us in coming to a conclusion that that would 
he tho correct ratio to adopt? -Wo have pointed out 
in our memorandum that during this period we have 
not been through any bud monsoons, and thoro are 
other factors which we have mentioned in the first 
page whic.li might upset it, hut we leave the decision 
to the Commission. 

7872. (Chairman.) I understand, Mr. Campbell, 
that you will be so kind as to assist us again this 
afternoon ? — Yes, certainly. 

7873. (Chairman.) 1 think we cun undertake not 
to keep you for more than an hour. 

for lunch.) 

first place, supposing there were a sharp rise in gold 
prices, would that cunso an equal strain on the shock- 
absorbers? Or is it only in tho case of a fall in prices 
that they break down?'— I think the difficulty would 
he more noticeable in tho case of falling prices. 

7876. Now in 1920 the fall was very abnormal and 
exceptional, was it not? — Yes. 

7877. Such ns humanly speaking may not be 
expected to recur except in the case of such general 
world disturbance ns was brought about by the war? 
— There was something on a very much smaller scale 
but it has an interesting similiarity I think about 
last May, when a weakness of exchange coincided 
with a demand for currency, and at a time like that 
I think it would have been very difficult indeed to 
contract currency without causing a crisis. 

7878. Well, supposing there was another sharp fall 
in prices and the strain put upon the shock-absorbers 
was too great for them to withstand, what would 
happen? Would you let exchange go to ease the 
shock, would you let exchange fall?-— I think it would 
depend entirely on the conditions at the time. It 
is very difficult to say. 

7879. You say at the end of your paragraph 4 (e) 
in connection with the use of the gold standard 
reserve, that when it was drawn upon for exchange 
purposes a corresponding contraction of the currency 
in India should be made.— Yes. 
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7880. You would not repeat the procedure of 1920 
when a certain amount of revert*) councils was sold 
without contracting currency ? — No. 

7881. Then the only alternative before you would be 
to cause greater stringency in tho money market or 
to let exchange lull? — We were hoping thul if it 
was decided to stabilise the rupee there would bo 
no possibility of circumstances of that nature which 
would make it necessary for such a contraction of 
currency over any period as to cause serious financial 
difficulties. 

7882. Jt comes to this, does it not, that under 
present conditions in India you could not maintain 
a stable rupee against such a phenomenal fall in 
prices us occurred in 1920? — J don't think it would 
lio possible. 

7883. I was wondering whether some idea of that 
kind was at the bottom of the suggestion of the 
Chamber that we should nut stabilise tho rupee unless 
we were satisfied that sterling would remain on a 
par with gold. Because ugainst that view it might 
he argued thut, if you stabilise either in terms of 
sterling or in terms of gold and the two parted 
company, at any rule you would huve one exchange 
stable. You woufd bo stable with whichever stand urd 
you adopted. Whereas if you did not stubilise at 
all, you would have fluctuations both with sterling 
and with gold. And £ was wondering whether your 
idea was that it would be a large change in price levels 
that might divorce sterling from gold und that that 
wus the reason why you would not stabilise unless 
you were satisfied that tlie two would remain at the 
same level. — Thut was one of the reasons at the hack 
of our minds. 

7884. And [ suppose you have no menus of judging 
whether thut is likely to happen or not?- -We have 
none. 

7885. Just one other point. In paragraph 6 (u) 
of the memorandum, you refer to u period of transi- 
tion during which the public were being educated to 
use gold-backed notes. What exactly was the idea 
there? — (Mr. Campbell.) We liopo ovontuully thut the 
currency of the country will be in the shape of gold- 
backed notes und not in the shape of gold coins, 
hut we aro rather inclined to think that they won't 
use gold-harked notes until they realise that tho coin 
has been thcro and thul they could get it so easily 
so that they would have such perfect confidence in 
the notes that they would use the notes and not the 
coin; and wo thought it would Lake a period to get 
them educated up to that. 

7886. But do you contemplate the use of these notes 
during the period of transition — the gohl-haeked 
notes? — Wo would uso the notes us much as possible 
as long as they have complete confidence in them. If 
you start straight off with gold-hacked notes and they 
will accept them and believe tlmt they can get gold 
whenever they want it, there is no objection to start- 
ing off straight away with them. Hilt we think it 
will take time. 

7887. And how would you issue them ? Would you 
only issue them in exchange for gold? How would 
the public get these gold-backed notes?-— I think what 
we meant was that when you eventually get on to a 
gold currency, the notes would be gold-backed. 

7888. Oh yes, that would he comprehensible. — I 
don’t mean that there should bo two sorts of notes 
in the country-unbacked gold notes and backed gold 
notes. We simply mean that in future the best form 
of currency for the country would bo notes backed 
by gold and not the actual gold in circulation. 

7889. Yes, that is dear. It is only because you 
suggested the use of these notes during the transition 
period that I put the question. — We didn’t mean tho 
notes would be used during the transition period. 
We meant the transition period would be during which 
the public were being satisfied that thcro was gold 
there and that after the transition period they would 
accept the notes in the full confidence that there was* 
gold at the back of them. 

7890. You would not issue the notes until you got 
a gold backing?— I agree. 


7891. (Sir Alexander Murray /.) Air. (’amp hell, may 
I lake it that in writing what has been written under 
paragraph 5 (a) regarding tho constitution of the 
Imperial Batik of India, and the future of that Bank 
you were keeping in view tho fact that as a Chamber 
you were representing various interests, not merely 
Hie interests of merchants und manufacturers, but 
also the interests of Exchange Banks uiul indigenous 
Hunks, and therefore that you must have found 
particular difficulty in putting forward the sugges- 
tions that you have put forward? Thut is quite 
correct. As i said, we have Exchange Hanks and 
indigenous Hanks who are members, and we had 
views and opinions expressed by a large number of 
our members which include tho Hanks and merchants 
and others and the views pul forward were really 
meant to represent as far as possible the general 
tendency of the views that were expressed. 

7892. I suggest what you menu to convey is Lhat 
in view of the feeling that you find existing now 
regarding the imperial Hank, you think it advisable 
in tho event of the reconstitution which would ho 
necessary if they were to take over functions in addi- 
tion to those now performed by them that a full 
inquiry ought to he made into all these different 
circumstances as suggested by you? — We think it 
would require a very full inquiry, and it would take 
some time. 

7893. 1 suppose part of the feeling that appears to 
he geiierul in the public mind regarding the Imperial 
Hunk is due to, shall 1 say, some want of knowledge 
on the part of the public ns to the actual relationship 
that exists between the Imperial Hunk uml the 
Government at the present time? That may bo so; 

I cannot say definitely. 

7894. Do you feel that it is partly due to the fact 
that the Imperial Bank is a new institution and there 
is always a tendency on the part of existing institu- 
tions to more or less resent the introduction of a 
new institution? 1 have in mind a remark that 1 
sec in u hook on Ainericu'n Hanking written by a 
mail who was Secretary of the Federal Reservo Board 
and was Director of Research for that Board. As you 
know, the Federal Reserve Board was created just 
before the war, and this man writing here says: — 

II Before the war the Federal Reserve Banks hud been 
resorted to very little, and there was a kind of under- 
standing among ninny of the Banks that, if possible, 
they would avoid dealing with Federal Reserve insti- 
tutions at leust so far as practicable.” I moan thut 
is a feeling that often exists on the part of older- 
established concerns ugainst newly created bodies 
interposed between them and the public, and it may 
be said that, as I said before, a good deal of tho 
feeling that exists now regarding the Imperial Bank 
is largely due to such u feeling as is indicated in tho 
extract I huve read from 11 American Banking.”- - 
There is no reason to believe from what has been 
said to me that such feeling exists. At the same 
time from my own knowledge, if anybody appears to 
get any advantage from Government, they are always 
people against whom complaints aro made. 

7895. One of the objections we have heard in 
evidence is that, for instance, tho Imperial Bank gets 
the use of the Government balances free, and that 
that gives them a definite pull us against the other 
Banks. But, iB it not largely overlooked in that 
connection that when tho Imperial Bank is carrying 
a large Government balance, it is in the off season 
as a rule when hank rates are low and money more 
or less unloanuhle except at very Bmall rates, even 
1 to 2 per cent. On the other hand during the busy 
season very often the Government balances with tho 
Imperial Bank are very low. Now at the present 
moment we dro entering on tho busy season and the 
Government balances with the Bank are not more 
than about 4 crores whereas in the off season they 
were probably up to something like 30 crores. Now 
that want of knowledge in connection with these 
things probably influences people to have the feeling 
against the Imperial Bank which appears to exist. 
— I think our members know that the Imperial Bank 
does a certain amount of work for Government 
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without cliurgo ami that tho Imperial Bank 
gains a certain amount from having the Government 
Imlunces, hut i da not think the majority of them 
have very much idea which way it works- whether 
thero is an unreasonable profit in having tho Govern- 
ment balances and so forth. 

789G. However, whatever is done, a full inquiry 
ought to bo mude into ull those circumstances before 
a new constitution is arrived at ?— Certainly. 

7897. (Sir Alexander Murray .) Thero is one 
other thing. Sir Purshotumdas Thakurdas re- 
ferred to the memorandum hy the Bengal 
Chamber of Commerce presented to the Babington- 
B mi tli Committoe in June 1919, whon he read an 
extract regarding the effects of a high oxchange on 
India’s Industrial production. Now as a matter of 
fact as a member of the Committee of the Chamber 
that drew up that statement tho facts are fresh oven 
now in my memory, nml on looking it up I find tlmt 
the extract read hy Sir Purshotanulns Thakurdas is 
taken from one of the headings of the Chamber’s 
memorandum (tailed * Possible modifications of the 
present Bystem, ' and it was dealing with one par- 
ticular item, namely the raising of the exchange rate 
to a point independent of silver. The extract, there- 
fore, that Sir Purshotunidus Thakurdas read to you 
was on extract bn sod upon a discussion arising out 
of the assumption that two shillings would be a rate 
which would make the rupee independent of the price 
of silver. 

7898. (Chairman.) Are you putting that to tho 
witness, Sir Alexander? 

7899. ( Sir Alexander Murray.) I was giving him 
tho evidence which Sir Piirshotnmdus Thakurdas pro- 
duced in order that he muy draw whntever conclusion 
he may. 

7900. (Chairman.) If it is a question of what con- 
clusions should he drawn from the Report perhaps 
it might be moro to our advantage to discuss them 
amongst ourselves. Are you putting that to the 
witness P 

7901. ( Sir Alexaiuler Murray.) 1 wish to put it to 
the witness, Sir. The particular statement to which 
Sir Purshotaiiulas Thakurdas referred appears us I 
was saying under a heading, 11 raising of tho exchange 
rate to a point independent of silver.” For a year 
exchange had remained at Is. Gd. and had been put 
up just before the Memorandum was written to Is. 8d. 
and the point at issue was that assuming 2 shillings 
would he the rate which would make tho rupee 
independent of the prico of silver, the Chamber were 
discussing what the effect would be if the rate was 
put up to such a high point ns two shillings, and it 
was in that connection that they said 14 Generally 
therefore it is the opinion of the Chamber that the 
fixing of exchange at a point independent of tho 
price of silver is liable seriously to affect many of 
India’s exports and industries if tho rate be fixed 
unduly high,” and they go on further in the closing 
parugrapli to say, “ The requirements of trade 
demands stability at as low an exchange rate as is 
in present circumstances possible.” They finish up 
by saying: — “Without further knowledge of tho 
silver markets and production, the Chamber are not 
prepared to name the rute of exchange at which the 
securing of stability is possible, but they hope that 
it will not be found necessary to fix a rate higher 
than that ruling to-day.” Now in view of what J 
have said, is that very inconsistent with what you 
yourself say under question 3 in your statement 
whore you Nay, “ they are therefore strongly of the 
opinion that the rate to be selected ought to be the 
rate current at tho time of selection ”P — I do not 
think there is anything inconsistent between our two 
statements. 

7992. (Chairman.) There is just one question which 
I wanted to ask, if it is not trespassing too much 
upon your patience. Under question 5 (a) in your 
memorandum your Chamber says : 41 The Com- 

mittee favours the idea that the noto issue and the 
whole of the monetary reserves should be under the 
control of a central banking authority.” Does the 
whole of the monetary reserves there include the gold 


standurd reserve? — Our idea was that it would 
include everything. 

7903. Supposing that the control of the gold stand- 
ard rcsorvo be transferred to the central banking 
authority, 1ms your Chamber considered the policy of 
the unification of the gold standard and the paper 
currency reserves? — You mean the amalgamation of 
the twoP 

7904. Yes?— Wo considered the question from the 
point of viow of trying to divide the two reserves more 
completely than they are divided at present to fulfil 
the specific reasons for which they wore created and 
we found that we could not see how it could be done. 
But going further than that, we also saw no reason 
why they should not be amalgamated. 

7905. Wo remind ourselves that your scheme for 
providing gold for the gold currency in future is that 
this should he ohtnined on the credit of the interest 
on the gold standard reserve P — Yes. 

790G. Supposing that thero is an amalgamation of 
tho reserve in the hands of a Central Bank, what 
arrangements would you suggest by which the interest 
on the gold standard reserve should still become 
available as a credit against which gold is obtained to 
bo put into currency. To make one explanation of 
my question, I should have asked in tho first place, 
under those circumstances the provision of gold for 
currency would become an obligation of tho Central 
Bank, would it not? — Yes. 

7907. Would you then propose that this obligation 
to provide gold for the currency should be undertaken 
hy the Imperial Bank in consideration of the circum- 
stance that tho ussets of the gold currency reserve 
are handed over to themP — I could not reply to that 
question, Sir, without having worked it out in moro 
dot ail. 

7908. Perhaps I might put it in the simplest and 
most generalized form of all by saying lliat I under- 
stand it would be a feature of your scheme that, who- 
ever held the assets of the gold standard reserve, 
should undertake the obligation, in consideration of 
holding those assets, of devoting tho interest on tho 
reserve to tho provision of gold for currency. Shall 
1 repeat that, because it is a novel aspect P Whoever 
held tho gold standard reserve, whether it were tho 
Government or tho Central Bank, should undertake, 
in consideration of their holding those assets of the 
gold standard reserve, the obligation of making use 
of the interest on the gold standard reserve to pro- 
vide gold to bo utilized for the establishment of a gold 
currency. I think that is your meaning, but I just 
want to l>e clear that it is your meaning even after 
the transfer to the Central Bank? — (Mr. Utah forth.) 
1 think that our idea is that the first duty of the gold 
standard reserve is to maintain exchange, and I do 
not think that we should be justified in saying that the 
interest on the gold standard reserve should ho 
applied for tho purposes of a gold currency if it thus 
reduced the reserve to a level inndoquato for the sup- 
port of exchange. 

7909. That is certainly a most important reserva- 
tion, that the utilisation of the gold standard re- 
serve, from tho aspect of its interest increments for 
the purpose of introducing a gold currency, is only to 
be a secondary purpose to its fundamental purpose of 
being maintainod at an adequate figure for the sup- 
port of exchange P — I think that is our idea. 

7910. That wo must clear out of the way in the first 
place. Assuming that tlio gold standard reserve is 
maintained at an adequate figure, I understand it is 
then your opinion that the interest on the reserve 
should be devoted to the establishment of a gold cur- 
rency. I think I can put this question quite simply 
by asking you whether, if the assets of the gold stand- 
ard reserve are transferred to the hank, it will then, 
in your opinion, become an obligation of the bank to 
make use of tho surplus interest of tho gold standard 
reserve to provide gold for the currency. If it did 
not, and if the transfer of tho assets were to he made, 
then your scheme would break down, wotald it notP 
Therefore, it appears to me it is necessary to conclude 
that if the transfer of the assets of the gold standard 
reserve to the Central Bank were made, it will then 
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bocomo an obligation of the Central Hank, in con- 
sideration of holding those assets, to uso the surplus 
of the reserve accruing in tho form of interest to pro- 
vide gold for currency purposes?- -I cannot quite see 
that the duty of providing the gold for tho currency 
will rest with the bunk. 

7911. Must not tho obligation to provide tho gold 
follow and attend the possession of the assets of the 
reserve P To put it very crudely, it is out of the incre- 
ment of the reserve that the gold should be provided? 
— I think we have said under 5 ( b ) “ it is for the 
authorities controlling the reserve to determine the 
proportion to be held in securities and tho proportion 
to bo hold in coin and bullion.” T think wo might 
amplify that, and sny “ proportion to be held in gold 
coin, Bilver coin, gold or silver bullion.” 

7912. Then the point is this, is it not, that if you 
desire to adopt this policy as regards the gold standard 
rosorvo and you are going to part with the assets of 
the gold standard reserve, you must impose some 
special liability to carry out your policy on whoever 
carries out that duty?— Yes, tliut is true. 

7913. It docs follow, 1 think, as a couscqucnco from 
any proposal to transfer the assets of the gold stand- 
ard reserve to any currency authority, whether it is 
a Central Bank or u joint bourd or anybody else? — 
Yes. 

7914. That is as far as 1 can carry it in our questions 
to-day, because it is undoubtedly a point which has 
not been definitely considered by your Chamber? — 
Yes, that is so. 

7915. (Mr. Freni on.) Might f ask one question rele- 
vant to the last remark? Mr. Ilushforth, under 
questions 4 (a) ami (ft) you say, “ Whereas by the sale 
of councils without limit.” Without limit? Is it 
the intention of the Chamber to suggest that Govcrn- 
ment should sell councils only lip to tho extent of 
actual requirements or without limit?— We say at 
tho end that it will be unwise to lay down any hard 
mid fast rule on the subject. 

791G. What should wo say? Would you rather make 
that gencrul reply than a definite reply? -Our idea 
is, T think, that as far as the sterling remit tances are 
concerned, wo think 43 over ii men t, ought to make their 
purchases intelligently between tho gold points 


primarily with a view to their own advuntage and nt 
the same timo considering the requirements of tho 
markets. 

7917. What 1 have in view is this : Certain evidence 
lias lawn tendered to us in which it is stated definitely 
that Government should not sell in excess of their re- 
quirements. Then the position becomes this: that if 
Government do not sell in excess of their requirements, 
tho seasonal requirement*, would be only obtainable by 
shipping out gold from London. Mo that gold would 
lie coming out here and accumulating on this side, in 
addition to the gold the Chairman has been speaking 
about, augmenting the fund to bring about the gold 
standard ultimately in view. 'Would you think there- 
fore that it would bo the intention of the Clinmbor to 
say that from this point of view Government should 
not sell councils in excess of their yearly requirements? 
I do not think we should sav that. 1 should think it 
is a question of degree. At the present moment, they 
have sold a certain amount in excess of their require- 
ments, but not to the extent to court criticism. 

7918. May 1 ask just one more question, that is also 
suggested by a previous question the Chairman put to 
you and that is in connection with the Committee's 
idea 11 that tho note issue and the whole of tho 
monetary reserves should bo under tbe control of a 
central banking authority ”? Ts it tho intention of 
tho Chamber that when tho note issue is handed over 
to tho Central Hank ultimately, the notes should still 
remain the notes of the Government of India or become 
central bank notes? — Our feeling on the subject was 
that it should bocomo tho central hank note, although 
in tho memorandum included in tho Chamberlain Com- 
mission’s Report it was suggested that ultfinugh the 
bank took over tho note issue, tho notes should still 
remain Government notes. 

7919. (Mr. Camilla 11.) Just one point- that Mr. 
Knshfortli has raised regarding (i (ft), second lino; 
after “ issuing gold,” there should be added 11 for 
export.” By issuing gold we mean to say issuing gold 
for export. 

7920. (('huirmnii.) That might, he corrected in the 
proof when it is sent to you. 

The Chairman thanked the witnesses on behalf of 
tho Commission and they withdrew. 


Mr. B. Cjiakravahti, called and examined. 


7921. (Chairman.) You are a barrister-at-law ?— I 
have been practising for the last 40 yours. 

7922. And a member of the Legislative Council of 
tho Presidency? — I am. 

7923. I believe you are also the managing director 
of the Bengal National Bank? — I Ain not the 
managing director, 1 am tho chairman of tho Bank. 

7924. And you have also experience of the cotton 
industry P — Yob because I am tho chairman of a 
cotton mill; and I am also a landlord. 

7925. You have the advantage of a very wide and 
varied experience of business conditions, and you 
have been good enough to let ub have a brief memo- 
randum* in which you set out the principal headings 
of your opinions upon tho problems submitted to us 
for reference. I will, if I may, ask you a few 
questions to give you an opportunity of expanding 
your opinions upon the subject. What, in the first 
place, are your reasons for preferring a gold 
standard, with gold in circulation, to a scientific 
gold exchange standard P — I am not speaking as an 
expert. I am only speaking as an ordinary man 
who has had experience of life and business. Tho 
reason why I say, if I may divide it into two parts, 
in the first place that 1 should liko to have a gold 
standard is that for some time past for tho inter- 
national buying and selling we hnvo had tho gold 
standard whereas for internal trade wo have de- 
pended upon our metallic standard which is silver. 
We havo. to deal very largely with a gold currency 
country, that is, England mostly, and to my mind it 
only leads to confusion to have a gold standard for 
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one class of business and a silver standard for 
another. That is my first reason. An regards the 
gold currency, 1 am speaking on behalf of tho 
general population, that is tho agricultural popula- 
tion. Tho agricultural population is about 80 per 
ennt. in this part of tbe country, 1 do not know of 
the other parts ; and Sir 1 find that tho peasant can 
deal with concrete things. If it is a gold standard 
ho would like to havo a gold coin representing that 
standard. As to any other scientific method it would 
he very difficult for mo to induce him. I hove 
reasoned with him but be can only deal with things 
that arc concrete. He says if gold is to be tho 
standard let the coin also bo gold. 

7926. Whnt will ho do with the gold coin when 
he has got it?- -Ho will deal with it in exactly the 
same way if he has the chance of getting a large 
quantity but if there are only Rinall transactions in 
which he is interested there will be a minimum or 
maximum of silver for purposes of small trans- 
actions. 

7927. In the past when ho has got tbe gold coin 
he has usually put it in his stocking, has he not? — 
That is not my experience. 

792**. Will >uu toll iih your experience as regards 
the habits of tho people in rolation to gold P— Now 
if you have two, that is, gold and silver, then lie has 
a tendency to retain the gold and he uses the silver; 
Imt if he has only one, that is, gold, and also if he 
can deal f rocly with the gold, whenever he wants 
gold ho gets it. then there is no inducement for him 
to keep the gold in hoard. There is a tendency, I 
do not know whether it is )>eculiar to my country- 
women — that is, the ladies' want a few trinkets and 
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ornaments; probably more so in India than else- 
where; but in more recent times I have noticed there 
is a marked change in their inclinations. For in- 
stance, there is my wife; she would like to have a 
large quantity of ornaments; but with regard to my 
daughters and daughters-in-law, they are not so fond 
of ornnments. On the other hand, they would like 
to spend the money on bioscopes and theatres and in 
going about here and there. And if I may point 
out one more thing. You see what kind of ornament 
satisfied my wifo, who is an old woman, won’t satisfy 
the modern generation; they are out of dute; 
fashions have changed and therefore the gold instead 
of being hoarded will come on the mnrkot and be 
converted into sovereigns provided you open the 
mints. 

7929. Does the bank with which you aro associated 
do business in many branches? -No it is only a 
small bank. 

7930. Is it a deposit bank? — Yes. 

7931. Do you take deposits from the ordinary 
public?- -Yes. 

7932. Forgive me for asking these questions on a 
personal business? — Not at all. I shall he very glad 
to answer any questions 3*011 put to mo because my 
only object is to assist the Commission. 

7933. From your experience of deposit banking, 
do 3*011 find tluit the habit of Lrusting their savings 
to a bank for deposit is on the increase or decrease 
among tho ordinary public? — Remarkably on the 
increase and what 1 find with regard to this small 
hank of which 1 am the Chairman is that wo opened 
savings hank accounts. For a few yoars wo did not 
attract many people; that is, those who wanted to 
save small amounts and put those amounts in the 
bank. During tho last 3 or 4 yoars I find that daily 
the amount is increasing and there is very little 
withdrawal. 

7934. Is tho increase in big accounts or in small 
accounts P— No, in small, very small accounts. 

7935. The number of small accounts is increasing? 
—Yes and in point of fact wo are finding a little 
difficulty because it is a small amount of money that 
is brought in by the individual and therefore 
accounting becomes rather difficult because more 
people have to bo emplo 3 *cd. 

7936. And expensive? - Yes. 

7937. Has thero been any special time to which 
3*011 can date back this increase in the backing habit, 
or has it boen steadily growing?- -Speaking generally 
it has been steadily going on, but I rather think 
that during recent 3 *ears there has been a certain 
amount of movement even with rognrd to the 
lieasants, with regard to the cultivators, on account 
of co-operative hanks and loan societies in the 
mofussil, and the genera! tendency is to resort more 
to banking than saving up mouey and hoarding. 

7938. How far down does thiB growth in the bank- 
ing habit go? Does it go right down to the poorest 
class of cultivator? — Yes, with regard to co-operative 
societies, for example, I am speaking of my own 
district, tho district of .Tessore, there is a co-opera- 
tive society there. It reaches tho peasant, tin* 
actual cultivator of the soil. Then at Jessoro there 
are about three or four banking institutions. I 
would not call them strictly banking institutions; 
they are more like loan societies. That is attracting 
money both from the well-to-do people as well as 
from the peasants. 

7939. What is your experience as regards the pro 
ferenco of the peoplo. Do you find a growing or a 
decreasing acceptibility of notes in comparison with 
silver rupees? — f. can speak for the last 25 years, 
f receive in tho coil r so of a your about Rs. 50,000 
from the country. About 25 years ago I did not get 
anything but silver and some portion of the silver 
consisted of bad rupees; but this year for example 
the whole of the money that 1 havo received is nearly 
half in notes and in soino cases hundred rupee notes. 

7940. And you see it, I suppose, on the other side 
of the book when people come to the bank for cash. 


What is your experience of the popular demand for 
silver rupees in relation to notes? — Except for a 
very small quantity of silver they would sooner have 
ton-rupeo notes than a lot of silver to carry. They 
are coining to appreciate the usefulness of paper 
money. 

7911. In this connection, what is your opinion on 
tho policy of the small note of Iosb than Rs. 5P - 
With regard to tho experience that I have had about 
the rupee note, that was not very favourable but 1 
should think that Its. 5 notes or rather the equiva- 
lent of that in gold would bo quite popular. 

7942. The five rupee note?- -The five rupee note 
or the equivalent of that in gold. 

7943. But they have a five rupee note now? — Yes; 
it is quite popular. 

7914. Tho question is whether it is a good thing 
or nob to havo notes of less than five rupees in 
circulation?- I find that as regards the one-rupee 
notes tho people had a certain amount of reluctance 
becauso you havo to pile up a number of notos when 
paying say 25 or 50 rupees; and then a lot of these 
otic-rupee notes got very dirty soon in passing from 
hand to hand; thut was a complaint that 1 received 
on several occasions. 

7945. Did you find that, on the whole, peoplo were 
reluctant to take them?- No. T nevor found any 
reluctance to take cither the rupee note or the silver 
rupees as long 11 s it wus in circulation. 

7940. Did you ever hear that people in villages 
when they wanted to change one-rupee notes for small 
change had to pay any special discount to the 100003 *- 
chungcrs? No; I never heard that. 

7947. You want to xoi* gold put into circulation? — 
Yes. 

7948. What do you think would ha tho demand for 
gold coins in actual circulation? — At present 1 do 
not exactly know the actual quantity of gold in 
tho form of sovereigns. 

7949. Outstanding? — I should think thot there is 
really a considerable quantity of gold in the form of 
sovereigns still in the hands of the people. That 1 
think will circulate and will come into the market. 

7950. That gold is at present held up as a hoard 
or as a storo of values, T suppose? — If you will 
kindly pardon my not using tho expression ( hoard.’ 

7951. Tlmt is why I providod you with an alterna- 
tive: 1 know tho unpopularity of the wordP — I think 
it is kept more in the nature of a contingent reserve 
against rainy days. 

7952. If it is kept for that purpose now, I sup- 
pose that the people will still want to keep it for 
that purpose, will thoy not, whatever happens, un- 
less there comes a bad year when thoy have to bring 
it out? — But once there is a gold standard and gold 
currency there would not bo tho same tendency to 
retain the gold coin. The gold sovereign is retained 
iu tho hands of the people because it is far easier 
and less bulky for the spare money to be retained in 
that form rather than in rupees. It is really com- 
petition hetween rupees and gold coins. 

7953. If they do not keep their gold hut bring it 
out. into circulation, in what form will thoy hold 
tlmir store of value?— I do not think they will keep 
any particular sum of money in that form; but it 
may Ihi in the form of notos or gold sovereigns or 
gold notes; some portion will be in ornaments. 

7951. But that will still be goldP — Yos; but they 
will have this advantage; supposing they want any 
quant ity of gold as coins; they will send tlieso orna- 
ments to bo melted in the mint and get sovereigns. 
It. is more on account of possessing something which 
is not ordinary that this gold is now hold; it is in 
human nnturc. Because nobody is using gold every 
day therefore it is precious; probably it is a senti- 
mental feeling. 

7955. What you have told us is very interesting 
and convincing, that people in India require to hold 
some store of value against a bad year because the 
whole thing depends so much upon the good or bad 
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year, and at present they hold it in gold. If und 
when we get a gold currency, whut will they hold 
their store of valuo in? Not gold, you say, because 
gold will become common and ordinary. What will 
they hold it inP — With more banking facilities they 
will put their money in tho bank ; instead of keeping 
it in tho house they will keep it in the bunk. 

7056. You think it will in course of time lead to 
a cessation of the habit of keeping metal in the 
stocking P — Yes, and more so because in the mofussil 
life is still open to a certain amount of danger; 
there are thieves and dacoits and so on and these 
people are going to the mofussil banks more oil 
account of this danger. 

7957. This is n very old habit of the Indian people, 
is it not, of keeping their store of value in metal ? I 
am afraid it was an old habit and T toll you tho reason ; 
it is an historical reason. Before the British Covern- 
mont established itself we had so much of internal 
dissensions, war here, war there and so on ; indepen- 
dent freebooters down to the time of Ali Verdi Khan 
came and pillaged and the only way Ali Verdi Kluin 
could turn them away wus to give a fourth; that, 
was the origin of the Chantli; in tho same way life 
in those days probably in all parts of the world was 
so insecure, specially with regard to valuables (1 ain 
not speaking of iny country only hut of all parts 
of the world), that people wanted to secrete their 
valuables and money and hoard it. BuLin these modern 
days of hanking and orderly government and with 
the Rcttlcd habits of tho people, there is no induce- 
ment to keep it in hoard. 

7958. Taking a safer instance, it is less than two 
hundred years sinec Nadir Shall was in Delhi; hut 
the habits arc ingrained in tho Indian jieople, and 
1 imagine you do not think the circulation of gold 
will euro them at once ; it must be a process of 
education?- -It must lie a gradual process; but at one 
time rupees wore boarded; that objection would 
equally apply to any metallic currency. 

7959. Can you give the Commission any information 
from your experience ns to the nature (T do not 
mean little holdings of silver just ns stores of value) 
of larger holdings of rupees which may be held here 
and tliereP In this connection 1 think \vc must use 
the word “ hoards **? — I do not think there is much 
silver accumulated in India ; the highest amount even 
in the case of a prosperous peasant will probably be 
not ns much as 100 rupees. 

7960. 1 am not going to ask you, of course, now 
to name any particular instances, but have you your- 
self in the course of your experience come across any 
large or substantial hoards of rupees ?— I romember 
one instance; that is to say, 1 did not see it myself, 
but it was reported to me in connection with the 
execution of a decree for rent that we obtained. The 
execution was against the man’s movables and 
naturally his cattle and implements were attached 
by the execution officer. Upon that it was reported 
to me that the man opened a hole in the floor of 
his hut and brought out 50 or 60 rupees. That is 
the only instance which has recently come to my 
knowledge with regard to actual hoarding. 

7961. That, of course, is a small amount? — Yes. 

7962. You have not within your experience come 
across any instances of large hoards amounting to 
thousands of rupees?— No, never. 

7963. On this question of the currency habits of 
the people, you have told us that the educative: 
force of the gold currency must of course take time 
to nchieve its effect P— Yes. 

7964. At first if gold were to become freely avail- 
able for currency, wlmt, in your opinion, would he 
the effect upon the note circulation? 1 do not think 
Die noto circulation will lie affected at all. if uny- 
jhing, if there are gold notes they will lie taken 
in preference to sovereigns. 

7965. You would not fear that this impulse towards 
ffold, or what is inscribed as this affection for gold, 
■night not have the effect that people would say: 
11 Let us always have the best, now that we can 


get it, for every purpose. Let us have gold for 
circulation in preferonco to notes ,y P — 1 should not 
think so; they would circulate sovereigns if it is 
convenient to circulate sovereigns; they would 
circulate notes if it is moro convenient to circulate 
notes. There will bo no special liking for metallic 
circulation in preference to puper money. 1 notice 
that with regard to rupeus. 

7961). If 1 remember aright, by far the must 
numerous notes individually are the ten-rupee and 
the one-hundred rupeo notes in circulation? — At the 
present moment so far us 1 know it is the ten-rupee 
notes which form the bulk of currency notes. 

7967. By far the most popular note is the Its. 10 
note and the Rs. 100 note?— Yes, und if 1 may 
interrupt you, Sir, for larger payments, for example 
if a man is buyftig a house or buying an estate of 
considerable value then Rs. 1,IKH) notes and 10, OCX) 
notes. 

7968. For those larger payments they lire not likely 
to substitute gold because of the inconvenience, but 
for the demands for which Rs. 10 nml Rs. 100 notes 
are used, is that not just where, in your knowledge, 
you might expect gold, at first ut any rate, to be 
drawn off into circulation at the expense of the 
nutc issue? — 1 don’t apprehend it. 

7969. You do not. attach any importance to that 
danger? — No. 

7970. Now 1 want to ask you a morn theoretical 
question. Have you been able to make any estimate 
of the amount of gold which you would require from 
first to last to carry out your suggestions as to the 
introduction of a gold currency?- -If that figure is 
correct that 600 cm res of rupees are at present in 
circulation amongst a vast population, now all that, 
you would hare to provide is for that quantity In 
gold and nut or that quantity I won’t he quite sure 
whether 19 or 20 crorcs something like that you 
will get out of the existing gold currency, that is in 
sovereigns. Then if the liiints are open, instead of 
a desire to get gold and store it up, there will he a 
tendency rather for the purpose of converting the 
gold into gold sovereigns. 

7971. 1 want, in the next pluce, to ask you a 
question or two nbout the note issue. Are you or 
are you not in favour of transferring the control of 
the note issue to a Central Bank? By tho central 
bank, do you meun, Sir, the Imperial Bank. 

7972. I purposely did not say the Imperial 
Bank; I said to a central bank, a <-ontral bank of 
Issue? A Central Bank under the control of the 
Government? 

7976. t ThaL must lie part of your nnswer. Would 
your answer he that yon would bo in favour of trans- 
fer to u suitable Central Bank? At tho present 
moment I entertain some doubts as to the practica- 
bility of isuch a Central Hank. No doubt, the Imperial 
Bank has this amount of disadvantage that it is a bank 
mainly controlled by ita shareholders and naturally 
with regard to the control of the administration it 
must he determined hy the shareholder*. But 1 have 
been in touch with the imperial Bank or rather its 
predecessor, the Bengal Bank, from tho your 1890 
ami T have liceii all along in touch with them. There- 
fore, you may have the idea of a Central Bank inde- 
pendent of the Imperial Bunk later on, blit at present 
1 think we will get on very well with the Imperial 
Bank. 

7971. Would you he prepared to transfer the con- 
trol of the note issue to the Imperial Bank in its 
present form? — With certain safeguards. 

7975. What would those safeguards lie?— -Thai is 
to say with regard to the issue of notes the Imperiul 
Hank - I don’t "know whether it will or it won’t — hut 
it ought to nii hm it to more representative adminis- 
tration for the purposes only of the note issue, not 
with regard to other work. 

7976. I understand you uro of opinion that, with 
these safeguards as to further control in regard to 
the note issue policy, the Imperial Bank, in your 
opinion, both in the manner in which it is worked 
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and the way in which it is at present constituted, 
inspires confidence sufficient to make you prepared 
to transfer the note issue to the Imperial Bank? — 
Undoubtedly. If there is no other central hank, which 
is not now possible. 

7977. One final question, Mr. Chakravarti, to which 
I was leading. Supposing such a transfer be made, 
what in j'our opinion will be the effect upon the 
acceptability of the note issue of its becoming a noto 
issue of the Inqicrial Bank and not of tho Government? 
—I don’t think they will have any preference cither 
one way or the other. They will take it oxactly in 
the same way. 

7978. As long ns it looks the same?- -I am still 
again talking about the peasant, tho nctunl cultivator 
who forms 80 per cent, of the population. With 
regard to his concrete mind, he cannot distinguish 
between the Government, the Imperial Bank and other 
institutions. In point of fact, every agency which is 
practieully in tho hands of the Government or con- 
trolled by the Government, they take it as if it were 
the same as the Government, whether directly or 
indirectly. 

7979. {Chairman.) 1 am obliged to you, Mr. 
Chakravarti, for your evidence. Thoro are ono or 
two Members of the Commission who may like to ask 
some supplementary questions, and I will postpone 
any further questions of my own, if there bo any, 
until a littlo later on. 

7980. (Sir Alexander Murray.) Mr. Chakravarti, 
you have had u good deal of experience ns a business 
man and as a banker and also in charge of Indian 
Mills in Bengal. We have bad it put to us here some 
time in evidence that the Imperial Bunk lias not 
given all the facilities to the public that it might 
have given in the matter of accommodation. Now 
what lias been your own experience or the experience 
within your knowledge?- My experience has been 
very much in favour of the Imperial Bank becaiiso 
two years ago- T speak frankly, Sir, when 1 was in 
difficulty with regard to this small bank of mine 
because there was a run, the Imperial Bank saved tTic 
institution ungrudgingly and so much so that tho 
money was paid up by tho Imperial Bank before the 
papers could lie got ready. 

7981. Apart from your own experience connected 
with that Bank, have you had any pcoplo coming 
and complaining to you as a public man thut they 
lmvo not been getting the facilities from the Bank 
that they might expect?---! don’t know of nny single 
instance with regard to business. Of course, with 
regard to .young men seeking cadetship or appoint- 
ment, I have had cuses. 

7982. ((' h airman .) That is common to any institu- 
tion. I think those are tke questions directed towards 
your very interesting pi actical experience which I 
wanted to oak you. Are there nny further aspects 
of the questions opened in your memorandum which 
you would care to further explnin? — There is one 
matter 1 suppose that is already covered in n way 
but there is ono matter which I would like to impress 
upon the Honourable tbe Cormuissionprs and it. is this. 
The peasant’s view with regard to currency has not 


been particularly rational or logical. I am not con- 
cerned with logic or with pure ratiocination. But 
feeling must be taken into account when dealing with 
a large number of people. Now, with regard to this 
exchange at Is. 6d. they say that 11 before 1914, I 
hail come to the conclusion because that was tho 
rupee sanctioned by the sircar bap, that is the Govern- 
ment, that Its. 15 was the intrinsic value of the 
sovereign. Lf I sold wheat or linseed or jute in those 
days, if I sold a Us. 100 commodity— (because he is 
after all a producer of raw goods) — then I used to 
get Hs. 100. Out of that 1 had to pay fixed charges, 
that is tho Government revenue directly or indirectly 
and various taxes. That absorbed GO rupees and then 
after having those I had Its. 40 in my pocket to 
deal with for my own purposes. Under this Is. (id. 
ratio, T get only Kh. 87, and the fixed charges are the 
same. Therefore 1 have to pay Its. 60 but of that 
and for internal purposes, for money purposes, 1 
have to deal with my wants with Rs. 27, whereas 
I had Ks. 40 then. One objection may bo made that 
your rupeo is more valuable. But the value consists 
in this — provided lie was a buyer of imported goods; 
but he very rarely buys imported goods except Man- 
chester piccegoods. Therefore ho thinks, and ho 
attributes all his misfortune to the Government and 
says, the all-powerful Sircar could put it down, but 
instead of putting it down, the Sircar Bahadur is 
allowing me to he cheated of Ks. 13. 

7983. That is not an unfamiliar point of view. A 
critic of your friend, the peasant, who advocutcs that 
argument might say to him, might he not, if he 
thought his intelligence was capable of apprehending 
so profound a matter, that although you may be 
getting less rupees for what you are selling, yon 
are paying less rupees for what you are buying, and 
then your peasunt might find it convenient to look 
at both sides of the picture instead of only one? — 
This is the point which he makes, that J do not buy 
anything except probably cloth which is. imported. 
With regard to the bigger people, tho bigger 
nierchunts and so on, it may lie favourable to the'm, 
but it is not favourable to me. 

7984. Is a man who only sells and never buys a 
common phenomenon in the economic world? — T did 
not mean that. ITe does buy us everybody else, but 
so far ns he is a seller and so far an bis export 
from the country is concerned, he deals in wheat., 
linseed, jute ami various other products. Then he 
gets his money, lie luut to pAy. If he dealt with 
manufacturers or with large concerns, probably lie 
would have to buy wliat is imported into the country, 
and therefore the two would equalise, but in bis case 
bis answer is, “ T do not buy.” I can get all that 
I buy created in my own country. Therefore I am 
not dependent upon wliat is imported from outside. 

7985. If you were supporting him in that argument 
you would be adopting the contention that the price 
of imported articles has no effect upon the price of 
articles grown and consumed only in the country?— 
Yes. 

7986. (Chairman.) We are much obliged to you for 
your further ex pin nations and for your very full 
assistance to-day. 


(The witness withdrew.) 
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TWENTY-FIRST DAY. 
Tuesday, December 29th, 1925. 


PRESENT : 

Tiik Right Hon. EDWARD HILTON YOUNG, l\(\ f D.S.O., D.S.C., M.P. ( Chairman ). 


Sir IIajkndkanath Mookbrjbk, K.C.I.E., 
K.C.V.O. 

Sir Norcot Hastings Ykklkh Warren, K.C.I.K. 
Sir Reginald Mant, K.G.I.K., C.S.T. 

Sir Alexander Robertson Mu hr ay, C.H.E. 


Sir Pirhiiotamdab Tiiakckdas, (U.K., M.R.K 

M.L.A. 

Professor Jahangir Coovkkjke Coyajkk. 

Mr. William Edward Pkkhton. 


Mr. G. H. Baxter. 
Mr. A. A YANG All, 


| (Secretaries). 


Mr. 1). P. Kiiaitan, representing the Indian Chandier of Commerce, called and examined. 


7987. (Chairman.) Mr. D. P. Kliaitau, you have 
come to assist us this morning as a representative of 
the indiun Chambor of Commerce ?-- Yes. 

7988. Tho Indian Chamber of Commerce have been 
good enough to provide us with a very full memoran- 
dum,* so that we understand that on this occasion you 
will bo explaining tho views of tho Chamber and not. 
your own personal views. Would you, in the first 
pluoo, tell us for the sake of our record what is the 
nature of the interests represented in the Indian 
Chamber of Commerce? — The Chamber consists of 
members,.- some of which are bunks, Borne of whom 
carry on export and import businods, some of whom 
have got juto mills, some have got cotton mills, some 
are connected in chemical industries, some are en- 
guged in dealing in Indian piece-goods, some in 
foreign piece goods, aomo in country produce, some in 
juto and in fact almost all the various kinds of busi- 
ness carried on in Calcutta are represented. 

7989. What is the membership in numbers?'— 180. 

7990. In what year wa3 tho Chamber originally 
founded? — It was founded this year. 

7991. It is a new institution? — Yes, Sir. 

7992. I will ask you just a few questions upon tho 
memorandum in order to clear up any point that may 
seem doubtful. In the first place, in para- 
graph 3, you say, 11 For a Government to use its 
currency-issuing authority to pass into circulation 
as standard currency over-valued coins is open to 
gravest exception . 99 By 11 over-valued coins," do you 
moan any form of token coin? — For example, in our 
cose, the rupee which is intrinsically worth only about 
{|tli at the presont rate of exchange and present 
value of silver in terms of gold. 

7993. That would include any form of token coin- 
age?— Yes, it would. 

7994. Would you amplify a little why it is open to 
the gravest exception for the currency issuing 
authority to pass such coins into circulation? — Our 
Committee has a distinction in miml about the rcall.v 
subsidiary coins used as subsidiary coins and standard 
coins; for example, the rupee has been passed as 
really the standard coin of the country. 

7996. How would you define a standard coin? — The 
Jefinition of standard coin as avc understand it is 
this : For example, the rupee is not compulsorily con- 
vertible into gold of which it is supposed to be a 
token. The paper currency notes are convertible only 
into rupees and not into gold. Now the rupee posses 
as standard coin bocause it is not compulsorily con- 
vertible. If it had been convertible into gold and 
gold coins were in circulation, the gold coin would 
have been the standard coin as representing the 
standard of value. But the rupee not being worth 
actually os it is intrinsically, it should bo supposed to 
he a subsidiary coin but is rosily passed as a standard 
coin. 

* Appendix No. 39. 


799(3. It still leaves mo in a little doubt as to what 
tliu characteristic's of a standard coin are. I suppose 
that coin is tlio standard coin of a currency which is 
in that currency unlimited logal tender, is it not? — 
Yes; there is the distinction which wo understand. 

7997. That is the quality of the convertibility? - 
Not reully tho quality of the convertibility. Not only 
tliu quality of convertibility but also the fact that the 
rupee by itself does not represent the real value. In 
order to ascertain its real value you have also to con- 
sider tho rate of exchange prevailing, and the amount 
of gold that the rupee can buy is really the standard 
of value. 

7998. Then you would not admit any coin in sub- 
stance to bo a standard coin except a gold coin? — 
Yes; as gold is the standard of value gold coin would 
lie tho standard. 

7999. You wore going to tell us what the very grave 
exception to the passing into circulation of an over- 
valued coin in tho sense of a token is?— A standard 
coin should also be a store of value. It is not simply 
the standard uml measure of value but also tho store 
of value. Now, the rupee is very much misunderstood 
and then by reason of the fact that tho rupee passes 
us standard coin it leads to the greatest amount of 
misunderstanding. 

81MJ0. May I direct your attention rather moro 
immediately to tho point which f thought required 
explanation? Is it really open to the gravest cxwpt- 
ion that a Government should pass into circulation 
any token coin, any over-valued coin? — As tho 
standard coin. If it is done ns a subsidiary coin, it 
would ho a different matter. For example, our pies, 
tho copper pice, or the nickel two-anna hit, there is 
no objection to them. Everybody understands them 
as subsidiary coins. 

8001. f quite follow you. Will you point out 
whether you would extend that objection to any note 
issue, Iwctiusc a note in many currencies is, of course, 
a token in the sense Hint it is over-valued and yet it 
is stundard currency in the sense that it is unlimited 
legal tender?— Yes, lmt the note denominated in 
terms of gold can bo converted into gold; hut our 
rupee cun not. bo. 

8002. The point which you emphasise is that there 
must bo a stable relation to gold? -And convertibility. 

8003. And convertibility?— Yes. 

8004. But why necessarily convertibility if thero is 
a stable relation? Supposing the gold valuo of your 
standard coin is stable, why do you then lay emphasis 
tn convertibility? — Unless it is convertible, unless the 
people can give Rs. 16 and get a sovereign, the rupee 
passes and the people have not that confidence in the 
rupee ns they would have if tho rupee were convertible 
into gold ; and whatever the standard of valuo is, that 
should lie quite apparent, on the faoe of it. 
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8005. Supposing they find out that they cannot got 
a sovereign for Its. 15 but that they can alwuys got a 
sovereign's worth of Rs. 15, then is thcro any objection 
to such an issue?— Even then, Sir, there would bo 
that objection that people should be ablo to see what 
really ihe standard of value is. They should know on 
what standard of value dealings are carried on in the 
rountry and if they want that standard of value to be 
in their hands, they should have the confidence that 
at any time, the token coin that is passing in the 
country is convertible and they can get the real 
standard, the gold in exchange for their token coins, 
in order to have the fullest confidence in it. 

8008. If for a reasonably long period of time they 
find that the gold value of the rupee is stable, and 
that they can always get a sovereign's worth of gold 
lor Rs. 15, even though there is not direct con- 
vertibility, will that not give them tho confidence in 
the standard of their currency which you say is 
essential? -I do not think so. 

K(KI7. Would not that he a question of time?- -On 
the other hand, if gold coins are once passed into 
circulation and the people see that the rupees can lie 
con verted into gold coins, then ufter the lapse of 
certain period, it will bo possible for people to have 
that amount of itinfidciice. Rut if at the start wo 
begin on the wrong side then the difference will con- 
tinue and the confidence of the people in Tndia at 
present having regard to tbo great changes in value 
that have taken placo in the rupee, lins been very 
greatly shaken. 

8008. Your point is that there is only one way to 
teach people confidence iu the stable gold value of the 
rupee and that is to enable them to get gold for their 
rupees? — Yes. 

80(H). Tn the next paragraph j'ou suy, 11 Like other 
countries, she has u right to be paid for this net 
surplus of commodities and services by a transfer of 
gold from other countries. 11 Do you look upon the 
acquisition of gold ns a good in itself?* -Yes; tho 
country exports more than she imports and she has a 
right to get the balance in the form of gold. If 
other countries want that India should not import 
gold and should not receive gold in return for goods 
and Hervi«*es, they are quite at liberty to offer more 
attractive terms of investments to Indians in other 
countries. 

8010. T have noted that point in your Memorandum 
elsewhere. Tho question lo which T want to draw your 
attention now is this; is it an end in itself to a 
country to get as much gold as it can? — India requires 
capital for her industrial development, for her agricul- 
tural development and for that purpose it is desirable 
that gold should be in circulation, t.hnt gold should 
1 mi imported, should lie passed as coins, should be in 
circulation in tbo form of coins in order to furnish 
the capital that is so much needod. 

8011. 1 do not quite follow that. You cannot use 
gold in circulation to build n factory; you want goods 
for Hint, don’t you?— Rut those goods cun only he 
bought with gold. 

8012. Why?— -The other countries have to be paid 
in gold. Firstly, Tndia exports her stuffs and in 
return she gets certain commodities and the balance 
is made up by the import of precious metals. Now 
those precious metals either are forced into other 
channels or can also he utilised ns currency. Now 
if they are utilised as currency the country has got 
that amount of capital with which they can import 
machinery or buihl their own factories and help in 
agricultural and industrial development which is so 
much needed. 

HOLS. But supposing India wants engines for her 
railways, then in order to buy those she must leave 
the proneeds of her exports abroad to pay for thorn, 
must she not? — It does work out like that. It is 
only the difference between the import of commodities 
and tho export of commodities that is imported in 
tho form of the precious metals. 

8014. As n matter of fact statistics show that India 
has been obtaining lately an enormous amount of 
gold?— Not in proportion to her population. 


8015. 1 am sure I do not know what standard you 
apply there. Whether it is big or small in proportion 
to her population, would it not be very large in pro- 
portion to tho amount of gold required by the popu- 
lation of any other country?— How could you say 
that? India lias one-fifth of the population of the 
world and her imports of gold have not been anything 
like that one-fifth. 

8016. Huve you compared the statistics of the 
amount of gold which, in the course of the last 20 
years, lms been absorbed by the population of India 
ns compared with the amount of gold that has been 
nbsorbed by the population of any other country? — 
You must know what has been chiefly responsible for 
it. Now since the 2 shilling ratio was put on the " 
statute-book it was not possible for the inhabitants 
of this country to tender gold to the Government and 
to get currency instead. If the 2 shilling rate had 
not lieen placed on tho statute-book it umounts to 
ibis, that whulever gold was imported must go into 
the country for absorption merely, it could not be 
utilised for the purpose of currency. It is quite true 
that after that the Government to a certain extent 
bought sterling bills and issued currency against it; 
but oven that was not done to a sufficient quantity. 
Therefore 1 hope, Sir, you will agree with me that 
the people of this country are not responsible. 
Secondly, to a certain extent gold is required by the 
people of this country on account of their social 
customs, on account of their traditions they do use 
gold in the form of art. 

8017. Is it your opinion, then, that a large amount 
of thiB imported gold is only waiting to coine out 
in the form of currency as soon os there is an effective 
ratio between the rupee and gold? — Simply an effec- 
tive ratio would not do it. In course of time if 
you circulate gold coins that will be the result because 
then people will learn that gold can be used in the 
form of gold coins also. 

8018. The difficulty I want to put to you is this. 

If the people who took this gold had wanted anything 
else they could have got it: they could have got it 
in the form of commodities, by buying them? — I 
cannot follow you. 

8019. You have people in India who have imported 
these large amounts of gold in the course of the last 
few years. If they had wanted something else, cotton 
goods or any other form of commodity, they could 
have had them by buying them. Even now if they 
pleased they could take their gold to the brokers and 
get currency for the gold. If they have not done so, 
and do not do so, does not that show that they have 
taken this gold because they want it for domestic 
uses, as yhu say, or for hoarding as a store of value. 
That being so, what reason is there to expect that 
this gold will ever come out to be coined?— So far 
as boards are concerned — you used the word hoard 
also- -I do not think there is any hoard of gold in 
the form of gold bars or anything like that. What- 
ever gold has been bought by the people has been 
converted into ornaments and much of it is due to 
our social customs. Now that amount of gold will 
always be taken by India, there can he no doubt about 
it; hut with the progress of education, with the 
development of hanking facilities, with the training 
of tho people in investment in productive channels 
instead of converting their surplus wealth so to say 
into the form of ornaments and jewellery, they will 
come out to invest them in productive ohannels and 
the result that you mention will oome about and gold 
coin will really facilitate that. For example, if a man 
buys some gold at present the only way in which he 
can keep it is by converting it into ornaments, but 
if he can get gold coins he would rather go in for 
gold coinB solely because that would be a very good 
method of storing it and it can be easily reinvested 
or re-spent for domestic purposes as also for any pur- 
pose he wants; but if the gold is oonverted into 
ornaments it must needs be— in the absenoe of gold 
coins, the result is that he has to sell a part of his 
ornaments and there is loss of prestige and several 
other things which I have mentioned in the memo- 
randum take place. 
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6020. Now let me put this question to you. Where 
would you draw the line? If India ought to get gold 
from abroad, if it is a good thing that she should 
get gold, then I suppose a critic might say in regard 
to your argument: " The more gold she gets the 
better so that to carry the matter to tho limiting 
case it would be best of all if she were to take pay- 
ment for the whole of her exports in gold, which is 
absurd. Where do you draw the line?— The line is 
necessarily drawn by the exports on the one hand and 
on the other hand tho imports of goods and the cur- 
rent requirements for Home remittances. Now these 
are tho two boundary lines which must always exist 
• and it is only the difference between tho two tliut can 
be supplied in the form of gold. Now to a certain 
extent silver is also inquired for the very same pur- 
pose as 1 have mentioned for gold, and the difference 
will bo made up and must bo mado up by gold. Either 
you would keep that gold outsido India or inside 
India. You could keep the gold outside India as 
trustees for India, or the Government could keep tho 
gold in India itself. 1 do not know of any other 
method in which it could lie done or whether it is 
desirable for the sake of winning the confidence of 
the people to try any other method. I suppose, Sir, 
that is the method of the whole world and there is 
no reason why any other method should be adopted 
lor India. 

8021. Do not you think it is the case that wliut 
has boon happening is this. India hus been export- 
ing bo much, against which she has been taking the 
imports of commodities and the gold which she 
requires; that what is called the balance of trade 
settled in gold has really been tho measure of Indiu’s 
demand for the commodity gold; and that there is 
no reason at ull to suppose that there is any un- 
satisfied demand for gold year after year in India. 
If it had required more it could have got more, 
couldn't it?- -Well, Sir, 1 do not quite follow that. 
You say there is no unsatisfied demand. 

8022. You talk about the settlement of the balanco 
between imports and exports in gold. What is it 
that decides the total volumo of imports against 
exports P Must you not reckon in gold as one com- 
modity like any other which is taken by India in 
the settlement of her exports? If she required more 
gold she could have got more gold and fewer com- 
modities. If she required more commodities then she 
would take less gold. It is difficult to see why there 
is any evidence of late years of any unsatisfied 
demand on the part of India lor gold. What can 
have caused such an unsatisfied demand; what was 
there to prevent India from getting all the gold she 
wunted P — Well what we really want is that gold 
should bo used in the form of coins as well. The 
people have been clamouring for gold currency but 
they have not been getting it and that is to a certain 
extent an unsatisfied demand. 

8023. In the next paragraph you say: 11 Here lies 
another inherent defect of the gold exchange 
standard, as the Indian exchange standard has boon 
designated. It depends for its successful operation 
not on the automatic working of the system os in 
the gold standard but on the judicious operation of 
the controlling authorities.” Does that observation 
apply to the exchange system as it has existed in 
India? — Here we have explained that it depends for 
its successful operation not on the automatic working 
of the system as in the gold standard but on the 
judicious operation of the controlling authorities. By 
thiB we mean that if a gold exchange standard is to 
be successfully worked it can only be done so if 
the controlling authorities judiciously operate it; 
but that has really not happened in the ease of India. 

1 8024. If I may just take that point, your observa- 
tion applies there to any gold exchange standard P — 
Yes. 

9026. Let me put to you what has been advocated 
bofore the Commission as a perfected gold exchange 
standard. It would be perfected in this way; firstly, 
that the control of the note-issue should be trans- 
ferred to a Central Bank; secondly, that the reserve, 


the gold standard reserve and the paper currency 
reserve, should be combined in one reserve under the 
control of the Central Bank as the currency autho- 
rity ; thirdly, that tho Central Hank should undertake 
an obligation to t buy and sell some medium for 
international payment, either gold or foreign 
exchange, at the gold points on a prescribed ratio 
between the rupee and gold, 13 and one-third or 16, 
or whutevor it was. With a perfected gold exchange 
standard of that sort, would you still be of opinion 
that the automatic working of such a system depended 
upon the judicious operations of tho controlling 
authorities? — Yes, so far as the operations aro con- 
cerned, it must depend on the judicious operation. 

802(5. Wliut scope would there be, then, for manipu- 
lation, when the obligation was definite, legal and 
precise, to buy and sell either gold for export or 
foreign exchange at the gold points ut the prescribed 
ratio?- The first loophole for manipulation is that 
a hunk may not do it to ail unlimited quantity. 

8027. That is perfectly cor reel. 1 will udd, as I 
should have added in the first place, that these pur- 
chase's and sales must be to an unlimited amount? — 
Let us Bee what happened in the case of India. 

8028. May I preface, in view of your lust observa- 
tion, tliut we must recognise that this is a standard 
which has never existed in India yet ?- The standard 
that did exist in India up to 1014 in tho pre-war 
period was worked in tliut way. it was worked in 
u very perfunctory way. 

8020. M ust we not recognise that there wns no such 
standard in India before the war, because there wus 
no obligation to sell gold or foreign exchange? — 
There was no statutory obligation. 

8030. It wus simply u question of policy and option 
on the pari of tho Govern meat? — There was no 
statutory ohligulioii; but even if there was a 
statutory obligation. 

8031. And ulso uuotlicr great difference, that tho 
reserves were in two lots instead of in one, and not 
related to the currency?-— Tliut was one of tho diffi- 
culties; and the second difficulty was that thero wns 
no statutory obligation; but oven if there be a statu- 
tory obligation, then from day to day tho Bank cannot 
ho watched as to whether it is doing it or not. The 
work has to be placed in the hands of cither ouo person 
or u set of persons und whether he is doing it 
judiciously, whethor lie is carrying out tho statute to 
its fullest extent or not, it does not leave a loophole; 
and the time token between these operations . . . 

8032. Jjct us follow that step hy step: you suggest 
that tho central bank might fail to discharge this 
obligation to buy and sell? — Yes. 

8033. That is, that it might break the law? — Yos. 

8034. Can you protect any system of currency 
against a currency authority that chooses to break tho 
law? — Under a gold standard it would not lio in the 
hands of tho currency authorities to break tho law. 

8036. A gold standard must include, as I under- 
stand, a note issue? — Yes. 

8036. Jf there is a note issuo, tho imiiutemince of 
that note issue depends upon tho observance of tho 
luw fixing the relation between the noLo issuo mid the 
reserves, does it not?- -Yes. 

8037. It would be equally open to a central bank 
to break that law, if it is going to go in for law- 
breaking? A central note-issuing bunk will have to 
publish weekly figures us to wluit tho gold in tho re- 
serves is and that will be watched hy tho pooplo, and 
if ut niiy time tho bank does not keep that quantity 
of gold in the reserves that will at once become 
apparent and there can bo an agitation. 

8038. Tho safeguard of any law is publicity.* — Yes. 

8039. Supposing somebody went to the covitral bank 
to sell gold or buy gold for export und wu refused, 
would not that at once become public? Tho dis- 
appointed buyer or soller would proclaim tho breach 
of the law from tho housetops and say the bank waft 
breaking the law and not discharging its legal obliga- 
tion? — An individual person doing it and the publica- 
tion of weekly figures in regurd to the gold reserves— 
there is a good deal of difference between the two ; and 
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then, if u gold exchange standard is to he operated, 
the bank has got to keep its reserves either in the 
form of gold in order to carry out that obligation or 
in tho form of some foreign currency. Now, so far as 
the foreign currency is concerned the value of that 
foreign currency or the bills in which the gold reserves 
may be invested, those values may fluctuate; and that 
is "another reason why a gold exchange standard 
cannot bo so perfect ns the gold standard. If it is 
kept in tho form of gold, there is no reason why there 
should ho a gold exchango standard instead of a gold 
standard. Because people may bo allowed to use gold 
it docs not follow that everybody will use gold instead 
of silver rupees or paper currency notes, Silver 
rupees are required for definite purposes and paper 
currency notes are required for definite purposes. All 
that the people wont is the right to convert that cur- 
rency into the form of gold. 

8(M0. Might not a critic put this against you? 
Might he not say: 11 Yes; there is a very important 
reason from the point of view of economy, that with a 
gold exchange standard you save the cost of whatever 
gold there is in circulation, and with an exchange 
standard you can keep a smaller reserve because you 
have not to undertake the liability of internal con- 
vertibility ?”— ' To a certain extent there may bo some 
additional cost; I do not know: I regrot that I cannot 
admit it at once, hut in regard to a gold standard 
there will ho that perfect safety. Nobody could break 
it. ft will he in the hands of the people to get as 
much currency ns they like. 

8041. Let me follow out what is in your mind. Is 
it not certain that to have gold in currency is more 
expensive than to have tokens in currency?- So fnr 
as the tokens are concerned, if .you were to hnvo silver 
rupees there is a profit on coinage and that profit is 
set apart now in the gold standard rosorvo. It is quite 
truo that recently that gold standard reserve has been 
invested. Tho peoplo complain that tho quantity of 
gold in the gold standard reserve should first not have 
been taken outside Tndia, and secondly that having 
been taken outside Tndia, it should not have boon 
invested there. 

80*12. That raises one or two other questions, but 
we agree that there is an economy in tokons in com- 
parison with gold circulation, which is realised in the 
form of a profit on coinage, and that profit is com- 
monly carried to a reserve until the reserve is hig 
enough ? — Y r cs. 

8043. Afterwards the profit may accrue in the form 
of relief to general revenues? What, do you think, 
is preferable, tho confidence of tho people or the small 
profit that is derived by investment of a portion of 
that reserve? I should think that tho confidence of 
the people should weigh much more with tho Cover n- 
inent and the currency authorities in this matter than 
tho small amount of profit that may ho derived. After 
all that profit is derived by levying a forced taxation 
on tho peoplo against thoir will. Peoplo want in the 
form of currency what they really consider to bo the 
standard of value, and gold is the standard of vnluo. 
To tho extent that people of their own accord do not 
find it convenient or necessary to use gold coins, to 
that extent they suhmit to that taxation in tho form 
of profits oil coinage; hut if you force ppnple to adopt 
only token coins or only paper currency notes, it be- 
conwN a kind of forced taxation on the people, and 
therein to the mind of our committee lies the great 
difference; you ought to educate people to oronomise 
the use of gold for currency purposes, not forre it 
down their throats. 

8044. Muy it not he said that this profit made, if 
you please, nt tho expense of tho people, first of nil, 
ns you rightly say, serves tho purpose of accumulating 
a reserve on the assumption that an exchange stand- 
ard is useful for national purposes, and, secondly, 
when the reserve is big enough it goes into general 
revenues in relief of other taxation? So that, in the 
vulgar phrase, is it not the cose than what the peoplo 
lose on the swings they gain on the roundabouts?— 
But you lmve got to consider the confidence of the 
people. So far as India is concerned they have been 


treated to fluctuating exchanges, to the alteration of 
the standard of value itsolf from time to time and they 
have lost all confidence in tho currency system. 

8045. You returu to the point that tho essential is 
to inspire confidence, and that in your opinion the only 
uiothod of inspiring that confidence is by having gold 
in circulation? — Yes. 

8040. Further on in that paragraph you deal with 
some of the notorious break-downs iu currency systems 
during tho war. But us a matter of fAct did any 
currency system which was subjected to the strain of 
war manage to survivo it, even though there was gold 
in circulation? — Firstly, (udia was not placed in that 
difficult position. At that time India’s goods were • 
very much required by the rest of the world, at least 
hy those countries which were engaged in the war. 
There was no reason whatsoever why if the currency 
system were properly managed I ndia should have been 
thrown off the equilibrium. 

8047. Let me refer j'ou in that connection to all the 
neutral countries of Europe, which were not obviously 
exposed to the impact of the war, many of which had 
gold currencies. As n matter of fact did not all their 
currencies break down to this extent, that they were 
involved in larger or smaller measures of inflation? — 
Take the case of America. So far us I know they 
always maintained a gold standard and thoir currency 
systom never broke down. 

S048. That might be arguable, hut if you were to 
take the case of Holland, Denmark, Sweden, Norway, 
and Switzerland, how many of their currencies sur- 
vived the war without showing similar dislocation? — 
Firstly, I must say that I do not know the conditions 
of those countries that you have mentioned. Secondly, 
in Lidia what really happened, was a case of deliberate 
disturbance of the currency systom. For example 
when tho Buhington Smith Committee reported, they 
said that the rupee should be valued at 2s. The rupee 
had always been valued at Is. 4d. What was the 
necessity of doing that and valuing it at 2s. P 

8049. Let me say that my mind was rather turned 
on this question of the actual dislocations of the war 
period, not the post-war period. In the last sentence 
of tlii» paragraph you sny tho real standard of vnluc 
being gold the token gold value of tho rupee should 
not have been afTectod by any consideration, not even 
the riso in silver prices. When that rise iu silver 
prices took plnro until it got very high, what in the 
opuinn of y6ur chamber should have been done?— Wc 
have got the minority report of Sir Dadiba Dalai in 
the Babington Smith Committee. He suggested cer- 
tain remedies under which the rupee need not have 
gone off the Is. 4id. level in spite of the rise in the 
price of silvev ; and it is an essential factor of a cur- 
rency system that tho standard should not be dis- 
turbed. Tho rupee is simply a subsidiary coin. That 
factor .should never have been forgotten. Yoii might 
us well say that simply because tho price of doth has 
gono up one yurd should lie equal to two feet instead 
of three. 

8050. When the vnluo of silver rose until tho melt- 
ing point of tho rupee was passed, what measure should 
have been taken?. -The silver coin should have been 
debused or some other stops could hnve been taken. 
At least that was tho suggestion made by Sir Dadiba 
Dalai that there should ho a two-rupee coin further 
debased. The rupee should huve been treated as a 
subsidiary coin. Now, Sir, suppose the price of silver 
goes up, what would happen to shillings in England? 
Do you think they would go up to 19 shillings to tho 
pound. 

8051 . They were in fact debused as we know. The 
silver contont was reduced ? — Yea. 

8052. What in your opinion would be the social, 
and, indeed, the political reactions upon the Indian 
people of a reduction at that time, or indeed at any 
time, of the silver content of the rupee?— There could 
have been none. On the other hand, the agriculture 
and industries of the country would not have suffered 
the depression that they did as a result e 4 the fluctua- 
tions ami this- upsetting would not have come into 
existence by changing the standard of value. 
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8053. 1 am merely trying to ©licit your expert 
evidence from your acquaintance with the habits and 
customs of tho un instructed Indian public. Take the 
case of an up-country Judian village. What would 
happen in that village at any time if it gets about 
that the rupee lias no longer so much silver in it 
ns it used to have, or if an attempt wove inudc to 
substitute soino other form of coin for the rupee, 
under any conditions. l)o you think it would go 
smoothly, or do you think it would cause a great dis- 
turbance to the public mind? — Now, Sir, what happens 
at present? The silver rupee goes into the villages 
and tlio man there buys some silver with tho rupee 
und ho Buds that he can buy about 33 per cent, 
more than the weight of the rupee. Now, ho knows 
at once that the rupee is an over-valued coin and 
if you will excuse me 

8051. 1 do not quite follow you. You are picturing 
somebody buying silver with his rupees? — They do buy 
silver with the rupee. 

gnfiS. And he finds ho can buy more silver than 
there is in the rupee? — Than the weight of tlm rupee 
itself, apart from fho question of bow much silver 
there is. For 75 rupees you can buy 100 tolas of 
silver and lie knows that the intrinsic value of the 
rupee coin is not tho artificial value which it lias 
got- owing to certain reasons which he can’t under- 
stand, which only persons versed in the science of 
currency can understand, but which lie docs not 
understand, and, Sir, ho abuses the Government. lie 
says that the Government is giving us coin not of its 
full value, they are making us use coins which arc 
not the real value. Now, that certainly is a position 
which does not do much credit- to the Government 
or inspire confidence in the people. 

8050. Won't ho abuse the Government even more if 
tile Government gives him a coin which is still less 
ill its face value than its bullion value? — Hut, Sir, 
if alongside of it they know that they can gel gold 
whenever they want it, that there are gold coins in 
circulation. Now, take the case of the copper pice. 
Now they know that 0-1 pice can lie converted into a 
silver rupeo. And if they knew that 15 silver rupees 
can be converted into a gold coin that position would 
not arise? 

8057. If lie knows that ho can get gold for his 
rupees he will not trouble bow much silver there 
is in the rupee? — Simply gold is a different matter 
and a gold coin is a different matter. They can buy 
gold bullion. 

8058. Now we come to paragraph (5. where you 
deal initially with the question of tho relation l»etwccn 
the rupeo and gold. You argue that lc pre-war con- 
tracts valued at 113 grains of fino gold which required 
tho payment of Its. 15 still require the payment of the 
same number of rupees but which are equivalent to 
about 130 grains of fine gold.” What is the character 
of the contracts which yon have in mind there which 
were m ado lief ore tho war? — Firstly, the land revenue, 
they are fixed in terms of rupees Then nil borrow- 
ings of the agriculturists — they are in terms of 
rupees. 

8069. For what terms are these borrowings usually 
madeP — You mean the rale of exchange? 

8060. No, what length of time?- Tt is estimated 
that there are about 800 orores of rupees to which 
the agriculturists are indebted in the country. 

8001. When an agriculturist borrows money in this 
way, for what length of time does lie borrow it?- - 
It goes on from year to year and the poor agri- 
culturist is always indebted and the loan continues 
and they cannot get rid of their indebtedness. 

8062. But it is formally repayable at any time?-. 
There are two kinds of contracts. One is mortgage 
and the other is ordinary loans. 

8063. For what period are mortgages usually made ? 
--In debentures the periods are long. 

8064. Yes, in higher finance, in bigger trade? ~ 
Yes, Sir. So far the agriculturists are concerned, Ihc 
period mentioned in the mortgage is not long but- 
a mort gag e is allowed to continue for a long period. 


8065. What is the normal period for u debenture 
to be repayable? — There are several kinds of 
debentures, 10 years, 20 years. There may be longer 
terms. 

8066. Is ten years the usual minimum period?- - 
1 should not say that but the debentures continue 
longer and they have to continue on tho same basis. 

8067. Tho ordinary loans are, as you say, repayable 
at any time*, hut the borrower may not liuvo the money 
with which to repay? — Yesa Sir. They go on con- 
tinuing (hat loun in that way on the same terms. 

I have mentioned the largo amount of preforciire 
shares on which the dividend is paid at a fixed basis. 

8068. They are all fixed in vestments, no doubt. 
Then further dowu you say: “In other words, nil 
ilcbturs have now Up give 130 grains of fine gold .to 
discharge their existing contracts instead of 11.3 
grains for which they really contracted. ” Should 
we limit that by saying “ all debtors on these long 
term contracts”? You do not moan absolutely u II 
debtors, do you? — Wo mean all debtors who liavo con- 
tinuing obligations. Debts that, have already been 
discharged don’t come into consideration hut all the 
contracts which liavo not been discharged continue 
on that basis. 

8069. ('nn you give the Commission any guidance as 
to the relative volume or interest involved in con- 
tracts entered into on the 15 to 1 basis and still 
cont inning, and contracts for a shorter term which 
have lieen entered into upon ratios of the rupee to 
gold which prevailed since the 15 to 1 ratio? — You 
mean, Kir, all short term contracts relating to. 

8070. The relative volume of interest involved in 
the short term contracts and these long term con- 
tracts? -Well, so far as short term contracts are con- 
cerned, those that have been discharged are dis- 
charged. And the land revenue, dclieii lures, pre- 
ference shares, and mortgage's, all 1 hose* con tracts are 1 
rout inning, they are continuing while the short term 
contracts have been discharged and gone off. The 
term in a certain contract may lie a short term hut 
if it js continuing it conies under this. 

8071. Nevertheless, under these conditions the 
debtor Jins his remedy, has he not, and that is to 
repay the loan?. He must, have the money to repay 
it. If his himng power disappears, if he gets less 
money, then his capacity to repay the loan gets 
reduced still more. 

8072. T will come to the question of li is capacity 
in a moment, if 1 may. As a matter of fact, is not 
fho vast hulk of contracts entered into from clay to 
-day in any country contracts for purchase and sale, 
and are not such contracts typically short term con- 
tracts which either exhaust themselves on the spot 
by the passnga of crash or exhaust themselves within 
a period of, say, at most three months on the dis- 
charge of the bill or some such security? — I don’t 
quite follow how that would affect the position. 

8073. I ain trying to see the difference in the volume 
of interest involved in long term contracts and short 
term contracts, and the suggestion may be put that 
by fnr the largest volume of interest involved in con- 
tracts made from day to day are those involved in 
contracts for purchase and sale? — IIow would that 
affect the situation at all? For example,, if a mini 
has entered into a contract, lie covers his exchange. 

v 8074. T think that Is a question to which a simple 
answer is really the most informative. Ts not that, 
ns n mutter of fact, a feature of commercial life, 
that tho great volumo of contracts entered in from 
day to day arc «>n tracts to buy and sell some com- 
modity? — lint, Sir, they cannot affect the postion so 
far ns currency is concerned? They are self-liqui- 
dating contracts, where a person buys and sells on the 
same basis. •Unless a person holds goods as a simu- 
lator, which is a different matter, they are all prao- 
tically self-liquidating contracts. If T am an exporter 
T buy jute on the one hand in Tndia and sell the 
jute in England or Scotland or Germany or America 
at the same time. Therefore, they are always covered, 
one against the other. Now, so far ns tho long term 
contracts are concerned, they are really continuing 
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contract* whoso position is really affected. Contracts 
that are covered one against the other, their expen- 
diture may be very large but they are really not 
uffocted. For example, Sir, if a banker buys bills he 
also sells bills against it. He does not loso or gain. 
Similarly, an importer, if he buys goods from Man- 
chester say or any other other place, he also buys 
sterling bills, he enters into contracts for sterling 
against it. So they always cover one against the 
other. 

8075. The final question on this point is, when we 
are considering the volume of interests affected by 
tho different ratios, can you give us any guidance 
as to the relative volume of these long term con- 
tracts now outstanding entered into at the ratio of 
1 to 15 and those entered into at tho various ratios 
which have been in force since tho departure from 
the ratio of 1 to 15?- -No, Sir, thero can really b« 
no comparison at all until all the agriculturists, who 
constitute more than 75 per cent, of the population, 
are affected in this way. Supposing an agriculturist 
produces goods. He has got to soli that on the basis 
of the existing high rate of exchange, But all his 
obligations have been defined in terms of rupees so 
that tho whole of that population is affected by the 
high rate of exchange. Then, Sir, take the case 
of the manufacturing industries. Their case is exactly 
similar. Their fixed obligations nre fixed in terms 
of rupees, but they have got to sell their products 
on the basis of a high rate of exchange, that is 12J 
per cent, lower. Similarly with the coal mines; tho 
miners’ fixed obligations are in terms of rupees, their 
wages and everything, but they can sell their products 
only on the basis of a liigh rate of exchange that 
is lower in terms of rupee*;, so that what may be 
called the margin gets reduced in the case of tho 
producers without any exception. 

8070. As regards the position of the producer, what 
would bo your opinion on this consideration, that 
owing to the fact that the rupee now stands at Is. 6d. 
he will be getting less for what lie sells than he did 
when tho rupee was at Is. 4d., hut, on the other 
hand, he will he paying less for what he buys, and 
so he is no worse off than he was before?— He is worse 
off. Let us take tho case of coal, coal going from 
Jharia to Delhi. Now if coal sold at Us. G at .Tharia 
and the railway freight was Hs. 9-10, the cost to the 
consumer would lie Us. 15-10. The Delhi consumer 
who is selling his products lower also wants to buy 
his coal cheaper by 12 J per cent. Now reducing by 
12 £ per cent, from 15-10, it comes to Us. DUO. The 
railway freight remains the same, Us. 9-10, so that 
tho colliery, instead of getting Us. 0. gets Its. 4 only. 
As against that, he has lost Us. 2. The colliery at 
the same time lias got to pay n certain amount of 
rupees in wages. Now, T got figures from tho Indian 
Mining Federation, and they said that a colliery 
was raising 2,500 tons of coal per month. Out of 
Us. 4-10, their raising cost, Us. 4 represented wages 
which wore fixed on the basis of rupees. They had 
to pay tho same amount of wages, and that is the 
reason why simply on account of exchange being at 
Is. fld. they cannot make any profit; their wages 
are the same, the railway freight is the same, their 
fixed obligations on tlicir loans nre the same, and 
ultimately they get SYi much less. 

8077. On the other hand, we have had it in evidence 
that there have been in fact reductions in railway 
freights; 1 rather think tlrnt coal was one of tho 
actual freights specified. What would be your opinion 
on Ibis contention received in evidence that there is 
a constant tendency of late years for wages, for in- 
stance in the coal mines in India, to rise, and that 
the effect of the rise hi the rupee has been, if not 
obvious in the reduction of wages, at any rate to 
prevent what would otherwise have been a further 
rise?- -Now, Sir, a rise in wages can only take place 
when the mill or the mine concerned makes profits. 

»07». Is that soP That is not the experience of less 
fortunate countries P-I do not know what happens 
elsewliere, but in India the labourers claim an increase 


in wages when they find that the owner of a mine or 
a mill makes profits. Then they agitate for it. But 
once the wages increase, if you try to decrease them, 
there is much agitation os wo have recently seen in 
Bombay. Wages rose when the cotton mills were 
making extensive profits, buff when as tho result of 
losses they tried to decrease the wages, there was a 
strike and there was so much confusion. Similarly 
at any other place if wages are sought to be reduced 
there would be strikes, there would bo an upsetting 
of the whole economic system so far as that branch 
of the trade is concerned, and it would lead to liqui- 
dations, bankruptcies, and so in the process of the 
adjustment to a higher level of exchange wo sliall have 
to puss through so much confusion and so much de- 
pression ; — and then Government has not shown any 
alacrity to reduce land revenue or anything so far as 
the agriculturist is concerned. 

8079. 1 will return to that on a later poiut of your 

memorandum. Then you say in paragraph 11, 11 there 
should be an obligation to give gold in return for 
paper notes or silver rupees. It is certain that after 
convertibility has been maintained for some time, the 
people will of their own accord adopt a habit the 
result of which will be to dispense with the actual 
use of gold for internal circulation. It would 
not therefore bo a difficult matter to maintain 
the convertibility of the rupee, eventually if it can 
lie done in the initiul stage of tho adoption of a 
gold standard. In fact, having regard to tho large 
volume of rupee coins and notes that will always 
be in circulation, convertibility of the rupee 
will have to be a permanent feature of the mone- 
tary system.” That you expand further on in 
your memorandum. Then in paragraph 12 you pro- 
nounce a considered Gp inion against a managed cur- 
rency upon the lines advocated in certain quarters, 
and in paragraph 14 you return to the question of 
the ratio? — Might I bo allowed to correct a printed 
mistake in paragraph 13. “ 15-4d.” ought to be 

Is. 4d., in line aix. 

8080. That may bo corrected on the proof. Then 
you say in paragraph 14: “ On the other hand. 
Government continued their programme of contrac- 
tion— at least of keeping the country starved of cur- 
rency — with a view to push exchange to a high level.” 
It has been suggested that the Government has inter- 
vened of late to keep exchange from rising above 18d. 
Have you any opinion on that? — T am rather surprised 
to hear that. What really happened was that the 2s. 
rate was put on the Statute Book. As a result of it 
no gold could be tendered to the Government and 
there could be no expansion of currency. Even the 
Bengal Cli amber of Commerce had to protest against 
it about a year or two ago. What the Government 
did was that to a certain extent they purchased ster- 
ling bills and issued currency against it, but they did 
not do it to the fullest extent. They did it to a 
certain extent to keep exchange at Is. fid. They did 
not go further and give more currency than was 
required to keep exchange at the pre-war level of 
Is. 4d. 

8081. Apparently that statement does need to ho 
supplemented by the consideration that of late tho 
Government has taken certain measures to keep 
exchange down to Is. fid. P— We read it in the other 
way. The fact was that the Government prevented 
an automatic expansion of the currency, and after 
that to a certain extent issued currency by the pur- 
chase of sterling bills, but they did not do so to a 
complete extent; they kept the country starved of 
currency. In that case exchange would havo gone up. 

8082. In your opinion if the Government had not 
intervened the exohange would have fallen naturally 
to Is. 4d. P — But, Sir, Government ought to have kept 
the proper rate on the Statute Book to enable the 
country to deliver gold to Government and obtain 
Indian currency against it. You cannot block the 
door against the issue of fresh currency and then say 
that instead of Rs. 10 we havo given you Rs. 5 and 
be satisfied with the Rs. 15 on the principle that half 
a loaf is better than none. 
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8083. The immediate question is what would havo 
happened to the exchange if Government had not 
intervened: would it have risen above Is. 6d. or 
would it have fallen P— If Government had accepted 
Sir Purshotamdas Thakurdas’ Bill and put Is. 4d. on 
the Statute Book, poople would have tendered gold to 
the Government and got Indian currency, and it in 
our firm conviction that exchange to-day would have 
been ruling at Is. 4d. instead of at Is* 6d. 

8084. Undoubtedly, by taking appropriate measures 
tho Government could have reduced the rato to Is. 4d., 
hut do you agree or do you not agree that, but for 
the activo intervention of the Government to reduce 
tho rate, the rate would havo risen above Is. (id.? — 
If the Government does not issue any currency, if 
the country has got to do with whatever currency it 
has got, and the amount of currency to meet develop- 
ment is not issued, well, exchange might have gone 
up to ls.‘ 8d. or 2s. But that is what the poople are 
clamouring against, and that door should nut havo 
boon blocked by putting the 2s. rate on the Statute 
Book. 

8085. Then you say that “even therefore leaving 
out of account Government manipulations, Is. 6d. 
cannot be thought of as a natural ratio. 1 1 Could you 
explain what you mean by a natural ratio in this 
connection? — What we mean is that we have seen four 
good monsoons. Now in spite of that tho buying 
power of the country has got very much reduced, and 
then if there is a bad monsoon and then if there be 
further operations of tho Government, and wo do not 
know which side it would be, then the exchange may 
be again disturbed. It cannot be said that exchange 
is stabilised, or that matters have adjusted themselves 
to Is. 6d. It is simply artificial, it is not tho result 
of natural forces working. 

808(1. On what evidence do you base the conclusion 
that things have not adjusted themselves to Is. Gd.? 
— The railway freight has not beon udjusted, wages 
have not been adjusted, interest is not adjusted — 
nothing bus liecn done at present, tlicro arc all these 
obligations, on the old basis. 

8087. Itecognising that interest on long-term 
securities and so on does not adjust itself, on what 
evidence do you base the conclusion that prices in 
general have not adjusted themselves to tho 18d. rate? 
—'The question of prices adjusting themselves cannot 
arise because the prices must 1 m governed by tho 
world prices firstly, and secondly by the rate of ex- 
change. Now if £1 be the price of a certain quantity 
of wheat and if exchange be ati Is. Gd. the price in 
India will be at Its. 13-5-4. Tf exchange was at 
Is. 4d., tho price would be lls. 15. There can 1 m no 
question of prices adjusting themselves. It is these 
obligations which have to adjust themselves in order 
to bring to the producers the same margin as they 
would otherwise get. 

8088. 1 gather then that, in j T our opinion, there 
can be no question of prices adjusting themselves in 
the Benae that they must adjust themselves? -Prices 
must lie ruled day to day by world prices and the rate 
of exchange. 

8U69. So that if the rate of exchange changes from 
whatever rate is current on a given day, then prices 
must adjust themselves to the fresh rate? — Yes. 

8090. At the beginning of paragraph 10 you say: 
“ Apprehensions are often expressed that if gold coins 
are allowed to circulate in this country there will bo 
a great scramble for gold in the world market, that 
commodity prices would fall and trade and industries 
in the world would suffer. The Committee cannot, in 
this connection, conceal their feelings of resentment 
that suoh a question should bo raised in the cose of 
India alone. India must have the right of her econo- 
mic self-determination. Does your Chamber consider 
that the possibility of a sharp change in world gold 
prices as the result of any additional demand for gold 
for Tndia ia a matter which has no concern from the 
point of view of Indian interests? — Firstly, they think 
that there eannot be a great scramble for gold; 
secondly, we think that if India gets more gold, the 


othor countries also would adjust themselves on the 
same basis and India will follow other countries in 
the world. We do not see how there could bo a groat 
economic disturbance simply by reason of the fact 
of Tndia adopting a gold standard. 

8091. Tiot us take it in two steps. Assuming, for 
the purposes of our discussion, that there were such a 
disturbance in world gold prices, that would, would 
it not, be a mutter which would affect Indian inter- 
ests?- \Vu would like to follow the world ill that 
respect. 

8092. Supposing it is u case of India creating the 
disturbance by her additional demand for gold? -I do 
not see how India would create tho disturbs lire. As 
I have already stated, Tndia has never taken even 
one-fiftli of the world production of gold which her 
population would justify and therefore, this cannot 
ho said against India that India is creating any dis- 
turbance. 

8098. In this question T am asking you to make tho 
assumption that the demand fur additional gold 
resulting from tho adoption of this currency policy 
did creute a disturbance to world gold prices. That 
is the assumption? — How can I make the assumption ; 

I cannot believe in it. 

8094. You will not even make it for the purposes of 
discussion? — No. Sir. 

8095. You nro quite entitled not to make it, hut 1 
should like to put tho question just, to bring out all 
possible bearings. Supposing one were to make (hat 
assumption, then it would become a matter for con- 
sideration from the point of view' purely of Indian 
interests as to whether the policy was in the interests 
of India or not? — Sir, my eommiltee are so strong on 
this question that you might as well ask inn to assume 
that I a in not sitting in this room. M a v committee 
do not think that there will he any such contingency 
arising. 

809G. 1 understand that in your reply you are bas- 
ing yourself upon tho opinion expressed in paragraph 
17 that Tndia has already enough gold in her reserves 
to immediately undertake the obligations of this 
policy? — Yes; wo think that our reserves are very 
strong and you can introduce gold standard and gold 
currency on the strength of the reserves that we have 
Knt ‘ 

8097. Wlmb would lie your reply to this possible con- 
tention of a critic? The gold which Tndia now holds 
in her reserves is that amount which experience has 
shown to lie no more than is necessary in order to 
fulfil the function of maintaining the exchange value 
of the rupee. Tf to that liability is added the further 
liability of redeeming tho rupee currency in gold, that 
will of necessity imply the accumulation of an addi- 
tion to the present gold reserves? Do you follow that 
question? — I quite follow that question. 

8098. The point is this, that at present against 
these assets of gold, you have a corresponding liability 
for maintaining the exchange value of the rupee, and 
the assets are fully pledged against that liability. If 
you aro going Lo undertake the fresh liability of tho 
internal conversion of tho rupee into gold, you must 
need more gold in the reserve? — Now, Sir, let us 
understand each other perfectly well. Do you think 
that thoro is going to he a large rush for gold coins 
in exchange for the silver rupees that are already in 
circulation ? If that be so, Sir, my committee is very 
strongly of opinion that such an assumption or. such 
an apprehension would bo very much ill-founded. 
Now what is after all the volume of currency in circu- 
lation? Tt is at best 300 croros of silver mpeeB and 
190 croros of paper currency notes. Now wo have got 
about 685,000 villages in Tndia, over 2,000 towns and 
moro than 2,000 eroras of rupees worth of crops to 
sorve 32 croros of people, inadequate banking facili- 
ties, no sufficient facilities for the encashment of these 
notes and exchange of silver rupees and paper 
currency notes. All these things have got to lie done 
in terms of notes and silver rupees. Tn what circum- 
stances can there be a groat rush on tho existing 
reserves for conversion into gold coins? Now wo havo 

2 0 4 



408 


ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE: 


29 December, 1925.] 


Mr. D. P. Khaitan. 


[Continued, 


hero to draw a distinction between the issue of fresh 
currency and a rush for conversion of the existing 
rupees and notes in circulation into gold coins. Now 
you cannot think that the people of India would one 
day sit in conspiracy and decide not to eat or drink 
or do any business and como to Calcutta and Bombay 
to get their silver rupees and paper currency notes 
exchanged into gold coins. Now the paper currency 
notes serve a distinct purpose. They are mostly dealt 
witli liy banks and the bigger merchants and serve 
also the purposo of transmission from one place to 
another. The silver rupees are required for the 
smaller transactions and the 32 crores of people in 
India have got to use the silver rupees for their 
smaller transactions. After all how much does it 
work lip toP It does not amount to Ha. 10 per head 
of the population. That is a very small amount and 
we cannot think of any circumstances in which there 
could la* a rush for the conversion of those silver 
rupees of paper- currency notes into gold coins. Why 
should the people do it? Can they slop their deal- 
ings P Can they stop their business and stop every- 
thing in order to carry out their fancy of having gold 
coins P They must go on carrying on their business 
in the usual way. They must carry on their dealings. 

8099. I understand it is the opinion of your Cham- 
ber that, as far as the rupees and notes required for 
circulation are concerned, there is no apprehension 
that there will be any demand for their conversion 
into the bigger, unit of currency, the gold unit P — 
Yes. 

Hi 00. In the first place, is that quite certain? In 
view of the desirability of the more valuable medium 
of circulation, gold, particularly after a period during 
which gold has not been available for that purpose, 
is it quite certain that you would not have people 
presenting notes for conversion into gold in order to 
touch the more precious medium? — What happens is, 
always fresh currency is required from year to year. 
Now if Government will say that they will issue fresh 
currency against delivery of gold, fresh gold would 
come to the Government and in cxchnngc for that 
some gold coins would go into circulation. But for 
the purpose of mere conversion, for the sake of fancy 
of having gold coins, we do not think that people will 
send their silver rupees or pnper currency from the 
interior to Calcutta or Bombay. So far ns the fresh 
currency is concerned, i.e., new issues, that will bo 
issued against the delivery of gold to Government. 

8101. Would it be wise for any responsible authority 
to undertake the obligation to convert rupees ami 
notes in circulation into gold without making pro- 
vision against the possibility of an additional demand 
for the conversion of the outstanding medium of cir- 
culation?— So far as my committee is concerned, they 
do not think there is any such apprehension. 

8102. I understand you think that is a risk which is 
quite inconsiderable)? — Yes. 

8103. In the second place, as regards tho outstand- 
ing rupees, must one not distinguish between two 
classes, those which aro in active circulation and 
those which are held by various holders as stores of 
value in what are commonly called hoards? — Silver- 
rupees in hoards? 

8104. Yes 0 — I do not think there are any silver 
rupees in hoards. Who would hoard thorn P First of 
all there aro the agriculturists who consist of 75 per 
cent, of the population. Far from hoarding, when- 
ever they have to meet expenses of even Re. 1 or 
Rs. 2, they go to the villago sowcar and borrow 
money. They have to borrow money in order to meet 
their day to day wants. So far as the merchants aro 
concerned, they are much too clever for hoarding 
silvor rupees and I do not know which other class of 
people would hoard and why should they hoard silver 
rupees which are so much over-valued? And the 
amount of currency in circulation, 300 crores of 
rupees, is so small as to exclude any possibility of 
hoards. We do not think, Sir, that there is any such 
thing as board of silver rupees in India. I do not 
know if the Government has got testimony of it and 


it will be of much interest to know what evidence 
Government has got of there being hoards of silver. 

8105. It is suggested, for instance, that there are 
very large hoards of silver rupees held by certain 
Native States. Have you any information on that 
subject?— We have heard of the Nizam having certain 
hoards; but so far as these are concerned, either they 
want to convert them into gold or they do not. If 
they want to convert them into gold, they must have 
done so when gold has been so cheap, at Rs. 21 or 
thereabouts, instead of waiting for higher prices or 
for gold to come in. If they want to keep them in 
tho form of silver rupeos, there is no reason for those 
silver rupees coming out in rush and being converted 
into gold coin. The Native States, if they have 
hoards of soino silver rupeos, they must he in the same 
way as the paper currency reserve in British India 
has got some silvor rupees in tho reserve. They would 
continue them in the form of silver rupees hut if they 
wnnted at any time to change them into gold they 
have had this cheap gold for a long time and they 
must have converted it. 

8106. It is the proposal of your Chamber in para- 
graph 23 that, “ after convertibility has been 
declared, tho rupoe may be made a legal tender within 
a limit of lls. 1.000 only.** If the rupee ia to cease 
to be full legal tender, would not that constitute a 
very strong motive for any holder of rupees in hoards 
to convert thorn into goldP — No, Sir. So far. as this 
Its. 1,000 is concerned we have placed this limit in 
view of the fact that all dealings which are carried 
on in silver rupees would bo carried on in silver rupees 
if a limit of Rs. 1,000 is placed; and so far as hoards 
are concerned, I have already explained to you, Sir, 
that anybody who wanted to convert those hoards into 
gold— we do not think that any such hoards exist to 
any large extent, at least the people of British India 
have not got them ; hut if the Native States have any 
hoards worth consideration and if they wanted to con- 
vert them into gold they must cither have done it or 
they would not do it. 

8107. Suppose that T am the holder of a large rupee 
hoard. As you say, I might have converted my hoard 
in tho opon market. I did not do ao. Now I see an 
announcement that the rupee is to cease to be full 
legal tender. Would not that constitute a very 
strong now motive in my mind for tho conversion of 
my rupeo hoard into gold? — What would be tho 
change in tho circumstances thenP Now lot us 
assume for tho sake of this discussion that some 
Native State has got 50 lakhs of silvor rupees. I do 
not think they have, but let uh assume it. Did they 
at any time expect to carry those 50 lakhs on the 
backs of their- camels in order to purchase things? 
No, they only held them in order that they could 
utilise them foT the purposes of their people’s small 
dealings; otherwise there would lie no point in any 
hoards, nor have we evidence of any such hoards. 

8108. Why do you say that they are only held for 
tho purpose of small payments P Would it not bo 
more natural to assume that when a large hoard is 
held it is hold with the ultimate intention of making 
payments, including big payments P — I should very 
much enjoy the sight of a Native Chief coming to 
Calcutta with a lakh of silver rupees on the hacks 
of camels going to Hamilton’s and paying a lakh in 
cash or silver rupees for his purchases. 

8109. Perhaps if we paint the picture in a more 
probable way of the rupees arriving in a motor-car 
it is not so unnatural P — Even with a motor-car, just 
consider the weight of 50,000 or a lakh of rupees. 

8110. Seriously, would it not very much affect the 
value of a large hoard as a store of value if the coins 
of which that hoard is composed were to cease to ho 
full legal tender.?— I do not understand how there 
could . be any change in the position. They do not 
require it for large payments specially in the Native 
States. They know that those large payments can h£ 
made either by cheques or in Rs. 2,000 or. Rs. 8,000 
currency notes. They know how to deal with banks. 
They have banking accounts and they can never 
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expect to use silver rupees for the purpose of waking 
large payments. 

Hill. Finally in this connection as regards the 
existence of those hoards, would it surprise you to 
learn that competent authorities estimate the total 
amount in rupoes held in hoards as a store of vain© as 
something between 100 and 150 crores ?-- Sir, I havo 
no hesitation in saying that that estimate can never 
be correct. 1 am quite surprised to learn that tho 
dealings of 82 crores of people in 7 lakhs of villages 
and over 2,000 towns are curried on by means of 150 
crores of silver rupees only. Tho crops are valued by 
Mr. Findlay Shir res at over 2,000 crores of rupees 
per year, and without hanking facilities in this 
country, without cheques being thoro, it would ho 
very surprising indeed if all these dealings were 
carried on with the help of 150 crores of rupees only. 

A112. One last question dealing with the ratio. In 
paragraph 21 you say: 41 It is completely within the 
powers of the Government to reach back to the Is. 4d. 
figure ; all that would he necessary is a further process 
of expansion.’ 1 What in your opinion would ho tho 
effect of that process of expansion upon prices and 
the cost of living in the country? — So far as tho 
cost of living is concerned, for some time to como 
they would continue on tho present level; and ns 
regards higher prices, surely the lower pricoB that 
they have maintained as a result of Is. Gd. as I 
have already submitted to you, Sir, havo produced 
a great depression in the country as a result of which 
the buying power of the people has been reduced and 
economic development cannot take place because 
there is so much depression. Now that depression 
will cease to exist as the result, of this expansion. 

HI 13. Then in the old argument, Mr. Khaitnn, if 
that be so, why stop at 1 b. 4d.P Why not, if it is 
so beneficial to the country to reduce it to Is. 4d., 
reduce it to Is. 2d. or a shilling? — Now jiiRfc as we 
require Is. 4d. in ordor not to do injustice to tho 
debtors, so we cannot require Is. 2d. in order that 
injustice may not he done to the creditors. People 
have worked on the basis of Is. 4d. I could under- 
stand that argument if it wns put to me in the year 
1893 when Is. 4d. was decided on. At that time 
it was desirable to fix it at Is. 2d. but 1 do not want, 
to go into all that question; it happened about 27 
years ago. Since then people have always been work- 
ing on the basis of Is. 4d. and that is the proper 
way to do justice ns between the creditor and the 
debtor, as between the producer and tho consumer — 
in fact, all dealings in the country have been adjusted 
on that basis so»that if you leave that figure either 
making it higher or making it lower, ono class of 
people will be done injustice to. 

8114. 1 understand you assume in your reply that 
the relations between debtor and creditor in the 
country are still based on the Is. 4d. ratio? — Yes, 
Sir; all dealings are based on that basis. 

8115. All their relations aro adjusted to thut basis ? 
—Yes, Sir. 

8116. Now may I ask you to bo so kind as to 
answer any supplementary questions which any of my 
colleagues may have to ask ? — Certainly. 

8117. (Sir Bajendranath Mookerjce.) Is not the 
rise of wages in the case of labourers directly duo 
to the rise in the price of commodities? — Tho rise 
in wages chiefly takes place when the concern in 
which the labourers work is making profit; if they 
find that the concern is making profit they demand 
more wages. Now you had that experience in your 
collieries; Sir Alexander Murray has had that experi- 
ence in his jute mills; Sir Purshntamdua Tliokurdas 
has had that experience in his cotton mills. It 
always happens like that. When prices go down the 
wages oannot be reduced ; it is very difficult to reduce 
wages. On the other hand when prices go up there 
will lie a certain demand, hut. unless they find that 
the ooncem in which they are employed is making 
profits the wages cannot he increased because the 
concern cannot afford it. 


8118. You nro referring to skilled labour; I mean 
the ordinary labourer. — I am referring to both skilled 
and unskilled labour. 

8119. But they do not really understand whether 
tho concern is making profit or not. — They do keep 
up enquiries and they are advised by people who aro 
aware of these facts. 

8121). Let inu tell you of one case out of many. The 
labourers in our iron works threatened to strike 
unless they got an increase of wages. When asked 
about the reasons they said 44 the cost of tho neces- 
saries of life have gone up so high that we cannot, 
live on the wages we arc getting.” On that I opened 
Rhops in which the prices were fixed for selling rice, 
dhal, ata, ghee, etc., everything they wanted to he 
sold to them ut the Bamc prices at which they used 
to get their supplies before. My nhject was to help 
them till prices came down, and they wero all satisfied 
with tho Rhops which supplied them these ncccssaricR 
at fixed prices. Tt meant a loss to us but that loss 
was only for a time? — May 1 further enquire in 
which year that took placo? 

8121. Two or three years ago? — When there was 
all that confusion going on, tho rise in price and the 
rise in wages. 

8122. There was political agitation no doubt P— 
Yes. 

8123. That in always the case, as far as my experi- 
ence goes of collieries, that as long as they ran meet 
the demand for necessaries on their wages (hey are 
satisfied, and only when they cannot meet it that 
they ask higher wages?— But yon yourself admitted 
that political agitation was also going on at that 
time; so far as that particular case is concerned that 
may ho explained better by political agitation than 
hv anything else. 

8124. I come to another point. Is not. the rise in 
prices of commodities duo to a fall in exchange? — 
1 havo said so. If exchange rises or falls the prico 
of commodities would rise or fall with it, ns regards 
those commodities which enter tho world trade. 

8125. Those are the exports? — Both exports und 
imports. 

8126. About the rise in the prices of exportod com- 
modities, docs not that react upon other commodities 
wliocli arc not exported? — Gradually, Sir, yes hut it 
takes some time. 

8127. Therefore is the rise of exchange hoiieficial 
to the labourer or is the fall in exchange beneficial 
to the labourer? — The labourer who gels his fixed 
wages in terms of rupees? 

8128. Yes? —If his wage's are fixed on a certain 
hasis, say on the basis of Is. 4d. then if you make 
the exchange Is. Gd. the concern in which that 
labourer is employed loses and the labourer has not 
earned that increase in wages which automatically 
comes to him ns u result of tho rise in exchange. 
You must do jusiice to both. If the concern in which 
he is employed does not make a profit there will 
he no concern to employ him in. You must look to 
both. 

8129. T am afraid they are not as logical as you 
are? - They are not, hut the Currency Commission 
ought to he logical. 

8130. But say a man gels 8 annas in daily wages; 
if he finds that he can wiili that 8 annas buy nil 
the necessary commodities lie is satisfied with it; hut 
if lie finds prices are going up higher nml he cannot 
buy these necessaries for his family then he clamours 
for more. Is not that a natural fact? — It does not 
conic all of a sudden. What happens is if all prices 
rise then the concern also makes profits. Then they 
get two things to advance : the concern is making 
profits and our expenses have gone up. They then 
make a demand and the concern is in a position to 
give them nn increase in wages. Wages have to 
adjust themselves from time to time; there is no doubt 
about it; hut if you put to me that all of a sudden 
the demand comes in at the slightest, disturbance in 
the rates of things, for example if the prico of rice 
to-dny is 4s. and the next day 4s. 4d., I do not think 
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your labourers will come to you and ask for an incre- 
ment in wages of one anna in the rupee. 

8131. it may take 6 months Nor when things are 
dumper would they come to you and say “ We arc 
getting things cheaper; you had better rcduco our 
wages. 1 f 

8132. That is against human nature. Even you 
with your high pay wouldn’t do that. My point is 
that the labourers to-day claim higher wages when 
they are in difficulties, that is, when they cannot meet 
the necessaries of life. That is the guiding factor in 
tho whole labour problem, at least in India P-- It 
would bo so all over the world. 

8133. I would like you to explain it a little more 
in detail whether the rise of exchange affects them 
beneficially or otherwise?-- They get an unearned 
increment simply as the result of the rise in exchange. 
By that 1 mean that if you fix wages on a basis 
of Is. 4d. and if exchange thereafter goes up to 
Is. Od. they automatically get an unearned increment 
or an ungranted increment of 12} per cent. 

8134. (»Sir Alexander Murray.) Mr. Khaitan, you 
referred to the increases of wages given in the coal 
trade and in the jute trade : can you recollect what 
were tho actual increases given during the war 
period P — In the jute mills it was perhaps 50 per cent. 

8135. And in the coal trade P — About 25 per cent. 

8136. And wlmt did you give in the cotton trade 
here? — Hero wo have got to- follow' the jute mills. 

8137. There wo will assume thut in the cotton trade 
here you gave 50 per cent. P- -Yes. 

8138. If we w r ere to tell you that over in Bombay 
the increase of wages was something like 130 per 
cent. P—Yes, 1 have heard that. 

8139. Would you think that the peoplo here got too 
little or tho peoplo in Bombay got too much? — r 
should think that what really happened was that 
before the w'ages were increased in Bombay the 
labourers in Bombay were getting correspondingly 
less than tho jute mills here were paying. I have 
not compared those figures; what might have 
happened was that the jute mill labourers were paid 
better, because jute mills were making better profits. 
1 cannot say; 1 have not looked info those figures 
and therefore 1 cannot give you a definite opinion. 

8140. Well, when we increased tho rates of wages 
in the juto trade and also in the cotton trade on 
this side of India, the increases worn given with 
relation to the cost of living? — Yes. 

8141. At tho present moment you say the increase 
in the jute and cotton trade on the Calcutta side is 
about 50 per cent.; that is to say, the figure has 
risen from 100 to 150. Now, the cost of living here 
according to the statistics at our disposal in the 
Labour (Saxottc, has only gone up from 100 to 153: 
so that the increase of wages, and tho increase in 
the cost of living have kept in lino with each other. 
Taking also the index iiumliers of wholesale prices 
in India, the index show's that taking 100 as the 
pre-war index figure, the figure to-day is 158: so that 
we have the wages given in the jute and cotton 
mills hero, the cost of living, and the wholesale 
prices in India all practically at the same level P — 
What was the index number one year ago and two 
years ago? 

8142. The next number was 181 a year agoP — And 
two years agoP 

8143. Tt was also 181 two years ago. T am asking 
you questions, not you meP — It is not with a viefr 
to ask any questions, but simply because you had 
the book in your hand and tho reason why I aBked 
that question was this: when wages wero incroased 
they wero increased to a certain figure on a certain 
basis tho cost of living compared to 1914 liod perhaps 
gone up still higher than 50 per cent., hut wages 
were increased by 60 per cent. only. The labourers 
wore satisfied with that increase to the extent of 
60 t»or (Wit. When the cost of living has gone down 
from 180 or perhaps from a still higher figure to 150, 
tho wages have remained the same. 

8144. I am dealing just now with the pre-war days; 
you had exchange then at Is. 4d. To-day you have 


got exchange at Is. 6d. I am taking the index 
number of 100 for the pre-war days which you want 
to go hack to with exchange at Is. 4d.; and I am 
taking tho present position with exchange at Is. fid. 
and T am showing you that wages havo gone up 
roughly 50 per cent., the cost of living has gone up 
roughly 50 per cent, and wliolesnlo prices have gone 
up roughly 50 per cent. It is the same also in the 
United Kingdom and in the United States of America 
which are gold standard or gold exchange standard 
countries. Now, do you not think that that points 
to tho fact that this is a suitable opportunity for 
stabilising exchange because given a gold standard 
wlioro gold prices will fluctuate with prices in other > 
countries, you have, as 1 say, all tho factors tliut go'; 
t.o liinkn an equilibrium at the present moment? You- 
have got tho United States round about 150; you have 
got the United Kingdom round about 150; you have 
got India round about 150, with wholesale prices, 
wages and cost of living also in keeping so far as this 
side of India is concerned. Do you not think that 
spooking as a practical man that all points to the fact 
tliut exchange at Is. fid. is a state of affairs that 
ought to he us far os possible maintained? — I cannot 
agree with you in thut, liecause matters in India have 
not yet adjusted themselves to Is. Od. They have still 
to adjust themselves, and if this rate of Is. fid. is 
continued, you will find furtlior depressions, and if you 
arc umlor tho impression that matters havo adjusted 
themselves in India on tho basis of 18d. I can only 
say that T regret I cannot agree with you. 

8145. I am giving you figures regarding tho indus- 
tries with which you and I are familiar, namely, cotton 
on this side of India, jute and coal; and I have 
pointed to the fart thut nil these index numbers are 
more or less in keeping with each other, including 
wholesale prices in America and in tho United King- 
dom. Docs it not therefore seem to ho nil appropriate 
time for stabilising exchange at Is. fid.?— I cannot 
agree with you, because T do not think matters havo 
adjusted themselves on thut basis yet; and if this rate 
of exchange is continued there will be further de- 
pressions. 

8140. But what mnro should adjust itself as between 
1914 aud 1925 or 1926 than wages, wholesale prices 
and cost of living? What more do you want to adjust 
itself? -These prices have not yet adjusted them- 
selves; tho railway freight has not adjustod itself; 
interest has not adjusted itself. 

8147. I am giving you figures to show what tho 
wages and cost of living and wlmlesalo prices arc?— 
So far as the cost of living is concerned, you cannot 
say it has adjusted itself to tho basis of 18d. yet. 

8148. Why? — Because it is still in tho process of 
transformation or whatever you may call it; it :■ 
still in that process. Nothing has adjusted itself yet 
on this hoais. 

8149. What more will have to bo done to complete 
tho adjustment P — Tho railway freights and in tores b 
have got to he adjusted; land revenue has got to he 
adjusted ; all theso adjustments havo yet to tako place. 

8150. But wo are dealing with the workers in mills 
and tho cost of living?— Could you think simply of 
the worker alone? 

8151. Excuse me, it was you that raised the point 
to Sir Rajendranath Mookerjoo, not mo: T am only 
dealing with a point raised by yourself? — If you will 
excuse me, it was Sir Rajendranath Mookerjeo who 
put to me the question of wages : I did not raise that 
question. But I am proceeding moro on the basis of 
the point of view of producers than on that of the 
workers alone. The workers constitute a very small 
percentage of the number of agriculturists and other 
producers in tho country. 

8152. Let ub take the producers: which producers 
in particular are you thinking of P— Firstly, the agri- 
culturist; secondly the small industrial people; 
thirdly, the bigger industries and fourthly the mining 
people. 

8153. As regards the agriculturist also, the index 
number of wholesale prices in India is 157 and that is 
the level ruling in the United Kingdom and also in 
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tho United States P — As regards this 160 that .you men- 
tioned here for the wholesale index figure, that 
simply represents the prices that are ruling at tho 
present moment on the basis of tho world prices in 
terms of gold and on the basis of tho rate of exchange 
that prevails. But that agriculturist has got to bear 
the same amount of land rovenuo as was fixed on the 
16d. basis; he hns got to pay the sumo amount of 
interest in terms of rupees to his mahajan on the 
basis of 16d. His commodities when carried from the 
fields to the place of export have got to pay tho same 
amount of railwuy freight us was fixed on that basis. 
All this he has got to pay in terms of 
rupees at a constant figure. Jf 16d. had been the 
rate of exchange ho would have got 12} per cent, 
more and the result would be that the margin left to 
him would have been much more than 12} per cent, 
on tho basis of 16d. than at 18d. Now, it is really 
the agriculturists who constitute the country's 
strength. It is tho mills and factories, big and small, 
and the mines that really produce wealth and sustain 
the country; whether they bo skilled or unskilled 
labourers, or whether they bo lawyers or doctors, or 
whether they carry on any profession— if .you hit the 
producers of wealth the result is that the buying 
power in tho country gets minced; if thoy have no 
margin they will not havo the resources from which 
to make the payments as a result of which either tho 
factories can make profits or tho professional people 
could earn money or anything can be dono. 

8164. But tho producer gets his income from his 
crops. Ho is getting an income from the crops that 
is quite in keeping with the prices that have to he 
paid for all these other things that I have been telling 
you about? — lie would get still more if exchange were 
at 16d. 

8165. He is getting an increase now in food prices 
of 50 per cent., which is in keeping with nil tho other 
increases that we have boon referring to. What more 
ought he to get? I am giving you actual facts; you 
are only surmising that if exchange were at a differ- 
ent rato ho would ho gitting different prices; but tho 
fact remains that ho is getting on a basis of 150 ns 
against 100 in pre-wur days; therefore all these tilings 
point to the fact that this is suitable opportunity for 
stabilising under existing conditions. You say that 
if exchange were to be altered on a 16d. rupee basis 
ho will get more, but it does not necessarily follow? — 
It must necessarily follow; take the case of wheat 
which also enters into the export trade. Now, the 
price of whont is fixed in the world on tho basis of 
gold. Telegrams go from Calcutta, Bombay and 
Karachi into the interior and the merchant in the 
interior who hns to pay tho cultivator finds 
he cun pay on the basis of tho telegrams 
that ho rocoives from Calcutta, Bombay or 
Karachi. Calcutta, Bombay and Karachi calculate 
the rupee rate oil tho basis of tho exchange rate pre- 
vailing. Tf it is Is. 4d. then he calculates at the rate 
of Rs. 15 to the £. If it is 18d. then ho calculates at 
the rate of Rs. 13-5-4 to the £. If he could calculate 
it on the basis of 16d. then ho could have paid to the 
cultivator 12} per cent, more than the cultivator now 
gets on the basis of 18d. I do not think thcro could 
be any case of surmise in this. 

8156. Thero is only a very small proportion of tho 
wheat crop exported compared to what is consumed 
up-countryP— Tt may be a small percentage. Now 
that is a further argument, the small percentage 
that you mention of the export. Now, while only a 
small quantity in exported, tho cultivator here gets 
less money on tho whole at his credit. Because he 
can’t get Ra. 13 on the quantity that is exported and 
Rb. 15 on tho quantity that is consumed in the 
country. Throughout he gels the smaller price that 
is reached by reason of the higher rato of exchange 
prevailing. 

8157. And you say the 5 per cent, or 10 per cent, of 
the crop that hoa boon exported will therefore rule 
the price for the whole of the crop in India P— - Sir, it 


must be so. It cannot he that 10 mnunds of wheat 
will he sold at Rs. 13 and 0 maunds at Ra. 15. 

8158. But a groat deal of tho whont is consumed 
without being bought and sold, so to speak. There- 
fore, the great majority of tho agriculturists in this 
country simply grow sufficient for their own require- 
ments and thcro is very little surplus for sale? — Sir, 
havo you got any evidence of that? On tho other 
hand, my experience is Unit oftentimes the culti- 
vators grow ccrluin things and they eonsumo other 
tilings. For example, tho cultivator that grows 
cotton does not eat cotton; he sells his cotton. 

8159. Tt is no use going to cotton; we were dis- 
cussing wheat. Wo won't pursue that. Ono other 
thing. T see in your statement, hero, in paragraph 6 
you say: “ Tn dealing with and talking of, and enter- 
ing into obligations in terms of rupee in the pre-war 
period, people did so as if they were dealing with, 
talking of and entering into obligations in terms of 
7*5334 grains of fine gold." Then in paragraph 8 
you make the statement: “That gold is really the 
standard of value, that rupee is really a token coin 
intrinsically only worth of its currency value, that 
it is, in effect., a subsidiary coin, are hardly realised 
by tbe public." You go on to say: “ Tt is little 
surprising, therefore, that public are not often alive 
to tho fact that tho Indian currency system rests 
ultimately on a gold basis." On the one hand you 
tell us that everybody, including ryots and culti- 
vators, who enter into contracts do so dealing with, 
talking of and entering into their obligations on that 
basis. Then in this other part you tell us that tho 
public do not realise that they are on a gold basis. 
Now, speaking from your own knowledge, is it not 
the enso that all the cultivators you know up-country 
ileal with tho rupee as a rupee, not beenuse it hns a 
gold basis or any other basis? — Sir, may T explain 
that. This sentence is really not meant to be incon- 
sistent. with tho subsequent sentence that you have just 
cited. What we meant here, if you will allow me to 
road it out again, was : “ Prior to tho war tho rupee 
was valued at 7*5334 grains of fine gold (i.e., Is. 4d. 
gold)." Then we explain: “In dealing with, and 
talking of, and entering into obligations in terms of 
rupee in the pre-war period, people did so as jf they 
were dealing with, talking of, and entering into obli- 
gations in terms of 7*5331 grains of fine gold." What 
wo meant is that when people deal in forms of rupees 
they deal in so many units of 7*5334 grains of fine 
gold and wo have taken care to state afterwards that 
this factor was really not understood h.v the public 
but that for the scientist that was the way in which 
they conducted themselves. 

8160. Quite true. But of course the agriculturists 
of whom you speak are not scientists. They deal with 
rupees and notes for the value which those rupees 
and notes realise in everyday transactions, and it is 
immaterial to them what the standard of value is so 
far as gold is concerned? — That is why, ns T have said 
in answer to tho Chairman, that is why wo say that 
the gold coin is very necessary. Ponplo deal in 
rupees not knowing what it really is. What they find 
is that, although it contains alloy, it really can buy a 
larger quantity of silver than tho weight of the coin 
itself. 

8161. Quite true, but what I mean is that in the 
past the agriculturists and other people in India have 
been dealing in the rupee on its own morit .es the 
standard coin in India? — And without understanding 
it. 

8162. (Jlfr. Vreninn.) Mr. Khaitan, in paragraph 11, 
you state : “ Tho Committee of the Chamber, there- 
fore, suggest, that as early ns possible a gold standard 
with gold currency be unreservedly introduced in 
India." Then in paragraph 23, you state: “The 
Committee do not consider that the drain on 
gold even in the initial stago shall be very 
heavy." Paragraph 24, you say: “It is painful 
for the Committee to observe that an endeavour 
should now be made, evidently from interested 
quarters, to establish that India requires an 
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appalling amount of gold for tho adoption of an 
offoctiv© gold standard." Now, suppose wo leave out 
the “ very 11 in your wording in paragraph 23, your 
Chamber then admit that tho demand for gold in 
order to establish the gold currency would be heavy P 
— We don't think, Sir, that the demand for gold 
from tho rest of the world will l>e heavy. 

8108. Well you say that it will not bo very heavy. 
J Nay wo will leave out tho word (C very ” and call it 
heavy? — Wo might make it “heavy." 

8164. Now, lot- us aNSumo for the moment that it 
was seriously considered to adopt the gold standard 
for India, and you say hero with a gold circulation. 
And then come down now to paragraph 24 
in which you say : “ Preposterous ns tho proposition 
is, the Committee feel it as an outrage on tho Tndiun 
nationalist sentiment to ask it to submit to a foreign 
loan." Now, if in tho bringing into being of this 
gold standard which you desire it won found 
necessary owing to the heavy demand which yon 
state will result to obtain assistance either in 
Knghind or America by means of credit, would your 
Association object to any such measures being taken 
for that purpoNO? -Sir, our Chamber is convinced 
that tlicro would not b© any necessity for a foreign 
loan in order to adopt a gold standard and a gold 
currency. 

8164a. Yes, but wait. You say that the demands 
would be heavy? — Would not lie heavy. 

816*5. Not very heavy. 1 liavo asked you to omit 
llio word “ very " and tliereforo it would bo heavy? 
— It would not bo heavy. 

8166. Very well, then. Assuming that it was found 
to be heavy and that recourse to credits was 
necessary, would your Association object to stops 
being taken to obtain these credits for the purpose 
which you so longingly desire? - Sir, w© are convinced 
that these credits will not bo required to adopt the 
gold standard and gold currency. 

8167. Hut in the event of Lhcir being found 
necessary, would you object to such steps being 
taken? — We don't consider it to be necessary. 

8168. T will go to another point. You have told 
the Chairman that lakhs of villngcs ami 2,000 towns, 
nr© populated chiefly by agriculturists forming 
about 70 per cent, of the population, and whoso 
present position is one bordering on poverty— you 
also sny that their daily transactions absolutely 
necessitate that they shall have rupees for tho whole 
of their daily transactions— is that correct?—' Yes. 

8169. They don’t want the gold there for their daily 
transactions. The transactions arc so smnll that 
thov don't run into gold? — Quit© so. 

81 76. Then go back to paragraph 23, anrl you say: 
“ What should tho public really demand gold Tor in 
exchange of rupees? " Therefore they won't, come 
in, owing to tho gold standard being introduced ami 
our having n certain amount of gold reserve to meet 
wlint we anticipate might- be heavy demands for gold, 
they won’t come to exehauge their rupees for gold 
in your opinion? — Yes. 

8171. Then you sny; it was in response to a question 
the Chairman addressed to you, and your answer 
was that in so far as your Chambor was concerned 
they were firmly of opinion that it was not desirable 
to force gold on the country but merely to educate 
the people in the fart? — Sir, whieh pnrngrapb? 

8172. This was in the oral evidence in reply to tho 
Chairman's question. T was merely reading a note 
whieh I took of what you said in answer to the Clinir- 
man. You said that in the opinion of your Chamber 
it was not desirable to fore© gold on the country. 
Then, if that is the case, of what value is it to have 
tho gold currency at all? Who is going to benefit 
by such currency? — Sir, these are two different ques- 
tions altogether! When T said don't force gold on 
the country I was referring to the fact that, unless 
gold can be tendered to the Government in ©xdiangc 
for Indian currency, the only result of it is that gold 
is forced upon the country in tlio form of bullion. 
That is not dosirable. And so far as gold coins are 
concerned, if the people of the country seethe gold 


coin to a certain oxtent circulating in the country, 
they will know that theso silver rupees which are 
over-valued cun always bo converted into gold. That 
means that Lho people will have confidence in tho 
currency of tho country, and they will understand 
what it really means. At present that is not so. 

8173. Hut with these 70 per cent, of India’s popula- 
tion hidden away in these lakhs and lakhs of villages 
and towns, who only want rupees, who don’t wunt 
gold or a gold currency, of what use would it be to 
llicmP---ir lie saw that ho could got a gold coin in 
return at any time, ho would have confidence in tho 
currency. 

8174. Hut would he know of the existence of gold 
coin, and if lie did, has ho got any surplus silver 
rupees to put into a gold coin, and if he kept the 
gold coin in these villages would it be of any value 
to him tri go into tho hnssnr to make his purchases 
with? — No, Sir. Ho would not require the gold coin 
for the pur | loses you have mentioned. Hut it is one 
thing to liavo confidence and another tiling to have 
use lor the coin itself. Now, surely when he goes 
into ihe biggor towns ho will see some gold coin 
circulating. People talk among themselves, they talk 
about rupees, they talk about gold coins, and us soon 
as Govern incut will declare that a certain numbor of 
rupees have the right of being convoited into a 
certain form of gold coin, they will immediately conic 
to know it. Hy immediately, T don't mean to any 
Hint it will he communicated by wireless, but the 
information will filter down to them in a short space 
of time. 

8175. Well, if ho does not want tho gold coin for 
the purposes of circulation for everyday us© in the 
Ilium r, do you not think that if a gold coin camo in 
his way and ho was ahlu with u surplus rupee to 
acquire that gold coin, that ho would hoard that gold 
coin? — Tho question of hoarding docs not arise. He 
will require the rupees that ho has got for his small 
purchases. There would he no occasion for hoarding 
gold coins in that manner so far as the agriculturist 
i-» concerned. Now about the middle classes, instead 
of making some ornaments t-lioy might hoard some 
gold coins, hut that would simply he converting one 
sort of gold into nnoLlier which would not cause a 
heavier drain. Pome coins will pass into circulation 
as currency, and if a larger number of gold 
coins will he issued, they will always pass into cir- 
culation ns currency. 

8170. Let mo put it to you in this way that in so 
far ns 70 por cent, of tho agricultural population is 
coiicci nod, a gold currency would ho of little or no 
value to them? — Tt would he of value to them in 
creating confidence, in thoir understanding what the 
token rupee is. At present when they seo the nickel 
one anna bit, they understand that 16 of those coins 
w ill bring to them a silver rupee. Similarly they will 
understand that fifteen of those silver rupees could be 
converted into a gold coin if thoy'hud 15 silver rupees 
to convert, 

8177. Now earlier in the morning you stated that 
the pooplc of this country were clamouring for a gold 
currency, hut that their demands wore not satisfied. 
How do you reconcile that statement with this?— I 
do not see any inconsistency between the two. 

8178. Tf they get a gold currency in the majority of 
cases that would never enable them to possess the 
gold coin, and that if they did. they would never bo 
able to use it on account of its being of too high 
value for their local purposes. When it is said that 
the people want a certain thing, it does not mean 
that everyone of the 32 crores of people residing 
Uie country ask for it or has formulated his opinion 
on it, and is ready to give his evidence before this 
Commission. The thinking portion of the population 
really represent the views of those with whom they 
come in contact. Now the generality of the people 
of whom you arc thinking cannot understand what 
that coin, the rupee, is. Now gold coins were in 
circulation as they were from time to time, and they 
saw gold coins ; they found that the gold coins were 
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again vanishing from circulation] now they say that 
the Government should again circulate the gold coin. 
They really talk about it in the bazars whenever con- 
versation turns upon the question of currency; they 
say, “there were gold coins in circulation; the 
Government has withdrawn them; they should not 
do so; a gold coin is of full value and buys its own 
quantity of gold; wo have tho silver coin which duos 
not.” — They talk like this in the bazars. 

8179. Some years ago Government in response to a 
certain amount of pressure from outside decided to 
put into internal circulation nearly 4£ millions of 
gold; what became of that? — Afterwards, after the 
action of the Government those gold coins became 
useless as circulating media. 

8180. Why did they become useless ns circulating 
media? — They became useless because of tho fluctu- 
ating value of the rupee. 

8181. Whore did they go? — They became useless 
localise no consistent policy was followed. If you 
do not procoed upon a consistent policy, then the 
result would lie what is only natural. 

8182. 1 refer to another subject in para- 
graph 19, where you say, “ Remittance operations 
should be confined to actual requirements, due 
advantage being taken of slack seasons, favourable 
ready or forward rates, etc. By so doing, trade will 
also be materially helped ” ; Uiat is, wo may take it 
that tho opinion of your Chamber is that so fnr as 
Council Rills are concerned, the sales of Council Bills 
should Iks actually restricted to Government's home 
requirements only, and no sales should he made above 
and beyond that, is that the opinion of your 
Chamber? — Yes, the currency operations should he 
kept absolutely separate. 

8183. No, no. The question is, in the opinion of 
your Chamber do they consider that the Government 
shall only sell for their actual requirements and 
nothing beyond? Havo they expressed any opinion 
ns to whether these sales should he by public tender, 
or the methiKl should bo proceeded with as now of 
tho Imperial Bank, which would bo the Central Bank 
later on, purchasing sterling in this country? — If you 
refer to paragraph 19, “ The remittance operations 
of the Government of India may l>c managed -hv the 
Imperial Bank, but they should not bo confounded or 
complicated with tho Currency system, as was un- 
fortunately dono by Govern incut.” The next sentence 
is, “ Remittance operations should lie confined to 
actual requirements, due advantage being taken of 
slack seasons, favourable ready or forward rates, etc. 
By so doing, trade will also bo materially helped.” 

8184. Do your Chamber consider that these sales 
should be dune by public tender or thut the system at 
present in vogue of the Imperial Bank buying sterling 
should he continued?-- We have nob considered the 
point at length. 

8186. One more point in which you deal with the 
transfer of tho currency noto system to the Control 
Bank: have your Chamber considered whether it 
should be the Government notes which will ho trans- 
ferred and the notes continue to ho issued ns at 
present, or whether in the event of a new Central 
Bank being established, the Central Bank notes 
should be issued? — Our idea was that in subsequent 
years all notes should be gold notes, and they should 
be bank notes because the management would be 
handed over to the Imperial Bank. 

8180. You would not continue the notes ns actual 
Government notes? — That does not seem to bo neces- 
sary, hut we have really not considered that at any 
great length. 

8187. {Professor Coyajee.) Mr. Klmitan, if you 
please, we shall consider the peculiarities of the 
portion of India as regards the introduction and 
working of a gold currency; in the first place it is 
easier for India to introduce a gold currency on 
eoconnt of our usually favourable balances of trade; 
is that not so? — Yes. 

8188. On the other hand, it has been suggested that 
the gold standard might easily become unpopular with 


tho poorer c liuwcs when they sec the value of their 
silver ornaments reduced us a consequence. The idea 
is that ns India withdraws from tho market for silver 
nml that market is a very sensitive one, tho price of 
■diver will fall largely, and with that, the prico of 
silver ornaments, which are the savings of the poor in 
the past, that price will also ho reduced substantially. 
Will not that mako the gold standard unpopular 
among tho poorer classes? — You are assuming three 
things, firstly, that the adoption of the gold standard 
would reduce the number of rupees in circulation. 

SI 89. I am asking only about ornumeuts? — You 
mean the. fall in the price of silver simply through 
tho declaration of Government that silver will not ho 
purchased? Now so far as that is concerned, if you 
go up to Is. 4d. then the price of silver will bo 
iuori used by 121 per cent, by reason of tho going back 
to Is. 4d., and that follows as a mutter of course. 
That is not a question of moro rupees, it is as a result 
of the exchange. If silver is valued to-day at Rs. 76 
on the basis of Is. fid., then immediately you go up 
to Is. 4d., nothing else intervening, the price of silver 
would go up I2J per cent., that is by roughly speak- 
ing Rs. 9-8, Ihat. is it would become Rs. 84-8. There- 
fore roughly Is. 4d. would give them that advantage, 
and if as a result of tho declaration of Government 
not to have to buy silver as a result of the adoption 
of tho gold slundard, that might affect tho prico a 
little, and it is quite possible that— 

8189a. You mean there is compensation? — Yes. I 
may say that if there is any apprehension on that 
score, you could help the cultivators by imposing a 
duty of Id. per ounce of silver. It should be met 
in that way, not by depriving tho country of a gold 
standard with a gold currency. 

8190. Suppose rupees havo to be sold, the position 
would be more difficult? Well, firstly, our Chamber 
does not think that it will lie necessary to melt silver 
rupees and sell tho bullion content, as we havo tried 
tn explain in our memorandum, but if it becomes 
necessary- wo do not think it would he necessary — 
the argument would he the same as in the case of 
tin* Government declaration that no further silver 
will ho purchased. Now ihe country itself may 
require some of tho silver Government has to sell. 

8191. Then one observation you made to tho Presi- 
dent was to (ho effect that it is impossible that there 
should bo a rush to present, notes when a gold 
currency iN introduced and to claim gold; but surely 
you will remember that in 1914 and again in 1917 
then? were big rushes in which notes were presented 
ami tho mints had to work night and day in order to 
coin silver? — You do not mean 1914, you mean 1917-18 
when the import of gold and silver was stopped. Well 
there was all that confusion during the war, and i 
hope none of you will mind if I say that I think 
there was, wrongly, a great lour in the minds of the 
people that England may lneo in the war, and all 
these fears did spread in tho country. I have to 
speak about iL with u great deal of hesitation, but 
there were those difficulties at that time. 

8192. (i Sir Nurmi Warren .) In paragraph 20, Mr. 
Khuitan, your Committee refer to the issue of emer- 
gency currency, and they say that “ there is a com- 
plaint that Indians did not in tho past got a 
sufficient benefit from the i«uio of emergency 

currency.” What exactly is meant by that? Sir, 

about this sentence 1 regret that I won’t be able to 
enlighten you further except to tdl you that when 
tho Committee considered the preparation of the 
memo, some members of the Committee were very 
strong on this point. They insisted on this sentence, 
and if you want from me details, I won’t bo able to 
give them to you. 

8193. (Chairman.) 1 think ik is unfortunate that 
wc should not have this amplified, Mr. Kliaitan, as 
naturally it provokes com incut?— That is the position 
about it. Members of tho Committee have felt like 
that. Personally speaking, T have not got that com- 
plaint, but some members of the Committee were very 
very insistent. It refers to private affairs which we 
do not want to disclose. 
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8194. ( Sir Norcot Warren .) But when emergency 
currency is issued, do you mean to say that part of 
this emergency currency is issued by the Bank to 
some favoured customers?.- In answering this ques- 
tion on the view of the Committee, I must tell you 
that t do not associate myself with that view. Now, 
the view of the Committee was that when emergency 
currency was issued the Imperial Bank got tho money 
and tho Imperial Bank helped the bigger industries 
under European control or tho exchange banks which 
assisted European merchants or traders. So fur as I 
am concerned, T have no complaint against the 
Imperial Bank. 

8195. Tt is a very serious compluint to make against 
tho Bank that they are holding emergency currency 
for a favoured few of their customers?— It is not 
roally a complaint ngniust the Imperial Bank only. 
What they say is this: Firstly, emergency currency 
is not issued until the Bank rato has reached 6 por 
cent. Now by that time stringency in the money con- 
ditions has already taken place, and movements of 
the crops have already begun. That you know per- 
fectly well. Now if emergency currency had been 
issued earlier, and if that could go to help tho Indian 
traders, that would be of somo benefit. But if you 
issue it at a later stage, at about the time when the 
commodities go to the exporters or the industrialists, 
then tho middlemen between the exporter or tho 
industrialist on the one hand nml the agriculturist 
on the other, will find it too late to get the benefit. 
Now that is a very genera] point which affects tho 
conditions of the country as n whole. Now ro far as 
that is concerned, I can say that much. Tn fact, we 
have already said so in a later sentence. But 
whether there are any individual cases or not, that 
is a different matter. 

819G. {Chairman.) T think we can only note that on 
clause G, which is, of course, a criticism which must 
necessarily attract, very much attention, that you, 
Mr. Khaitan, ns representing tho Chamber and pre- 
pared to explain the views of the Chamber, do not 
nsHociale yourself with the criticism, and are, unfor- 
tunately, unable to give us the foundation for the 
statement?. -Except in that general way that 1 have 
said in answer to Sir Norcot Warren. 

HI 97. ( Sir Norcot Warren.) But I do not think that 
is an explanation. 

8198. (Chairman.) The question which occurs to inn 
is, docs that servo to distinguish hetwoon Europeans 
and Indians ?— The distinction works out between 
Europeans and Indians in that way generally speak- 
ing; hut that may not ho a sufficient answer, and f 
personally do not associate myself with it. That is 
the view of the Committee. 

8199. (Sir Norcot Warren.) Would your Com- 
mittee let mo have an explanation?—! will ask tho 
Committee about it. 

8200. (Chairman.) Do you desire that tho Indian 
Chamber of Commerce should bo asked to give us any 
evidence that they have in support of this coinplaint P 

8201. (Sir Norcot Warren.) Yes, that is what 1 
want, Nir. 

8202. (i Chaimum .) Perhaps Mr. Khaitan will bring 
that to the notice of the Chamber and make known 
to them the wish of tho Commission in this respect,* 

8203. (Sir Purshotamdas Thakurdatt.) I see that 
you have not put in any personal memorandum of our 
views, and 1 therefore propose to nsk you about some- 
thing which you appear to have written to the press 
here. The witness who is to appear this afternoon 
says in his memorandum : f “ That is why 
wo find at least one knowing currency expert in this 
country, Mr. D. P. Khaitan, of Calcutta, recom- 
mending the issue of gold mohurs with a smaller gold 
content than what their purchasing power may 

* A oominnniiiaUon wst subsequently received from tho 
HecreUry nf the Chamber, stating that the matter had been 
brought before their committee, ana that “ it was regretted that 
the specific facts ashed for by the Commission could not poiwibly 
lie furnished, though such failure on the part of the Chamber 
should not be construed as tantamount to a withdrawal by the 
committee of the remarks in question." 

f Appendix No. 40. 


procure. Why there should be such a metallio 
modium at all for currency purposes has not, how- 
ever, been explained.” Could you tell us what this 
reference is to and whether you could enlighten ns 
regarding this scheme of youroP — Perhaps it refers 
Lo an interview' which I gave to the representative of 
the Statesman. Tn that tho scheme was quite 
different and that was my personal view about a con- 
sumption tax on gold. Now after that interview 
appeared, I have interviewed a large number of my 
friends, and they have very much disliked the idea 
of the consumption tax on gold, and that being so, I 
have dropped that scheme altogether. It is not 
desirablo to go on with it when it is disliked by the 
Indians. Does it refer to that, Sir. 

8204. lie docs not say that. [ read it there and I 
presume it must refer to that. Then 1 take it that 
you have yourself rejected this ideu of a token gold 
coin? — That token gold coin was a necessary con- 
comitant of a consumption tux on gold. As I have 
dropped the consumption tax, the debasement of the 
gold coin automatically goes. 

8205. As regards the want of confidence created in 
minds of the people, as yon yourself said, the same 
arguments advanced against tho token rupee apply 
against the token gold coin?— 1 To a great extent, yes. 

-8200. Alwsolutdy to the same extent? — Yes. 

8207. Now regarding long term contracts, you 
divided them into two parts in reply to the Chair- 
man; one was the daily contracts and the other, con- 
tracts going on in the country for a long period. I 
understood that you thought that tlie« indebtedness of 
the ryot formed tho largest bulk of the long term 
contracts?— Not simply the indebtedness ; hut also the 
land revenue and other things. 

8208. Supposing you are considering only the debt 
part, Lhen the indebtedness of the ryot would lie the 
largest?— Yes. 

8209. Do you think this form of contract or debt 
has any possible cover with which the cultivator could 
protect himself against a rise in the rupee?- No. 

8210. You said something in reply to the Chairman 
about the coal freights, f wonder if I understood you 
correct. Has there been any reduction in the coal 
freights at all during the last 2 or 3 years?— No, 
when did I sayP 

8211. T think the Chairman suid that we have it 
in evidence that the coal freights had gone down and 
I want to know whether you confirm it. We have it 
in evidence that they have gone down. Have they 
really gone down? — No, not at all. 

8212. Are you very intimate with the coal trade?— 
T have to buy coal ami take it to Gwalior and Delhi 
and there has been no reduction at all in the coal 
freight. 

8213. At least there is no reduction in tho freight 
lictween Gwalior and Delhi? — No. I am just now told 
that there is a small reduction in the Great Indian 
Peninsula Railway. But there is no reduction of 
freight to Calcutta. The coal that we buy for con- 
sumption in the mills, that has to pay the same rail- 
way freight. 

8214. Coal freight rates to inland places has had 
no reduction? — No. 

8215. You said that your committee expressed tho 
opinion in very strong terms that there are no hoards 
of rupees. Tt has been reported to us by witnesses 
that they know of rupees from villages coming stained 
with earth. Where would they come from, if not 
from hoards, Mr. Khaitan ?— What happens is this. 
I am talking from actual experience. I had been to 
the villages in my ssmindari. The small agricul- 
turist who harvests the crop carries it to the nearest 
market not a very big market like the Calcutta or 
Bombay market of which you may be thinking, bat a 
small market, he sells it there and takes rupees in 
return tor that. When he takes those rnpees home 
he has to put them somewhere for payment of land 
revenue, interest to the mahajan and so on. He is so 
poor that he cannot have even a box to keep it. He 
keeps it either under the earth or in the mad wall of 
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the hut in which he lives. Now by the process of rain 
or moisture or clow, naturally the rupees catch sumo 
earth ancl when they com© out into the market, the 
people do not take the trouble of washing out the 
mud and on account of the perspiration perhaps it 
sticks better. But certainly that cannot be evidence 
of howling. It is simply the manner in which they 
keep The rupees, the manner in which they bundle 
them. 

8216. Tt practically amounts to this: That instead 
of putting it in a box, the cultivator puts the rupee 
in the mud wall and mud sticks to the rupee hut that 
does not necessarily mean that the rupee has been in 
the hoard for a long time or has been hoarded at nil ‘d 
■ -Not at all, Sir. 

8217. Now supposing it was thought desirable not 
to have gold currency hut to liavo gold in the Treasury 
for export purposes and gold notes were issued 
promising one or two mohurs or sovereigns as the case 
may he. What effect do you think such inconvertible 
gold paper will liavo on the masses ? — It will not 
create confidence. People want to soe gold coins. 
They must handle gold coins. 

8218. And I want to put to you this particularly. 
Supposing that gold note was paid at a market centre 
to an agriculturist. Would the agriculturist liavo to 
pay discount in cashing that note which is inconvert- 
ible?- -You mean inconvertible notes? 

8219. Yes, inconvertible gold notes P- I thought you 
meant convertible gold notes. 

8220. Convertible gold notes would mean gold coins? 

-Inconvertible gold notes would he useless. By use- 
less i mean they would not render service and they 
will carry discount in the market. 

8221. It is most undesirable? — Yes; it is very 
undesirable. 

8222. Do T understand you to say that in jute trade 
wages have gone up by 50 per cent, since 1914? -Gone 
up by 5ft per cent. 

8228. And in the coal mines by 25 per cent.? - 
Yes. 

8224. Are you sure about that figure? — T am not 
quite sure about it. 

8225. (Sir Reginald il font.) Mr. Klinitnn, can you 
tell us wliat parts of Tndia your Chamber mainly 
represent or are your memlierK mostly of Bengal?- - 
They are all merchants carrying on business in 
Bengal. 

8226. They are all from Bengal? — Yes. 

8227. Why do you call yourselves an Indian Cham- 
ber when it really only represents Bengal?— Jt means 
a Chamber of Indian merchants. 

8228. Yes, but you do not represent the whole of 
India? —Well it happens like this. Rome members 
have got branches and businesses in several parts of 
India and to that extent tlio members of our Cham- 
ber have knowledge of the conditions existing in 
nlmost every part of India. 

8229. Now you said in reply to Sir Purshotamdas 
that you had abandoned the idoa of u debased gold 
coin. T notice in paragraph 15 of your memorandum 
you rccoinimmd a mohur of 9ft grains weight contain- 
ing 7*5334 grains of fine gold.—lt ought to he 75*334. 
May I have the liberty to correct itP 

8230. (Chairman.) Certainly. 

8231. (Sir Reginald Mant.) Yes that is a misprint. 
Then your coin has a larger proportion of alloy than 
the sovereign P — No, Sir, that gold coin would pass at 
the value of 75*334 grains of fine gold and not at the 
value of 90 grains of gold. The alloy is useless for 
valuing purposes; it is only to make the coin half a 
tola in weight. 

8232. That is what I wanted to clear up. I wanted 
to ask why you propose a coin of a loss fineness than 
the sovereign?— That is only to make it equal to half 
a tola to make it convenient. 

8233. But why is it convenient to have half a tolaP 
—Well that is only a matter of detail. If you do not 
want to have half a tola, don’t have it. What we 
want ig 75*384 grains of fine gold equal to 10 rupees. 


As to the quantity of alloy if you do not want it you 
need not liuve it. 

8234. That is really immaterial? — Yes. 

8235. in paragraph 16 you say 11 Apprehensions are 
often expressed that if gold coins are allowed to cir- 
culate in this country there will ho a great scramble 
for gold in the world market, commodity prices would 
fall and trade and industries in the world would 
suffer. The Committee cannot in this connection con- 
ceal their feelings of resentment that such a question 
should he raised in the ease of India alono.” I pre- 
sume you are acquainted with the recommendations of 
the Genoa Conference? — Yes, we liavo referred to it, 
you will find that in paragraph 16. 

8236. Then you are aware that the Genoa Confer- 
ence recommended economising gold and discouraging 
the use of gold as currency in other countries of the 
world, are you not? ---That is simply a recom- 
mendation. 

8237. I mn coming to that; just let us take one step 
at a time. You are aware that that was the con- 
clusion of tho Genoa Conference? But it has not been 
adopted. 

82.38. Quite so hut you do agree that that was the 
recommendation of the Genoa Conference? Yes. 

8239. Then why does your Chamber express resent- 
ment and suggest that such a question should be 
raised in the case of Tndia alone? When tho Geuou 
Conference make a general recommendation that it 
should he adopted in other countries, why do you 
suggest that the question has only been raised in the 
case of Tndia?- -We have alreudy said in the memoran- 
dum wliat constitutes a reply to what you are asking; 
you will find it in paragraph 16: 11 When several 
countries come together, including England and the 
United States of America, to confer about the 
adoption of the gold exchange standard by them all 
India might also bo invited to the conference as a 
separate unit to take part in their deliberations, and 
with the experience of a pure currency system 
obtained in the meantime will he able to give the bene- 
fit of her advice and to adopt such joint action for 
the benefit of the world as may then appear feasible; 
hut until that tiino arrives there can lie no justifica- 
tion in dopriving this country merely because of her 
political weakness from adopting a sound system of 
currency.” 

8240. That does not answer, my question? — I 
thought it did. 

8241. T pointed out to you that the question was 
raised as a general one and you suggest hero and you 
express resentment that it w r as only raised in tho 
case of Tndia? — If it is raised as a general question, 
first let us have a gold standard and gold currency. 

8242. One minute, you have already agreed that it 
was raised as a general question ? — That is of a quite 
different nature. Tho Genoa Conference’s recom- 
mendation is of a different, nature from tho question 
you arc examining here nt present. In our opinion 
you ought to conic to the conclusion that a gold 
standard and gold currency is good for the sake of 
Tndia. Now if that is adopted and then if several 
countries meet together and some joint decisions are 
tnado for the benefit of the world, Tndia will not lag 
behind. But if Tndia alone is told that yon must not 
adopt the gold standard und gold currency while all 
other countries will ho at liberty to do so, that is the 
reason for our resentment. 

8213. Well, now we como to a point further down 
where you say “ It is said that if the Geona Con- 
ference preferred a form of gold exchange standard to 
the gold standard it was because deflation was con- 
sidered too risky for most countries.” What do you 
mean by that?— Whnt wo mean is take the ense of 
France. There the pro-war parity of 25 has long been 
exceeded and it is in the neighbourhood of 12ft or 130. 
Now if they have to come back to tbe pre-war parity 
of 2§, then they have got to deflate* their currency in 
order to come hack to the pre-war parity. 

8244. But lot us leave out the pre-war parity. We 
are considering the demand for gold and the amount 
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of gold required for u gold currency? — If you will 
remember, Sir, Hint wus one of the factors which 
was considered by Lho Genoa Conference, namely, the 
currency of several countries having left the pre-war 
parity and as to what should be done in order that 
they may attain normal conditions without a dis- 
turbance of internal conditions. Now if they had 
to attain pre-war parity again that would have 
required a large amount of deflation. 

8246. I have asked you to leave out pre-war parity. 
The point I want to get at is how deflation would 
lie required to introduce a gold currency. It is per- 
fectly possible for a country to stabilise at tho 
existing rate or exchange ? — By adopting a new gold 
coin, yes, and by fixing the new value of paper 
currency in terms of a gold coin, as Germany has 
done by the Reichsmark. 

8246. Yes, Germany has done it. So the question 
of deflation does not really come into tho picture 
in considering the amount of gold required? — Yes, 
Sir; you have either to deflate or devaluate; one of 
those two things you huve to do. You cannot do 
otherwise; you have to choose between tho two. 


8247. But the point I want to put to you ia that 
the Genoa Conference preferred a gold exchange 
standard solely for the purpose of economising the 
use of gold and not ns you suggest here in order to 
avoid deflation? — So far as Indian conditions are 
concerned we have had such a bitter experience of 
the gold exchange standard, whether it was Jgcog- 
nised as such or not, whether it was a perfect system 
or nut, we huve hod a very bitter experience of 
the gold exchungc standard ; our standard of value 
has been interfered with from time to time, and 
it we wunt to create confidence in the country in 
the currency system you Bhould first adopt the pure 
system. After that is done und after confidence is 
gained, then will be the time to consider whether 
the use of gold can bo economised or not. But if 
you try in the very beginning simply to continue 
the present system, I do not think that will be a 
wise thing. 

8248. (Chairman.) We are very much obliged to 
you for your Memorandum and for your assistance 
to-day. 


(The witness withdrew.) 


The Con i mission assembled after lunch, Sir Reginald Mant in the Chair. 
Mr. A. Uamaiya, called and examined. 


8249. (Chairman.) Mr. Kainuiya, you are a Fellow 
of the Royal Economic Society? — Yes. 

8250. You are a practising vakil? — Yes, in Madura 
in the Mudras Presidency. 

8251. Aud you are also a student of currency 
questions ? — Yes. 

8252. And the author of a book, “ A National 
System of Taxation ” P- -Yes. 

8253. You have been studying this question for a 
long time? -Ever since I took my degree in Honours 
in the Madras University I have been studying, not 
persistently but occasionally. 

8254. You have given us a very full memorandum,* 
and 1 shall therefore only ask you a few questions 
to elucidate various points in it. You begin by 
sketching the past history of what you cull the rupee 
standard and couie to the conclusion that it has 
broken down. In referring to the lGd. rupee in 
paragraph l of your memorandum, you say that this 
ratio could be maintained only during times of 
favourable balances of trade. It was in force for 
a good many years, was it nut? — Yes; but it was in 
force not on account of uuy merits in itself, but 
because the country generally had a favourable 
balance of trude; thut is my view. Tho success was 
duo uot to the standard itself, but because the 
country generally had a favourable balance of trade 
during almost all those years. 

8255. That is a normal feature of India’s trade, 
is it not?— -That is the normal feature of India’s 
trade. 

8256. You say that it could be maintained only 
during those times P— I judge it from tho failure it 
had experienced in recent years in the post-war 
period. 

8257. You refer to the period 1907-08, do you not? 
You say thut the pre-war standard of 1 b. 4d. could 
not be maintained during that time ? — I was led into 
that impression by an article by Mr. Khaitan in the 
“ Forward hut I find that it is not quite accurate; 
it is not my own view; 1 verified the statement 
yesterday and found it not to bo quito correct. 

8258. Then you are referring to the post-war period 
when you say that the Is. 4d. rate broke down?— 
Yes. 

8259. That was on account of the rise in price of 
silver, .was it not?— -Yes. 

8260. Then you say “ again during and after the 
war tho Government has also miserably failed to 
maintain the exchange with the help of its gold 
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standard reserve.” To what are you referring there? 
— Maintaining exchange level at Is. 4d. it could 
not maintain it at the pre-war ratio. 

8261. You mean that it could not keep it down 
to thut level or do you mean that it could not keep 
it up to it? — Keep it down to that. 

8262. With the help of its gold standard reserve? 
I do not quite see how the gold standard reserve 
could bo utilised for keeping it down. What 
exactly do you mean by the reference to the gold 
standard reserve?- -It could not issue internal cur- 
rency during that time. A favourable balance could 
not be met by the Government’s policy to issue silver 
i upces. Tho Government could not issue silver rupees 
on account of the rise in price of silver. 

8263. What do you mean by the reference there 
to the gold standard reserve? — That portion of tho 
reserve which is kept in India for issuing silver. 
Thu Government has in the normal period, I under- 
stand, to issue silver rupees in India for those persons 
to whom money is due from foreign countries. That 
the Government could not issue. 

8264. But the gold standard reservo was never 
intended as a reserve for holding silver or providing 
rupees. The gold standard resorve was intended 
to prevent a fall in the value of the rupee. Jt was 
intonded to provide gold resources P— For dis- 
charging foreign debts. 

8265. Yes. The silver holding to which you refer 
was, I think, rather a temporary accident when the 
gold stundard resorve had been utilised for contract- 
ing tho currency and the rupees were placed tem- 
porarily in the gold standard reserve. Is that the 
period to which you are referring there? — I think it 
is more likely that this will refer to the period front 
1919 to 1922. 

8266. There were no silver rupees in the golf 
slandurd reserve then, were there P— The next 
sentence will show that what I meant waa that “ the 
system itself collapsed when silver prices ran too high 
to make it profitable for Government to issue further 
coinage with the result that the main spring of the 
resorve broke down hopelessly.” What I meant in 
the previous sentence is explained in. this next 
sentence. 

8367. What do you mean by the main spring of 
the reserve?— -The capacity of Government to issue 
silver rupees in India, and also the capacity of 
Government to provide foreign currency. It had 
neither this nor the other capacity. 

8268 . But Hie rise in the prioe of silver prevented 
it from providing internal currency P—Yee. • 
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8260. And the gold standard reserve was not 
intended to provide for that, was it P— The gold 
standard reserve was not intended for it. That is 
the necessary consequence of it. Tho gold standard 
reservo is associated with it -or rather tho associated 
purpaso which tho Govorinncnt had was to issuo silver 
rupeAftn India in times of favourahlu balances. On 
account of tho high exchange, Government could not 
provide foreign currency in other countries nor could 
it issuo silver rupees in times of favourahlu balances 
in India. 

8270. You go on to describe tho Indian currency as 
an essentially managed currency?— Yes, 1 do. 

8271. And you say that “ two things uro necessary 
for tho successful working of the currency system of 
tho country, one is that tho value of its monetary 
standard should remain stable inside the country ami 
maintain stability of internal prices ”? — Yes. 

8272. I understand from the subsequent arguments 
in your memorandum that >ou propose to maintain 
stability of internal prices by means of a gold stand- 
ard securing a stable exchange? -Yes, by a stable 
exchange and also with tho help of tho hank rate. 

8273. With tho help of tho bank rate. Wo will 
come to that presently. Now about tho middle of 
paragraph 3 you say: “ From the point of view of 
the nation as a whnlo a high or rising exchange has 
a more injurious consoquonco for her industries and 
trado than a low or falling exehango ** ? — Yes. 

8274. Hut at tho beginning of the next paragraph 
you say: 11 It is true that every variation in tlm 
exchanges has only a temporary and transitory effect, 
ami ultimately loads Lu readjustment by setting the 
necessary forces in motion.” So, when you talk 
about a high exchungo I think you must mean a 
higher exchange?— I do hold tlio opinion that it has 
only a temporary effect. 

8275. And when you aro referring to ilie ill effects 
of u high exchange there you mean merely a rising 
oxehango? — Yes, a rising exchange and a high ex- 
change if it continues only for a temporary period. 

8276. If it lias only a temporary effect. Rut you 
say that tlio purchasing power parity never gets 
restored to its original position of equilibrium?- - 
Yes. It docs not exactly come to Lho original posi- 
tion. Various economic forces net and react upon 
ono another and tho new position is not exactly tlio 
samo as previously. Snino changes on account of the 
play of economic forces aro brought about so that the 
exact position which existed previously is not 
restored. 

8277. Tlion you go on to say that India has now 
neither a gold rupee nor a silver rupee? — Yos. 

8278. The position is, is it not, very similar to that 
of vurious other countries whoso exchanges broke 
down during the war and who had temporarily to 
abandon their pre-war standards of exchange. India 
is at present in much tlio same position? — Yes, in 
much the same position. Exactly so. 

8279. Now I como to your proposals for remedying 
tho present defects. You consider that the time is 
now ripo and opportune for tlie adoption of a gold 
standard in India?-- Yes, I do. 

8280. And you say that the problem us to whether 
wo should stabilise our currency with sterling or with 
gold has disappeared? — Almost certainly disappeared. 

8281. You assume that sterling will remain per- 
manently . linked to gold? I think so. from tho Gold 
Standard Act that has been passed recently. 

8282. And j f ou say that in your view world con- 
ditions have now 4 become stabilised enough through 
the return of a good many countries to tlio gold 
standard for us not to expect any mom such rapid 
and violent fluctuations in the exchanges requiring 
a quick reaction for tho maintenance of the equili- 
brium as we experienced before. You don’t think 
there is any longer any danger of fluctuations in 
gold prices? — Fluctuations in gold prices may occur 
and will depond upon tho policy of tho United States. 
Hut what I mean thorn is an account of tlio post-war 
©fleets having become fairly stabilised in nil countries 
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and each couuLry being anxious to return to a gold 
standard and sonio having already returned to tlio 
gold standard, tho world condition has become fairly 
stabilised. 

8283. In fact, you think that tho mnro countries 
that return to tho gold standard, tlio greater tho 
general stability. Ts that your view? — That is what 
1 think. 

8284. Then in paragraph 8 (iii), you say: “If 
indeed India had had a gold standard, tho depression 
of L920-22 would probably not have happeuod at all." 
Tim depression of 1920-22 was due, was it not, to u 
very largo and sudden full iu world prices. How 
would that have been prevented or mitigutod if India 
has possessed a true gold standard? — So far as tho 
countries with which India has been dealing were 
concerned, they had a gold standard at the time. 1 
mean Groat Britain, tho United States mid Japan. 
And if India also had bad a gold standard, then tho 
adjustment between these would have been easier. 

8285. Tlio adjustment. But wlmt about tlio de- 
pression in India? You would have had a very 
violent full in prims in Tndia, would you not?- The 
fall in India would not hnvo been so violent.. 

8286. Why not? — Tho Indian p rices had been more 
stable previously than ill other countries. So tho 
fall in prims in India would not hnvo boon as great 
as in other countries. 

8287. But was not tho fall of prices in Tndia miti- 
gated by tlio fall in exchange. If you had had a gold 
standard and maintained it, I lie full in exehango 
would not have, occurred, hut surely them would have 
been a greater fall in prices and still greater strin- 
gency in tlio country?- -A greater fall only in certain 
prices, thosu prices which enter into tho process of 
international trade. There are certain prices which 
do not. enter into international trado at all ; such 
prices would not bo affected. 

8288. They would not bo affected at all? — They 
would not ho affected to ail appreciable extent. 

8289. Do you hold Lhe view, which I think is com- 
monly accepted, that articles which enter into foreign 
trado affect the price of other articles?- - Tlmy do not 
affect them so much. It takes some timo for affect- 
ing them, hut tlicro would bo ail appreciable effect 
only upon prices which enter into international 
trade. Tlio effect will not lie so great on other 
articles as it would ho on articles which enter into 
international trade. 

8290. But that does not affect the argument here, 
docs it, that- exchange took a part of tho shock and 
mitigated tho fall in prices? Tf you had a gold 
standard, tlicro would have boon a tnoro severe fall 
in prices and a more severe stringency? — There 
would not have been a great fall in priros because 
the imports would have diminished during that 
period. If them was u greater fall in Indian prices, 
tlicro would not have been so largo imports as there 
actually were. It would have simply had the effect 
of minimising the quantity imported. 

8291. You say that the adoption of a gold standard 
does not mean also tlio keeping of gold coins in nctivo 
circulation, and you controvert the view which has 
been put to us by a good many witnesses that in 
order for India to arrive at the ideal system of cur- 
rency, namely, an inconvertible paper currency 
Imekc3 by gold, that it is necessary for her to puss 
through the intermediate stage of a gold currency. 
You do not hold that view? — T do not hold that view. 

8292. Could you enlarge your view at all there? 
Wo have been told that the people will novor give 
lip hoarding until they are satisfied that they can get 
gold coins if they want them?- -M.v main reason 
against the introduction of gold coins into circulation 
in this or any other country is that it is not neces- 
sniy. A metallic currency is absolutely unnecessary 
anywhero mid it is especially unnecessary and also 
inconvenient in this country for this reason 4 Ji&t gold 
coins aro apt to bo melted by people in the rural 
parts who have now no easy access to gold in the 
form of with the result that them would be a do- 
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flation of currency, that there would be a fall in 
prices if people absorb the gold coins os is boing 
usually done in tho rural parts. What I mean is 
that in rural India gold is not uvailablo for social 
purposes except in the shapo of coins. If gold is 
not easily uvailablo — and gold coins are issued with 
a full gold content, the result would bo that tho only 
way in which the people of rural parts can get hold 
of coins, being made easy Lhey will freely melt them 
for making jowels and employing them for other 
social uses; when we find the imports of gold into 
this country during the past two or tliroo years when 
gold has become cheaper, and fallen in price, when 
we find that India has boon importing remarkably 
largo quantities of gold during the last three or four 
years not for any currency purposes but purely for 
social iisos, my fear is that gold coins would certainly 
go to the melting pot in tho rural areas, wiLli tho 
result that there would ho a fall in prices, a greater 
fall than may be traced to other causes. 

8293. Rut the view put to us lias been that tho 
people hoard gold and melt coins because it is* so 
difficult to got gold, and that if they could get it 
easily, they would give up this habit of hoarding and 
melting? — Ho far as I am aware -T do not know what 
they mean by tho word ** hoarding 11 — tho only pur- 
poso for which gold is desired in this country is for 
social uses, that is using gold idly in jewels and other 
social purposes. I have not come across any in- 
stances of persons hoarding gold and pulling it 
underneath the earth or elsewhere. By 11 hoarding ” 

I only mean using it idly for serial purposes. If 
people hnvo got tho desiro to uso it, that dcsiro is 
dependent upon oilier social causes mid not because 
there is any difficulty in getting gold coin. There 
desiro continues to exist, whether there is gold coin 
uvailablo or not. 

8294. You havo not coinn across any instances? 
Huve you ever heard of rupees being hoarded? — I 
have hoard that rupees were boing hoarded that is 
ttcnii undated idly in the 18th and 19th centuries hut 
not recently. But that is not tho kind of hoarding 
I have in mind. By hoarding I mean employing it 
idly for ornaments and other purposes; and 1 am 
very cortain that if gold coins with a full gold con- 
tent are used, thoy would certainly disappear from 
circulation; part of them will go out of circulation 
and go to the molting pot. 

8295. And then for facilitating international pay- 
ments, would you havo your Currency Vlxchango Re- 
serve kept not only in rommerrial centres in India 
but in those foreign countries with which our inter- 
national trade is mainly carried on? It has been 
represented to us that tho reserve ought, to ho in gold 
and ought, to bo hold in this country. I gather that 
you do not share that view? I do not share that 
view. My reason is that tho objection against locat- 
ing tho currency reserve in foreign conn tries 
is purely founded upon a political suspicion. If the 
currency is entirely separated from the Government 
and entrusted to a bank of tho kind which I hove 
advocated, then I do not think that the people of 
this country will havo any objection to locating the 
currency reserve in foreign countries ns well os in 
India, especially in those foreign places with which 
we mainly deal. I find that in other countries, for 
exampin Japan and New Zealand, they do hold their 
currency exchange reserves in London and other 
important foreign places with which they have lo 
deal. 

8296. Do they hold thorn in gold or in foreign 
securities?— -Yes. 

8297. I gather that you would prefer to hold them 
in securities? — Yes, but in present conditions T think 
it is safer to hold it portly in gold and partly in 
liquid securities. 

8298. In foreign countries you would hold tho gold 

also?— Gold in India and securities in foreign 
countries. t 

8299. Now with regard to the ratio of the rupee to 
the pound, you say that the rupee may be reduced 


to the position of a subsidiary monetary unit at a 
fixed ratio of say fifteen to one to the pound sterling, 
(’on Id you explain why you support that particular 
rut io?— Though tho ratio is immaterial when the 
rupee is reduced to the position of a susidiary coin, 
my reason for maintaining that ratio is that ta a 
long timo we lmvo been familiar with such a ratio in 
this country, and any other ratio will require an 
arithmetical calculation in people, which is wholly an 
unnecessary trouble that may be avoided. 

8.100. And would you introduce that ratio at onco? 
— Yes, if the rupee is reduced to a subsidiary coin, 
tlint ratio may be introduced at once. 

8301. Would that not cause an immediate rise in 
prices and a general unsettlemcnt in commercial 
conditions? — I do not think it will have any effect 
upon commercial conditions if the rupee is to bo a 
purely subsidiary coin and the main currency of the 
<’ou n try is to bo the pound or the moliur as I have 
suggested. 

8302. Would it not causo an immediate riso in 
prices? — I am unable to see liow it will cause a rise 
in prices, except that in some commercial trans- 
actions those who have bargained in terms of rupees 
may feci some difficulty. 

8303. Surely you would havo to pay 12} per cent, 
more for everything that you import, would you not? 

When this rut-io is to bo restored, there will he a 
main currency for tho country. The chief currency for 
tint country will bo in terms of a gold standard, in the 
shape of the pound or tho moliur, and when that is 
the case, those people who have made contracts may 
lmvo to pay in terms of the pound, in terms of the 
main currency of the country. 

8,‘ 104. Do you mean that you would convert all 
rupee debts at present into gold debts at the rale of 
Its. 13} to the pound; is that what you mean? — I 
have suggested Rs. 15 to the pound. 

8305. Yon *ny that yon would subsequently intro- 
duce this fifteen ratio after you had converted all 
debts on to a gold basis? — Yes, after converting them 
into a gold basis, otherwise tho sterling debts would 
be larger. 

8306. I do not quite follow? — I do recognise that 
if it is suddenly introduced before tho main currency 
is introduced, there would be some dislocation of 
commercial transactions, but that will not in any 
way affect prices in this country because it will lead 
neither to an increase nor a decrease in the exist- 
ing volume of currency. 

8307. Let us deal with prices first : you say it will 
not affect prices at all if you reduce the value of tho 
rujiee from Is. Gd. to Is. 4d. Yon any it will not 
affect inLernal prices P — Yes, internal prices. 1 1 may 
not have any effect on internal prices, because it does 
not increase or decreaso the volume of the currency. 
Tt keeps wluit is in circulation. With regard to 
transactions with othor countries, on account of 
adopting this ratio, there would bo a difficulty so far 
ns the importers aro concerned. 

8308. Then it would affect tho prices of imported 
articles? -Tt will not. The foreign sellers are now 
gaining in terms of sterling a larger amount than 
wlmt they havo boon gaining previously. 

8309. But taking things as they are at present if 

you want ono pound worth of foreign goods you have 
actually to pay Rs. 13}. If you reduce the exchange 
to Is. 4cl. you have to pay Rs. 15 for the same amount 
of commodities? — At the same time wo also have a 
gold standard. Only if we have a gold standard wo 
have this ratio. • 

8310. )3ut you will have still to pay Rs. 15 instead 
of Rs. 13} for £1 worth of commodities; will you 
not?— Of course there is some difficulty. That is 
what I also feel. There is some difficulty with regard 
to tho dislocation of prices. Prices may be affected. 
But this ratio would naturally have been brought 
into existence hut for the Government withdrawing 
from circulation the amount that it is now locking 
in the currency, reserve. 

8311. Now you recommend that the currency 
system of the country should be entrusted to the 
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Imperial Bank, which requires to be first converted 
into a State Bank and a Banker’s Bank? — Yes. 

8312. And you say later on, 11 Of courso this system 
requires for its successful working the development 
of a crodit system which we do not liuve in India at 
present? ” — Yes. 

8313. Am I to understand that you would defer 
this transfer of tho currency Lo a State Bunk until 
tho credit system in India has been developed P — 
That is not necessary. The credit system will make 
things easier. Until tho credit system is developed 
we need not postpone this. If the Bank becomes a 
Bankers’ Bank, necessarily the crodit system would 
develop easily and quickly. 

8314. You mean to start the Bank and trust to it 
to develop the credit system P Is that what you 
mean Sr -Yes. 

8315. And you think it could do that in a very 
short time? — It may take somo years, it may take 
even 10 years for the full development. But that 
noed not stand in tiie way of tho Bunk discharging 
the duties in tho manner indiented in my 
memorandum. Tho development of the credit system 
is not an essential part of tho currency system. It 
may be of much use for tho country. But that is not 
necessary for the success of the currency system and 
for the Stato Bank taking it over. 

8310. You moan that it could work the currency, 
but it could not control credit and therefore in torn al 
prices? Is that your position?- -Yes. If it becomes 
a Stato Bank through which all the other banks aro 
mado to transact their business, then with the help 
of its bank rate it can also to a largo extent control 
interna] prices and keep them fairly steady.. But for 
the purpose of regulating the currency, it is not 
necessary that a crodit system should develop. 

&317. ( Sir Vurahotamdaa Tliakurdaa.) Mr. llnmaiya, 
you said in reply to the Chairman that you did not 
think there was any hoarding of precious metals in 
India. You don’t think there is any hoarding of 
procious metal in Tndia P — I do not know in what 
souse it is used, ff it is in tho sense that the metal 
is locked up in pots or buried underneath tlio earth 
or put into boxes and kept idle, I must differ from 
any person who holds an opinion that there is hoard- 
ing in that sonse. 

8318. In what sense according to you is thoro hold- 
ing of precious motals by tho people of India? — 
Hoarding P 

8319. You said you did not believe in hoards; 1 
therefor© uso tho word 11 holding ”? By using them 
in jewels, ornaments and other social uses. 

8320. I soo; you do not lieliovo that tho people hold 
precious motals in bullion form at all ; hut as noon as 
they get precious motals they convert them into some 
fcort of ornaments or utensils? — Yes; their demand 
comes in for that purpose only. My view is Unit the 
demand of tli© pooplo is only for social uso. 

8321. Not for tho purpose of holding it as bullion? 
— Not to tnyi knowledge. 

8322. Then regarding the 74 croros worth of gold 
which was imported last year to which you refer in 
paragraph 10, it was. all for tho genuine purposo of 
jewellery P — Jewellery and other connoctod purposes. 

8323. Social or religious purposes? — Social and 
religious purposes. 

8324. And the people want that, therefore, for 
bonfi fid© purposes P— For ornaments, to satisfy their 
(esthetic taste. 

8326. That is bonfi fide indeed, os far as tho nation 
is concerned P — Yes, bond. fide. 

8328. If a gold coin wore in circulation, your 
apprehension is that the pooplo instead of buying 
gold bullion in the market would turn tho coin into 
ornament?— I must make myself accurate. I moan 
gold coin with full intrinsic value. 

8327. We are talking of a gold com with full 
intrinsic value? — Almost all people in rural parts, 
so far as I know in that part of the ’country in which 
I have some knowledge, are getting gold only through 
sovereigns and not in bullion. 


8328. Even whoa tho sovereign is not a current 
coin P — Yes. 

8329. And your apprehension or your disapproval 
of a gold currency is ... — Of full intrinsic value f 

833U. Whenever 1 say gold currency, please Under- 
stand that I am talking of gold coin with full 
intrinsic value, not a token coin. Your apprehension 
regarding gold currency is that tho pooplo may use 
tho coin for the purpose of turning it into ornaments 
instead of going to tho market to buy gold? — Instead 
of going to a distant market to buy bullion. Pooplo 
of rural i>nrts have gob access to tho bullion market, 
hut gold coins come to them. 

8331. Well, tho sovereign has not been current in 
Tmlia as a coin for the last few years? — Not through 
the Treasury, but il is sold in all villages. 

8332. Therefore, it is available to tho people P — Yes. 

8333. And gold bullion would also be similarly avail- 
able to tho pooplo if there was a demand for it? — 
Jf thoro was a demand it would bo available. 

8334. Therefore, tliero will bo no difficulty for the 
people in gelting it? -There will be no difficulty. 

8335. Why do you then think that tho pooplo will 
use tho coin for tho purpose of conversion of it into 
ornaments in preference to gold bullion? — My rcuson 
for that is, while for gold bullion they have to go to 
a market, so far as currency is concorned, it comos to 
them. Merchants and others coine and pay them in 
gold coin, and they tako tho easiest course. 

8336. lias it coino to them in the last few years? - 
Within tho lust few years, after tho war, it lias not 
corne to them. 

8337. Still they liavo managed to mako ornaments 
worth 74 croros? — Yes. 

8338. How has that happened? — With regard to 
tlieso 74 croros, they represent the requirements of 
soino other years. It was imported into this country 
in anticipation of future demand on account of the 
cheap prices. 

8339. It does not matter. Whatever the require- 
ments of tho pooplo woro for tho current year they 
made them out of tho gold bullion, the sovoroign has 
not been current? — Those 74 croros do not merely 
represent bullion. It represents both bullion ami 
coins. 

8340. Total imports? What I want to find out 
fiom you, Mr. Ibtmniyn, is, is your apprehension 
that the gold coin will go only into ornumotits 
justified? — Ornaments only, I will not say. It is 
liable to go into ornaments in the rural parts. 

8341. Jf it is not a token coin? — YeH. 

8342. Did it so go before 1914, Mr. RamaiyaP — I 
find that the silver went so in 1921-22. 

8343. When the price of silver was above tho 
melting point of the rupee? — Yes. 

8311. But when the price of gold and tho gold 
contents of the sovereign are tho same, as was tho 
enso before 1914, and when Ci’ovorn merit gavo out tho 
sovoroign from tho Treasury, do you find that the 
people use the sovereigns for the purposo of orna- 
ments? —They used tho sovereigns for tho purpose 
of ornaments previously, before 1914. 

83*15. Have you any idea of the figures of tho 
taking of sovereigns by tho people before the war 
from tho (lover liment Treasury?— No. 

8346. You don’t remember that?-- I don't 
remember that. But before 1914 gold coins woro 
not used for currency purposes. 

8347. Tho (« ovornmenb used to give them out from 
tho Treasury whenever they could spare thorn P — 
Yes, and tho demand for them was more or less for 
only social uses. That is my view'. 

8318. If the average over a period of 12 years 
(1901-2 to 1912-13) worked out to only 7J croros of 
sovereigns and if tho people did not take more, 
would you say that people uso all sovereigns only for 
ornaments?— Mostly for ornaments, that is my belief. 

8349. You quote from a Professor of Economics of 
Madras University and you say that ho does not 
explain the reason for his statement?— That is about 
tho intermediate stage which he refers to. 
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0360. Yes, that is all here; I am only referring 
it to you now. Can you suggest any other method 
by which to popularise your gold notes, currency 
notes issued against gold in the Treasury P Do you 
think the people will take inconvertible gold notes P 
--L think they may be made convertible into gold 
bullion. 1 find from the official memorandum just 
now given to me bank notes should be payable on 
demand. I find on page 1, gold notes should be 
payable on demand in rupees and so on. Instead of 
that, as they do in England just now undor the Cold 
Standard Act, if gold bullion in fixed quantities is 
given to the people in return for currency notes 
representing a pound or any gold currency notes, 
I think poople would take the notes and the notes 
should lie very popular. 

8351. The minimum for this sort of conversion 
would bo fixed fairly high, it would exnood at least 
a thousand rupees? — Yes, it would exceed a thousand 
rupees. 

8352. Do you think that would be appreciated by 
people in the rural areas P If not ono thousand 
rupees, it may bo fixed at Rs.150 or lls.200. 

8353. I see, you would make gold bullion worth 
He. 100-200 available in conversion for the gold 
notes? — Yes, if really such a thing is desired. J, 
liersonally, find as a person having only nil academic 
interest that if notes wero mode inconvertible in tho 
country thoro is no reason why such a thing should 
fail to be popular. But if gold is desired for theso 
gold notes, then for the purpose of caution you may 
well say that gold bullion may bo mndo available for 
notes. 

8354. We are trying to find out whether it is desir- 
able or not. We seek your assistance in that matter. 
As an ideal it is all right; everybody should try to 
work up to it. But do you think that ideal is 
feasible in India at the start. Ijefc me put you a 
question. Supposing a cultivator, upenuntry in tho 
rural areas, gets gold notes to the valuo of say 
Its.tiOO and it is inconvertible, do you think that he 
would either liko it or that it would not incon- 
venience him very seriously?— It will not incon- 
venience him for currency purposes and I do not 
think he will disliko it. 

H355. You don't think it will inconvenience himP — 
No, because the existing rupees are also in circula- 
tion as full legal tender. For higher amounts be 
would requiro notes. Even now 100 rupee noteB and 
other notes are very popular and tho same condition 
mAy prevail. 

8356. Tho 100 rupee note can go through the 
Treasury and: he can convert it into silver? — But 
very few go to the Treasury to convert 100 rupee 
notes into silver because they arc very popular. 
100 rupee notes are circulating and notes of smaller 
denominations and rupees aro readily available when 
wanted. 

8357. But the mere fact that ho could convert it, 
that he could get 100 silver rupees for it has an 
additional value in it for the ryot upcountry. 
Supposing there is a 5 sovereign note — you yourself 
8U KK n «t 6, 10, 50 and 100 sovereign notes some- 
where; supposing there is a 5 sovereign noto which 
is given to a ryot in exchange for his produce. 
Surely ho wants to change it into Bmaller fruc- 
tions? — Then he can ehango it into 5 rupoo notes 
wdiich are in existence. 

. 8358- The gold notes therefore prinui facie though 
inconvertible in gold would have to be convertible 
in silver? — No, convertiblo into notes of smaller 
denominations. 

8359. Silver notes? — Not necessarily notes of 
silver; fractions of pounds; and fractions of pounds 
1 call rupees instead of shillings. 

8360. Yes but fractions of pounds are rupees, 
therefore the gold note will be convertible into 
■liver P Not silver, but into rupee notes. 

5861. You mean into silver currency paper P— 


8362. I see; and thus you can avoid having to 
call for nny bullion at all against the paper when 
he wants to change it. That is your point? — Yes, 
except for social purposes he will not require gold 
currency— ^except for purposes connected with 
ornaments und other social purposes. 

8363. Ho need not change it into gold?— He will 
not chungu it und ho dous not cure to change it. 

8361. And you say silver rupees should be un- 
limited legal tender? — There will be tho existing 
silver rupees, but no more fresh rupees should bo 
coined. 

8365. You further recommend that no more silver 
rupees should bo coined P— -The only way out of 
tho difficulty is to keep tho existing silver rupees. 
Otherwise, to convert them will reduce tho price 
of silver in tho world market and will cauBe a 
great loss to the country. 

8366. In order to uvoid that loss and also to make 
available for the people of rural parts you want 
rupees of smaller fractions?- The existing silver 
rupee may be full legal tender. They are already 
acquainted with it. 

8367. Keep the existing silver rupee full legal 
tender and coin no moro rupees? — No more silver 
rupees. 

8364. Tlmt is for tho present or do you think 
that should be laid down for ever? — For ever. Of 
course in currency matters no ono can claim per- 
manency for an indefinite time. 

8369. For 10 or 16 years, say? — Yes. 

8370. And when you* corno to a point where you 
must have more silver rupees for currency purposes 
you would make the rupee limited legal tender? 
1 mean the existing rupeos would continue?— If 
the country becomes more prosperous, say in 10 or 
In years at tho rate of progress she is making, 
then we can limit the legal tender of the rupee. 

8371. At some stage like that you would have 
to make tho silver rupee restricted legal tender. 
‘Would the gold notes bo convertible into si Ivor? 
Into smaller notes. I have suggested notes of 
Its. 10 and 5 but not anything lor amounts of Jess 
than Its. 5. But 1 would also liko ono rupee notes 
to bo issued. 

8372. Until tho present stock of 90 crores in the 
Government Treasury lius gone into circulation 
j-nii would keep the rupee unrestricted legal 
tender? Yes. 

8373. And when tho (Government find it necessary 
for them to coin more rupees they should make the 
rupee restricted legal tender? They will have to 
because J 011 say they must not coin any more 
silver rupees or buy nny more silver; therefore 
they must iiiuko it restricted legal tender?— That is 
not nocessary. In France silver coins have boon 
kept full legal tender before the War. 

8374. Would you keep them full legal tender 
and still not supply them with silver rupees? — 
r lhnt is not necessury. We can issue rupoo notes 
paper currency. 

8376. I see; you won't give them tho coin. The 
existing coin will be in circulation but further 
demands for smaller fractions of the pound will 
be given in terms of paper currency?— llhe 
Government even now £h not bound to give silver 
rupees. Hereafter on account of tho fact that the 
silver rupeo is to bo made full logul tender tho 
Government may put tho existing rupees which are 
in reserve also into circulation. 

8376. Do I understand you to say that tho present 
rupoo currency notes are inconvertible into silver? — 
They are convertible. 

8377. Therefore either the convertibility of tho 
rupee notes will have to be stopped or the Govern- 
ment will have to coin new rupees P— They will 
havn to be stopped. 

8378. And therefore silver rupee notes will be 
inconvertible into silver 10 or 15 years later? — »We 
are bound, the Bank is bound to supply only foreign 
currency if nocessary. 
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8370. I am talking of iiiLurnal currency. There- 
fore 10 or 15 years later you will have an incon- 
vertible silver currency note and an inconvertible 
gold currency note if — Yes. 

8380. And you think that tho country can carry on 
with the inconvertible paper, both silver and gold? — 
1 do not see why it should require any metal at all. 

8381. Therefore wo havo coino to the conclusion 
that if 10 or 15 years later when the 00 crores of 
rupees which are in tho Treasury are all in 
circulation, Government may coino to this incon- 
vertible rupee currency and inconvertible gold 
currency? — Doth full legal tender. 

8382. Doth full legal tender and both paper 
currency. Now do you think that is suitable to 
India? — My view is that, it is the best system 
Kiiitnhlo for all countries. 

838*3. As an ideal no doubt, but for practical 
purposes from your knowledge of the condition of 
tho people, from your knowledge of the requirements 
of the people, do you think that this is either desirable 
or feasible in the present state of India? — Within 
10 years gradually it will become feasible. 

8384. You think tliuL within 10 years the standard 
of education will have improved so much?- Also 
tho acquaintance of the people with the existing 
currency. The rupee notes previously issued during 
the War were very popular and did not depreciate 
and there was no difficulty. I think the people 
will become accustomed to the situation and ho 
satisfied with the situation. 

8385. The rupee notes you say (luring tho War 
were very popular. T)o you think the popularity 
of the rupee note would have continued if tho 
Government had had to declare the rupee note 
inconvertible at any stage during the War period? • 
Inconvertible into rupees? 

838(5. Yes? — So long us it was legal tender it 
would have continued to bo popular. 

8387. So that whether people could convert the 
currency note into silver coin or not you think 
the people of India would not have inindod it? - 
Not havo minded it. Even silver rupees are not 
worth their intrinsic value. 

8388. Dill they nro worth something? -So long 
an .von are able to provide for the country's 
currency notes foreign currency for exchange pur- 
pose's, there is no reuson why people should distrust 
it.. At tho same timo if you divorce the currency 
system from tho Government and entrust it to a 
State Dunk there is no reason why people should 
not accept the position. 

8389. That may he quite correet; I am not 
challenging it. What I say is does tho cultivator 
and the man at the wayside village understand 
it? Does he not understand that when he takes 
a currency note to the Treasury lie can get silver 
jingling there in his hand? — T very much doubt 
whothor the ryot ever takes currency notes to tho 
Treasury. 

8390. JTo goes on passing it on himHolfP — Yes. 

8391. Does not he get change from the snwear 
or the village mnrwari when ho wants it? — In notes 
of smaller denominations. If ho has n 100 rupeo 
note he gives him 20 five rupee notes for it. 

8392. Exactly. But if you give him a five rupee 
noto he gives you five rupees in silver if you want 
it? — He may give me instead of that five one- 
rupee notes. 

8393. And you do not think it matters at all 
whether you are likely to oxohnngo your note for 
silver coin or not P- -It does not matter. 

8394. (Sir Nor cot Warren.) You soy in para- 
graph 17 that 11 the present Imperial Bank is too 
weak and powerless for any constructive or originat- 
ing action.” What do you mean P— The Board is 
there merely to consult; it has not got any other 
power to influence the bank's policy. 

8306. I entirely differ with you; they are noi. 
there simply to be consulted; they are there to 
guide the bank's policy ?— I And from the Imperial 
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Bunk Act that they are given some power of advice 
and nothing else. I also had a talk with one of 
the Honorary Governors of the Bank and ho said he 
could not bring in any changes; so far as tho 
policy of the bank was concerned he was absolutely 
powerless. 

8**196. 1 can tell you you are quite wrong and 
that tho Governor, whoever ho was, is also wrong?— 
That may be; ho might not have utilised his power; 
hut I find from the Imperial Bank Act that it does 
not give full powers to the Hoard to control the 
policy of tho Bank. 

8397. Bub they do control the policy of tho hank; 
they have full powers and they do control it. If 
they do not control it who clso controls it? I 
mean the Central Board consisting of tho Governors, 
that is, tho Managing Governors and also the othor 
Governors. 

8398. They nro the controlling body; if they are 
not the controlling body who olso is tho controlling 
body? — I say that further legislative powers under 
the Statute must bo given to strengthen tho 
position of the Board. 

831)9. What do you propose? What powers? — 
Powers more or less similar to tho powers of the 
Board of tho Commonwealth Bank of Australia. 

8100. Well, I know tho powers of tho Common- 
wealth Bank of Australia; the powers that are 
given to the Imperial Bank Board here are greater 
than that?— I have not much oxporionco of that. 

8101. .lust so: you ought not to havo written 
this. You then say tho Bank should havo an 
advisory committee of experts in London?- -Yes. 

8402. They have got that already : they have got 
three experts oil the advisory committee ? That is 
an advisory committee for tho purpose or foreign 
exchanges. 

8403. Never mind what it is there for: there is 
a committee there for advising tho hank, and ono 
of those experts is one of the biggest experts in 
the world? — What I mean hero is IhnL for tho 
purpose of its currency policy, because currency 
is an international problem, they must lmvo cxpt?rls 
in London to ndviso tho hank with regard to the 
currency policy both internal nml external. 

8104. 1 tell you wo havo got them. But tlio 
hank has not got currency powers. 

8405. | say wo havo got these experts. They 
nro them waiting to he consulted. Then that 
satisfies mo; that is all. 

8*1 0G. (Professor Cnt/njcr.) Do you not think there 
is an i nil ore nb difficulty in finding a. suitable 
monetary system for a country which has got a 
largo proportion of favourable balances? — It is 
difficult. 

8407. Take a gold exchange standard; there also 
when there are a number of favourable monsoons 
following each other, more council hills wore sold 
and India swallowed up tho money with a great 
gulp, ns Professor Keynes would say, and therefore 
there was always the tendency that too many rupees 
were coined before the war; was not that tho 
difficulty and wns not that a constant complaint? — 
My view is that there would not have been such 
favourable balances if the volumo of country's 
currency was regulated with reference to tho con- 
dition of trade alone. 

8408. You mean if thero had been a gold stan- 
dard?— If there whb a perfect gold exchange standard 
under w'hich tho regulation of tho internal currency 
would be dependent upon tho volumo of the 
favourable net balance of trade, there would not havo 
been a favourable balance in the long run; exports 
and imports including the invisible imports will 
hnlnnce. 

8409. True; but whoever managed that currency 
would havo to look to the rise of prices in the 
country : So that a few favourable monsoons 
succeeding each other, even two, would raise the 
prices above what they would be in tho ordinary 
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c-ourKO ? Yob; being an agricultural country, mon- 
BOOH8 do influence. 

8410. And if a gold standard was there, tlie Homo 
would he tho difficulty, because supposing we had 
three or four good moiiHomiB, un we have hud during 
the last few years, gold would bo coining in until 
]iriccH rose very high, and then, whatever the fate 
of tho fourth monsoon, whether it was favourable 
or unfavourable, the bnlance of trade would have to 
he unfavourable because of the height of prices P — 
Yes- 

8411. So that whatever tho currency system you 
adopt for India, whether it is u gold standard or 
a gold exchange standard, thero is an inherent 
difficulty? — Yes; there is a certain inhorent 
difficulty; there is no doubt alniut that. 

8412. You have observed that tho main demand 
at present for gold in India is for social und 
religious purposes P— -Yes. 

8413. Then, if a gold currency is introduced, not 
on .* your lines, but gold curroncy is actually 
introduced with coins in circulation, there will bo 
an additional demand for gold, will there not? — 
Yes. 

8414. (Mr. Preston.) In paragraph 13, in the 
beginning you say “ The entiro currency system 
of the country should bo entrusted to tho Imperial 
Bank which requires to bo first converted into a 
Htate Bank and a Bankers’ Bank.” Then you go 
on to say “ Without an efficient Central Bank of 
tho kind described above a proper regulation of the 
currency and excliango system of tho country is 
impossible.” Then you go oil to find fault with thu 
Imperial Bank and say that it has no right to work 
for tho profit of its shareholders. Then you say 
later on “If our proposed Stato Bank should lie 
made to become a Bankers’ Bank, etc.,” and in para- 
graph 19 “ In view of the fact that the Stato Bank 
in our scheme is modo a Bankers’ Hank it can 
efficiently control the internal crodit situation, etc.,” 
and then, if 1 may rnfor back again whero you say 
that the Bank has no right to work for tho profit 
of the shareholders, what I suppose you mean to 
emphasise is that the Bank should carry out the 
duties entirely connected with a State Bank : Is that 
your, meaning? That it should become purely and 
solely a bankers’ bank? — Yes. 

8415. That is your idea? — Y ob. 

8416. Then you quote a system which according 
to Mr. Tocker exists or is said to exist in New 
Zealand. Undor that system tho Stato Bunk thoru 
in all its exchange business hns to deal with other 
hanks bh a hanker’ bank: is not that bo? — I find 
from Mr. Tockor’s article that thero aro six 
exchange banks each dealing separately. 

8417. Yes; hut the central bank deals with tho 
six exchange hanks us a bankers’ bank? — I do not 
find that in MJr. Tockor’s article. What ho says 
is that tho six banks doul separately with foreign 
countries through London; it is not necessary for 
any of tho hanks to transact its foreign exchange 
business through tho central bank. 

8418. No; but it is nocossary for tho central bank 
to transact its foreign exchange business through 
the other six banks? — That mny he bo; 1 do not 
know. 

8419. Therefore, when you blame tho Imperial* 
Bank for making profits for its shareholders, why 
do you say in paragraph 15 “Besides doing ex- 
change business the Bank should bo left in ontiro 
charge of Government remittances, abroad and 
empowered to receive all moneys in its behalf both 
within and without tho country.” Do you really 
mean thatP — 1 mean foreign exchange business and 
it is as a Government department they will have 
to do it. 

8420. You mean really 11 Besides doing exchange 
business ” for currency purposes? — I mean foreign 
exchange. The entire foreign exchange of the 
wantary should be transacted only through tho State 


Bank; that is what I say,— by the other banks 
through tho Stato Bank. 

8421. But that is for currency purposes?— -For all 
X) u r poses. The transactions betwoon this country 
and other countries should bo transacted only 
through the State Bank: otlior hanks would have 
to go to the Stato Bank to transact their foreign 
oxchange business. 

8*122. You are reversing tho process which you 
quote here as being in forew in New Zealand? — 
I quote Now Zealand only to show the way in 
which the matter of exchnngo is operated. 

8423. In Now Zealand they have a central bank 
and the Central Bank manages the currency? — By 
muking this quotation I do not mean to say that 
theso are mutters which the bank should manage. 
I only indicate the way in which our currency 
transactions should bo managed; and with regard to 
the viow that the State Bank should ho strengthened, 
T find in an article in the Economic Journal that 
the Commonwealth Bnnk of Australia lias been given 
monopoly xiowers with regard to foreign exchanges 
mid is tho bnnk through which other hanks have to 
transact that business. 

8424. Whore did you got that from? — From the 
Economic Journal for March 1965. 

8425. All tho Australian hanks you say have got 
to go to tlie Commonwealth Bank of Australia for 
exchange?-- 1 remember to have quoted it in the 
memorandum — the provision that x>rivato hanks 
should settle foreign exchange transactions through 
tho Commonwealth Bank. 

812G. So that all tho hanks in India under your 
scheme if they had business in foreign exchange, 
would do it solely nnd wholly with tho Imporial 
Bank of India, that is your intention? — Yob. That 
is my intention. 

8427. (Sir Alexander Murray.) In tho very first 
sentence you say “ Tlie country hns what may be 
called a Rupee Standard which is linked neither 
to gold nor to silver.” Now what do you actually 
moan by Lhut? Do you mean that in the past pooplo 
dealt with tho rupee ns being a standard coin 
irrespective of its relation to goldP — Or silver; it 
was an inconvertible silver note. 

8428. Quito true: but when people dealt with 
that in pre-war years, did they always look upon 
it as being one fifteenth of tho sovereign? — This 
does not refer to pre-war years at all; I say undor 
present conditions. 

8129. But in pre-war years, what did they look 
upon the rupee as, if during tho recent years they 
havn looked upon it as being neither connected 
with gold nor witli silver? — In pre-war years there 
was at least a supposition that it could bo converted 
into sovereigns at Rs. 15. 

8430. But Government nover undertook any 
statutory obligation to convert it into gold? — It 
had no obligation to issuo gold coins for silvor 
rupees. 

8431. Tho average agriculturist when he dealt in 
rupees or dealt in notes, did he deal in the rupee 
ns being T ' s th of a sovereign P— He dealt with it as 
V ft th of a sovereign, because no contingency arose 
for him to think over the matter. 

8432. But did he link it up with the sovereign 
in any way? — He had no occasion to feel about it, 
heenuse there was no difficulty for him in con- 
verting it. 

8433. Then amongst the reasons that you give 
for going on to a gold standard is that given in 
paragraph 8 (iii), where you say that the public 
opinion is duo mainly to political suspicion. What 
does that actually mean? — The Government of the 
country is suspected of working, of Conducting its 
currency system, for the benefit of England, the 
Government, of the country is suspected among busi- 
ness circles in the country of managing the currency 
system to suit the interests of Great Britain. That 
is the suspicion. 
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8434. But you have studied tho question. Do 
you also hold that oi>inioii P — «£ am unwilling to 
uttributo any niotivns to tho Government. 

8485. Therefore) you don't agroo with public in 
that roBpoctP — I don’t say that I don’t agree or 
disagree. 

8136. Well, you say also that tho adoption of 
a gold stun du rd is a concession to human weakness 
and conservative feeling. Now, what do you really 
mean by that?- -In the world people have in the 
past boon accustomed to a gold standard and 
their conservative tendencies aro after all in favour 
of tho adoption of a gold standard and not a 
managed currency. 

8137. Well now, tho people of India in the past 
have not hcen accustomed to a gold standard and 
they aro very conservative people. Therefore, why 
do you use this argument in favour of a gold stan- 
dard now? — Intelligent opinion in this country — 
not tho people of the country who don’t know 
about the facts but the people of tho country who 
know about the slate of tilings in the other parts 
of the world, they feel that when other countries 
havo got a gold currency, for us solitarily to possess 
a silver standard or a rupee standard may lead to 
tho wrecking later on of our industrial and com- 
mercial progress. 

8138. Now tho closing sentcnco in tho second 
paragraph on that pago is that the coBt of 
adopting tho gold standard at any future time will 
increase enormously? — Tho reason for that is if Tndia 
should con ti lino to coin silver rupees, the other 
countries having demonetised silver and having 
taken firmly to gold, tho demand for silver for 
currency in other countries will be Hmull and tho 
price of silver will naturally go down mid tho more 
silver prices go down the more will the silver content 
of tho existing rupees depreciate in valuo, and also 
in future if at any Limo wo havo to convert tho 
currency of tho country to a gold standard, thero 
will bo enormous difficulty on account of the country 
having been flooded with silvor rupees. 

8139. No, but tho country now has got silver 
rupees and if wo go on to tho gold standard now, 
won’t these rupees depreciato in value?— Tho rupees 
won’t depreciate in value becauso they have to bo 
full legal tender. If tlio rupees are molted now and 
sold as silver, they will certainly depreciato in 
value. 

B440. Now, when you go on to a gold standard, 
whether new or at some future date, you purpose 
keeping rupees as full legal tender? — Wo can keep 
tho rupee, tho rupoo may bo kept as full legal tonder 
later on also. And for ben years more if wo postpono 
tho adoption of tho gold standard. 

8441. But what I want to know is why should 
the oxpenso increase enormously ton years hence 
more than now?— If silvor bullion also is held, if 
tho present stato of things should continue, then 
what I say is that tho price of silver iB likely 
to depreciate later on and also wo aro not sure that 
the price of gold will remain the samo as it is 
at present. Gold prices may also incroaso on 
account of tho recovery of tho countries which are 
now weak after tho war. 

8142. At any rate, you consider that gold coinage 
is undesirable and a waste?— -Yes, from tho strictly 
academic standpoint. 

8443. And you are in favour of a geld standard 
without gold coins in active circulation? Yes. 

8444. And you say under your scheme further 
issues of currency will bo in tho form of paper 
notes backed by a reserve? — Yes. 

8445. And you suggest that in future the note 
issue will be managed by a bank, either the 
Imperial Bank or a central bank? — Yes, 1 say that. 

8446. Well now, I just want to find out what 
the difference between your system and a gold 
exchange standard system is. Because under your 
system you are going tq have tho rupees circulating 
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as full legal tonder in tho country, the rupeo is to 
bo tho local currency ?— The rupee and also tho 
pound. 

8147. Quito true. Then you want to have the 
note issuo in tho hands of tho bank in future. 
Then you purpose also consolidating tho two 
existing reserves, tho paper currency reserve and 
tho gold Nliindard reserve into one single currency 
exchange reserve?- Yes. 

8448. Then you purpose facilitating international 
payments by keeping your currency exchange resorvo 
partly in India and partly possibly in London, New 
York, and Yokohama? — Yus. 

81-19. And I suppose you expect that the bank 
will undertake to buy and sell cither gold for 
export or foreign exchange at certain gold points?— 
Yes. 

8450. Well now, if you do all that, what is tho 
difference between your standard and tho gold 
exchange standard P— I may say at once that a gold 
standard conducted on those lines is necessarily a 
gold exchange standard, the ideal gold apdjlkango 
standard. There is after all very tliinjglMk, of 
demarcation actually between tho gold fextiffljpge 
standard and tho gold standard. My grievance 
against tho present aystom is against Government 
manipulating tho currency. I want that Govern- 
ment as such should have nothing to do with the 
currency any more. 

8151. And who do you want should have to do 
with the currency? — Tho bank. 

8452. Just one moment. Leave aside who is to 
look after tho currency. You agree that your 
system in effect is a gold exchange standard 
svstem ? Yes. 

8453. The only point ?— I will call it a currency 

exchange standard. Tt is not exchangeable in gold. 
In order to facilitate tho exchange of currencies 
the standard exists. It is an exchange standard. 

8454. Yes, but tho gold exchange standard is a 
standard that enables you to got rupees for internal 
currency? — Rupees and pounds also for internal 
currency, according to my system. Paper currency 
for internal circulation and foreign currency for 
payment abroad. 

8455. That is a gold exchange system?— An ex- 
change standard, whether it is gold or not. Because 
nl! the countries are holding gold, because wo hold 
gold bullion too, we may call it a gold excliungu 
standard, llut it is an exchange) standard. 

8456. Very well. Tho only point at issue then is 
that you don’t like to wo that system controlled by 
(Government. But you are willing to see it controlled 
by tli© bank? Yes. 

8457. That is the only difference?— That is not the 
only difference. The regulation of currency must 
also he on a principle which the fSovernment is not 
following now, on tho principle of tho balance of 
trade determining the volumo of internal currency. 

8458. But that will not be automatic. That must 
1 k> decided by somebody, and you purpose that tho 
body in future should bo the bunk instoud of the 
Government ? — The bank lias to regulate it on a 
particular principle, the principle I am enunciating. 
It is better that the matter also is put in legislation. 

8459. Well, will you please tell us shortly your 
principle? — I have stated it here, in paragraphs 13-19. 

8400. That is where you refer to these exchange 
things?— And then my principle is in paragraph 19, 
tho last paragraph. 41 Under the existing system of 
currency in India the volume in circulation is depen- 
dent not on any principle of automatic regulation or 
scientific, management, but on the will of the 
Government.” That T want to avoid. 

8461. And in future it is to be on the will of tho 
bank ?- Not on the will of the bank but the bank 
will havo to regulate it according to the net balance 
of trade. To withdraw currency from circulation if 
there is an unfavourable balance and to tho extent 
of the unfa vourablo balance, and if there is a favour- 
able balance, to the extent of tho favourable balance 
to issue more internal currency. 
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8462. Well, tho bank will have to do all that? — 
The bank will have to do that only according to that 
principle and not according to any other principle as 
tho Government is at present doing. 

8463. 'Well, now, dealing with tho bank then, you 
make curtain suggestions here regarding the con- 
stitution of the batik? — Yes. 

8464. Suggestion No. 1 — docs tho existing Central 
Board not moot the requirements of your first 
section? You say: "The appointment of a Hoard 
of Directors representing sjtecial commercial and in- 
dustrial interests.’ 1 — I only say that this is instruc- 
tive. The Commonwealth Bank of Australia has 
adopted these things. 

8465. Quite true. I want to sue whether those 
things are applicable to India. Is principle No. 1 
applicable to the present Indian Board? — Yes, the 
first is applicable to India. 

8466. Well now, does it apply to the present 
Central Board? — With great respect I must submit 
that I don’t think that the present Boat'd is as re- 
gards this representative enough. 

8467. Does the present Board not represent special 
commercial and industry interest? — But it does not 
control the bank. 

8468. No, no. But I am taking these points item 
by item? — But the appointment of this Board is in- 
tended not merely to meet but to control the bank. 
I want it to control the bank. 


8169. But you agree that tho present Board is 
representative of special commercial and industrial 
interests? — I am not qui to clear about the represen- 
tation. 

8470. Do you know how tho present Board is con- 
stituted — how rnuny are appointed by Government 
and how many by the shareholders? — I do not 
remember. 

8471. As fur as I can see, the present Board already 
docs items 1 and 4 at least of that list, and No. 2 
you suggest they should do in future? — No. 3 is also 
a matter for arrangement; so that in effect only 2 
and 5 remain to be given to the Bank. 

8472. Yes, but you said to Mr. President that you 
proposo that in future the Exchange Banks will not 
do cxcliango business with London except through 
the Imperial Bank? — Yes. 

8473. But is it not tho other way about, that the 
Excliungn Banks do the business and tho Imperial 
Bank is not allowed to do that? — Yes. 

8474. You think that should 1 k> reversed in future? 
- Yes. That will facilitate the way for stabilising 
internal prices. 

8475. Chair man ( Sir Iteginald Mant .) Mr. 
Ramaiyn, tho Commission is very much obliged to you 
for your interesting memorandum and for the evidence 
which you havo tendered. 


( The witness withdrew.) 
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Sir Rajhndiianatii Mookkujkk, K .0.1. IS., K.C.V.O. 
Sir Nobcot Hastings Ykkijss Warren, K.C.l.E. 

Sir Reginald Mant, K.O.T.E., C.S.T. 

Sir Alexander Robertson Murray, C.B.E. 

Sir Purhuotamdas Thakurdah, C.I.E., M.B.E., 
M.L.A. 


Professor Jahangir Ooovhrjkk Coyajkk. 
Mr. William Edward Preston. 


Mr. G. H. Baxter 
Mr. A. A VAN GAR 


(Secretaries). 


Mr. Rax Kumar Jalan and Mr. Kastoormal Bantiuya, representing tho Marwari Trades 
Association, Calcutta, called and examined. 


8476. (i Chairman .) Mr. llam Kumar Jalan and Mr. 
K oat normal Bnnthiyn, you are good enough to come 
hero this morning to represent the Marwari Trades 
Association of Calcutta? — (Mr. Kastoormal 
lianthiya.) Yes. 

8477. Are you tho Chairman of the Association, Mr. 
Kastoormal Banthiya? — I am a member of the 
Association and this gentleman, Mr. Ram Kumar 
Jalan, is the Vice-Chairman of the Association. 

8478. Your Association has been good onough to 
furnish us with a memorandum* setting out their 
views P — Yes; we sent later on an additional note. 

8479. We have also received from you a further 
communication making two corrections by way of 
omission in your memorandum? — Yes. in para- 
graph 11 

8480. Shall I address my questions to you in tho 
first place, Mr. Kastoormal Banthiya? — Yes. 

8481. Will you please tell us something about the 
nature of your Association? Jn the first place, what 
» its membership? — 200. 

* Appendix No. 41. 


8182. .Secondly, what is the nature of the interests 
represented in the Association? — It represents all 
sorts of merchants, piece-goods merchants, importers 
and bullion dealers. It is a general body to protect 
the interests of the Marwari community in trade 
and commerce. 

8483. And these xnembors are all engagod in trade 
in Calcuttu ? — Yes. 

8484. When was your Association founded P—30 
years ago. 

8485. You tell us it represents merchants; import 
merchants? — Import, export and all kinds of mer- 
chants. 

8486. And bullion brokers P — Not bullion brokers, 
but bullion merchants there are. 

8487. Exchange brokers P — Yes; there are some 
exchunge brokers. 

8488. Any manufacturers? — Yes. 

8489. What do they manufacture P— They have got 
cotton mills; they have got jute mills; some have got 
collieries. 
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8490. Bankers P — It is the chief business of the 
Marwari community. 

8491. For the benefit of the members of the Com- 
mission who are not so intimately acquainted with 
these matters, could you state very briefly the iiuture 
of the banking businoss conducted by a typical mem- 
ber of your Association P- Generally we deal in bills 
of exchange, local bills of cxchnngo. We buy in up- 
country or sell bills of exchange in up-country or 
they can buy at our Bombay or Calcutta Office . 
Everywhere w r o havo got branches. Wo have got 
branches in Cnwnporo, Bombay, Calcutta and several 
other places. They are also in cotton districts. 
There we do banking business. Wo also deal as sow- 
cars to the cultivators. iWe finance all the crops. 
We give thorn advance before sowing. 

8492. Theso bills of exchange to which you refer 
are internal bills?— Yes; hundis. 

8493. Therefore, the business of your typical mem- 
ber is to finance the crop from the cultivator to the 
point of export? — Yes; to the ports of export, 
Bombay and Calcutta and also on piece-goods and 
imported articles. 

8494. You finance them from the |>ort to (ho culti- 
vator?- No; from boro to up-country. 

8495. Turning now to the memorandum of your 
association, wc understand that you coiuo hero to-day, 
Mr. Buiilhiya, to explain the views of your Associa- 
tion and not your personal views? — Yes; the views of 
the Association only. 

8496. I will now, if 1 may ask you a few questions 
to elucidate whatever seems to need elucidation in 
very full memorandum. Your proposal, generally 
speaking, is that there should bo a gold inoliur of tlio 
same fineness and weight as the British sovereign, 
with rupees eerving the function of subsidiary coins 
at tho ratio of 15-1. You propose l lie establish men l 
of a gold standard, moaning a system or currency 
with a circulation of gold, and that the rupee should 
be made convertible into gold?- Yes, and unlimited 
legal tender. 

8497. And unlimited legal tender ; but that, after 
the gold standard lias been effectively established, the 
nvnount for which tho rupee is legal tender should bo 
limited to Us. 100? — Yes. 

8198. You further recommend that the note issue 
department of the Government should lie handed over 
to the Imperial Bank, subject to certain conditions; 
and these il think are the positive recommendations 
contained in your memorandum?- -Yew. 

8499. Now let mo turn to your memorandum 
and nek you one or two questions just to lest 
your arguments. In paragraph 5 you say that 
“ people are bound to regard with increasing 
suspicion a policy (substantially the existing policy) 
which compels them to roccivo the rupee as tho 
equivalent of about 50 per cent, more than its real 
value.” Now just to test that, let mo ask you why 
you distinguish tho rupco from tho . note. Tho 
existing policy compels them to accept the notes at a 
great deal more than 50 per cent, of their real value; 
hut there is no suspicion about tho note, is there P— 
Notes are all expressed in rupees. As tho bullion 
value of tho rupee diffors from tho current value, 
the suspicion comes there. Our notes aro nil 
expressed in rupees. So there is nothing said about 
the notes. 

8500. That is undoubtedly true; but I do not think 
it quite overcomes my difficulty, which is, if people 
really dislike accepting anything at less than its real 
value, that is its intrinsic value, why dem’t they 
<d>ject to accepting the notes just as they object to 
accepting the rupee? — If they convert the notes, they 
would be given rupees which are exactly 50 per cent, 
of their value. 

8601. But you say they object to the rupco? — Yes, 
because its intrinsic value is not equal to the current 
value. 

8502. You agree that people do accept notes freely? 
— They do aocept notes ; that is what wo havo already 
said in our note, that one rupee notes can bo intro- 


duced. There is no question about the notes; but it 
is the question about tho convertibility into the coin. 

8503. As regards ito intrinsic value, you rightly sa.y 
that the noto is convertible into the rupee. Then 
the noto is really on no heller fooling iis regards 
intrinsic value than the rupee, is it? But there it 
dopoiKls upon tho eon fide wo of tho people. When 
they want to exchange the notes they would get the 
value of the note wliieh it represents. 

8504. It is rather difficult, because you say they 
havo no confidence in tho rupee but they have got 
confidence in tho note because it is convertible, which 
seems strange, does it not? — As it is it is more con- 
venient: to convey notes in largo amounts. 

8505. As a matter of fact does it not really 
indicate that, if one is to look for the basis of con- 
fidence in a token coin of any sort, one must look to 
something else rather than Lhe intrinsic value of the 
token. That, is quite a misjudged basis as an est imate 
of tho confidence which I ho token inspires?- I. do not 
quite limb island it. 

H.VHJ. fief me put the question in another form. 
Is not what inspires confidence in a token coin not 
its inlriiifcic \u!uc hut the certainty that its value in 
relation In void will be stable? — What, wo hoiv wmt 
to say is this: that when tho standard tie. jure and 
the standard dr facto aro tho same people would 
liec-une confident that they aro handling the thing 
which it actually represents; and in the case or theso 
token rupees etc., they naturally say that the rupco 
circulates for 15 annas though when they sell it in 
tho linKuur they would got 9 or 10 uuuas at the most. 

85U7. What do you mean h,v a standard tie jure or 
a standard dr facto? - Standard tin jure , it is a 
legal standard; it, can ho paid in liquidation of debts 
to any amount; and tin /ur/«, in fact, the rupee is 
worth only 9 as. if it is sold as bullion. 

8508. Then <1 understand that you do adhere to 
tho opinion that it in of essential importance for *i 
currency that the actual coin nr medium of circulation 
should never differ in its intrinsic and its extrinsic 
value?- That is it. 

8509. Then really, Mr. Buiilhiya, wlinl is la ho said 
about, tho nolo circulation of the world? The noto 
circulation has got, a backing and they are convertible 
into tho standard coin. There is the confidence that 
whenever they want they could get tin* coin. 

8510. Precisely. What, you must, in fact, regard 
is not the difference in the intrinsic and extrinsic 
value of the actual circulating medium hut llio 
circumstance whether it is convertible with certainty 
into gold? -That is- all right. But at the same timo 
tho masse* who are illiterate do not know all theso 
things; they only weigh the coin they handle. 

8511. In paragraph 5 you say : “ To succeed tor any 
long time in maintaining a currency whoso legal and 
real values are so widely different is tantamount to 
gambling on tho ignorance of the people; hut since 
India is becoming more enlightened every day, even 
that ignorance cannot help matters much or long.” 
Aro you arguing there against the oxistenco of any 
token currency at all? Tho subsidiary coin will 
always be token. That cannot 1 m*. avoided. But 
when the standard eoiu is a token coin, in that 
ease, this holds gold. 

8512. And your argument is that you caii avoid 
this gambling only by making the token currency, 
whatever it may be, directly convertible into gold 
for circulation ?- Token currency must only lie used 
for subsidiary coin, not for standard coin. That 
is wlmt wo mean. 

8513. What about notes? — Notes will always bo 
convertible into standard coin, that is gold. 

8514. You must mnko your token currency (and 
a noto is a token just as much its any tiling else) 
convertible into gold for circulation? — Yes. 

8515. Have you considered in this connection tho 
present system of currency in Great Britain? — Yob, 
1 have seen it. 

8516. The present system of currency in Groat 
Britain would not be in accordance with your 
theoretical requirements, would it?— How? 
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8517. Because the note is not convertible into 
gold for internal circulation ?-- That is only for tho 
time being but it was before tho War. It wan 
only to get sufficient gold that they have done that. 
It was suspended during the War. 

8518. When you say it is only for tho time being, 
you are expressing no doubt an opinion which you 
have formed? — That is not an opinion but what I 
have read about it. 1 know it is only for tho time 
being because it was not so before the War whou 
notes were convertible for internal circulation also 
into gold. 

8519. I think perhaps wo need not go into Hint 
as that is a matter upon which wo can get more 
direct evidence. Supposing you hud such a currency 
as that of Croat Britain at presont, where tho note, 
which is tho principal tokon currency, is convertible 
under legal obligation not into gold for circulation 
but into gold for export only, does that not securo 
tho gold value of the unit of iutornal currency, 
and thus, in your words, “ effect, a standard where 
the legal value and the real valuo are identical and 
assured in identity ” P — In what part do wo say 
that? 

8520. Shull I repeat tho question P— Yes, please. 

8521. Does not tho present system of currency in 
Great Britain, where tho tokens, in our case the 
notes, nro convertible not into gold for internal 
circulation but into gold for export only, by 
assuring the gold vuluo of tho unit of thu tokon 
currency effect a system in which, in your own words, 
“ Lho legal valuo and tho ronl valuo of the token 
currency nro identical and aro assured in 
identity ”P — Then in that ease it will bo tho sumo 
ns the gold cxchango standard and tho people 
would bo handling only rupees, that is tho only 
tiling; and tho confidence of tliu masses will not bo 
restored in that case. 

8522. £ am trying to gut a little deeper than that 
to your own analysis of confidence. You point out 
that confidence depends upon having tho legal and 
tho real values tlio same, and I was asking you 
whether, under sueli a system as our British system, 
you do not assure that tho legal nud tho real 
value aro tho sumo. What is tho opinion of your 
Association about that? - I do not follow whaL exactly 
you want to bring out from that. 

8523. You argue here that confidence in a 
currency depends upon its legal and its real values 
being the same. I put to you thu case of tho British 
currency, where you have tho notes convertible into 
gold not for internal circulation, as you recommend 
for India, hut into gold for export only. I suggest 
that that assures the gold value of tho note, and 
that by doing so it is in accordance with your 
requirement that tho legal valuo and tlio real valuo 
should bo the sameP Tt is only for foroign payments 
in that case but not for internal circulation. Tho 
internal coin would ho only tho rupee. In that cuso 
it will not ho tho same thing as its bullion value, 
that is, gold. 

8524. Now let mo ask you a question on 
paragraph 7. I will como later to what you 
say about tho ratio which you deal with 
more fully. About half way down you say : “ Wo 
would, therefore, have at present tho i 5 rupee 
ninhur. It would nflor loss attraction for the 
purposes of absorption.” Correct mo if I nm wrong, 
but I rather gather from your proposals in this 
paragraph that you do contemplate that when gold 
is put into circulation it will at first bo absorbed 
and pnsa out of circulation. Is that so?— That is 
not what wo moan. Wo have assumed that there 
will bo somo absorption as there is at present in 
every country. There will be some absorption for 
industry, for ornaments or whatever it may be. 
Assuming all that wo say that when wo establish 
tho gold standard there might bo some absorption 
of those gold mohurs but later on w# indicate that 


it won’t oxceod, tho absorption of sovereigns will 
diminish tho absorption from tho retail dealers of 
gold bullion, ono counterbalancing the other. 

8525. Later on you attempt, I think, to put an 
estimate upon tho amount P— in paragraph 10 wo 
have dono that. The net result would bo tho same. 

8520. Nevertheless, although you aro indifferent 
to this absorption you do propose in this paragraph 
to try and prevent it, do you no tP —Which 
paragraph P 

8527. Paragraph 7. I understand that tho purpose 
of this proposal for a gradually diminishing gold coin 
is in order to prevent tho absorption of gold coin at 
first. You propose first of all a 15 rupoe inoliur, and * 
then, when tho gold position is firmly socurod at 10 
rupees, Lho 5 rupee coin. I understand tlio pnrposo 
of that is to discourage absorption at first P — Yes 
that is so. 

8528. You argue elsewhere that the absorption is 
a matter of indifference?— Yes. 

8529. Of course it might occur to one to ask, why 
then trou bio to tako these precautions to prevont 
it?— No, wo have assumed that thoro will be some 
demand for gold for ornaments, etc., required by 
our sociul customs, and when wo liavo a standard 
gold coin then instead of buying gold bars they 
may take thoso lnohurs, ole., for that purpose. 

8530. In paragraph 10 you oxpress a very strong 
opinion that the amount of rupees in hoards in tho 
country is very much less than is somotimes 
supposed. You say : “ The story of tho hoards, like 
that of the ropo trick, has lieon repeated time and 
again by men who pretend to know things about 
India.” I may say that this is a mutter upon which 
there is somo conflict of evidence before tlio Gum- 
mission, so that it would he of intorest if you could 
expand your reasons for this opinion, on Lhe basis 
of tho experience gained by your Association in the 
conduct of its various businesses?— About theso 
hoards? 

8531. Yes P- Wo always como in conbuct with the 
cultivators who aro vory poor, who aro half-clad 
and who do not get oven food enough to eat. Ilow 
then cun they hoard all theso things? Wo find on 
their body, if any at all, only such ornaments us 
are essential for their home-life. How can they bo 
supposed to board. That is tho only thing. 

8532. Do you como in contact equally with tho 
better-to-do classes, tho landowners — (I shall probably 
get tho names wrong if I try to refor to them)— 
Rajas and Rulers of Native States and so on? l)o 
flieir affairs conic equally within your experience ?- 
Some of our members do como in contact with such 
persons. That is why we have expressed tho opinion 
that ” excepting tho Nizam wo do not know of any 
State having any largo capital uninvested at its 
disposal.” 

8533. What, in your belief, is the nctivo rupee 
circulation of tho country P Have you been ahlo to 
form any estimate of that? By active rupoo circu- 
lation 1 mean tho rupees actually passing from hand 
to luindP— That wo havo not estimated but in tho 
reports wo find that it is 200 croros or somothing 
liko that. 

8534. If thu rupees in active circulation were somo 
200 croros, how do you account for the balance of 
rupees coined and issued P— There are some in reserve 
in treasuries, somo in tho Imperial Bank and other 
places. 

8535. Yes, thero aro thoso. Any other occupation 
for lho rupoo P - Wliat can it ho? 

8530. That is just the question, what can it boP— 
It is only a medium of exchange, it cannot be used 
for anything else, it cannot bo used even as a store 
of value. 

8537. The argument is that if yon make all 
allowance for rupees melted down, rupees in the 
treasuries and in the reserves, taking even as high 
a figure os 200 crores for rupeea in circulation, there 
is still a very a large number of rupees unaccounted for. 
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You account for somo of them by alio wing for 
leakage across tho frontiers, but oven when you 
have mode all allowances of that sort you aro still 
left with a largo balance, and by some authorities 
it is assorted that that balance is hold up for tho 
purposo of serving as a store of value by various 
classes in the country, and, in particular, by the 
Native States. The ostimate which is givon to us 
of tho rupees which may bn so held up is between 
100 and 130 cruras. What is tho opinion of your 
Association with regard to that? — The association 
has not made any estimate of these things. Bub 
these rupees cannot serve as a store of value. If it 
is stored, we can only store it for purchasing some 
time after; that is all. 

8538. I do not quite follow why tho rupee cannot 
be held as a store of value. One may think it is 
imprudent for the uninstrucled to hold tho rupee 
as a store of value, but why cannot it he held? As 
a matter of fact cases liuvo come to our knowledge. 
You yourself refer to the case of the Nisum. What 
mail has done, man can do P~ ‘That is true; hut 
our Association has not made any estimato for thub; 
I cannot say. 

8539. I do not quite follow your argument in tho 
rniddlo of paragraph 10, where, talking of the 
possiblo demand for gold, you point out' that 
for a period of 12 years India has not absorbed 
more than £00 millions and so oil. I do not quite 
follow what the relevancy of these figures is in this 
connection, because what we are seeking to estimate 
in this paragraph is what additional demand would 
result from tho free offer of gold in conversion of 
rupees for currency. If that bo so, docs it 
illuminate the matter at all to refer to tho amount 
of gold Lhat lias been absorbed fur the purpura of 
ornamenLs or as a store of value in the past ? Wo 
have written this thing to estimato the demand for 
gold for absorption purposes, and wc arrive at this 
conclusion that there cannot be a greater demand 
than 45 crores, whether in tho shape of gold lnohurs 
or bullion. 

8540. Forgive me if I say that I do not quite son 
the relovoncy. Thera aro two things to consider, 
aro there not? Thero is the demand for gold for 
ornaments and for hoards in order to save up. That 
is one thing. That, you point out, has been very 
fully met during tho past years, and thero is no 
reason to think, as £ understand you to argue, that 
that would bo increased?* -Yes. 

8541. Now there is another thing, and that is 
tho new demand for gold in substitution for notes and 
rupees in circulation and for rupees in hoards, and 
that is quite additional and independent of tho 
demand for ornaments and for tho saving of gold in 
the past or in the future?- -No; that will not lie tho 
caso. When we have a gold standard then whatever 
gold thero will bo in hoards or ornaments could bo 
available for the purpose; liecnu.se people will hnvo 
confidence that whenever they want gold they can 
get it from the Government. 

8542. Let mo ask you about that on the basis of 
your wide experience. You havo pointed out yourself 
in your memorandum, as so many havo pointed out to 
us, that the principal requirement for gold is by 
way of ornaments for the endowment of members of 
the family on marriage and so on, Is thero any 
reiMon to suppose that gold required for this purpose 
will bo brought for coinage and conversion into 
currency P-~ -That is exactly so; when they want it for 
business purposes they would do it. 

8543. They can do so now, cannot tlieyP— It cannot 
be converted into currency. 

8544. They can sell the gold to a broker? — Tho 
rates differ in the bazaar ; they can sell it dearer than 
they could got currency for it from tho Government. 

8545. If there was any real need to convert tho 
ornaments into currency now, it is only a question of 
giving a fraction of the profit to the broker in the 
basaar to get currency for them P— -It is not so much 


alxmt ornaments; whatever absorption there bo 
whether for ornaments or for hoarding os it is called, 
that will bo available for currency in case of gold 
standard. 

854(1. 1 want you to try and convince mo, if you 
can (becauso indeed at the moment >1 need conviction), 
that gold which has Ikxui absorlnxl for the purpose 
of endowing a lady on her marriage in the form of 
ornaments and so on is ever likely to liccoine available 
for currency ? -There is likelihood in times of need, 
because ]x*oplo do pawn and do all those things; iu 
that caso why should they lose interest and why pay 
high interest to the sow car f They could goi 
currency ; at present there is no chance of lhat; it 
depends upon education; when they get the education 
they will know the benefits of investment. 

Sol 7. Further down in this paragraph you say : “it 
would not bo unreasonable to think, therefore, that 
when Government would be hound to supply gold coins 
in exchange for silver notes, people will have more 
confidence and will not rush to the currency office 
to get llioir silver converted into gold.” This is, ol 
counse, a very important consideration. Js it the 
opinion of your Association that that increaso of con- 
fidence and education of the un instructed jieople will 
bo brought about by the mere publication of the fact 
that gold can bo haul in exchange for silver? — That 
i.s exactly the poinL; this will restore some confidence 
iu the ]K.'ople; and if efforts are made for educating 
tho masses it will help a good deni. 

8548. Would it perhaps not be more natural to 
Hiippnso that, in order to effect this education and 
increase in confidence, it will he necessary that people 
should actually to a considerable extent in tho first 
place touch the gold, take it out, ami find that they 
can get it liy bringing their rupees to l»o converted 
and so on ?-- Education will help them lo invest iu 
profitable channels; that is another tiling; hut 
handling of gold always restores confidence in the 
ignorant public who know only bullion und things 
like that. -When wo handle a thing which it actually 
represents, it is bound to restore confidenco in tho 
ignorant mind. 

8519. I want to make sure that T understand 
your answer. It i.s, then, your opinion that Hits 
]>eopln would have actually to handle the gold in tlm 
first place in order that they may gain this con- 
fidence? They may in the first instance; hut the 
rupee would bo in circulation among the masses; 
that would l>c exchangeable into gold and so that 
will restore confidence, that whenever they want gold 
for any purpose, whatever it may be, they cmild 
get it; in that caso they aro handling actually gold 
and unt the rupee ; that is tho actual value of tho 
coin in circulation. 

$550. Tf in order to bring about this result of 
iucrenejo of confidenco it is necessary, as you now tell 
me, that tho people should actually handle tho gold, 
that means in other words that the rupees will lie 
brought for conversion ? — Yes. 

8551. And that gold will go into circulation ?- -Yes. 

8552. At tho bottom of tho page you say: 11 Wc 
think gold Mohurs to the extent of 45 crores of rupees 
will 'lie quite sufficient to meet tho abovc-mmiLioned 
demand.” What is the basis of that ostimate? • 
These arc tho figures which wo havo taken and 
approximately we havo put it that during tho 12 
years wo havo absorbed nearly IK) crores of rupees 
worth of gold, and even of this a largo part was for 
inciting purposes; on this assumption wo havo taken 
it at 45 croros, not nmro than that. 

8553. This estimato is tho ostimato of the gold 
which will lie required for tho conversion of the out- 
standing rupee, is it notP-AVc aro considering this 
demand for gold for making ornaments and theso 
things. That is tho first point: and wo say “ Tf we 
take the figures from the year 1901-02 to 1912-13 wo 
find that during a poriod of 12 years India did not 
absorb mow than £00,000,000 of sovereigns or an 
average of £5,000,000 a your. Calculated at Ils. 15 
to a sovereign the total absorption coincs to rupees 
90 crores worth of gold coins or rupees 7| crores worth 
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of sovereigns -per year. This absorption is not such 
as to frighten the Government. Truo that tho times 
have much changed since then. Rut it should not 
lie forgotten that the Government under the oUl 
regimfe of the gold exchange standard was not bound 
to supply sovereigns in exchange for rupees.” 

856-1. Do I understand that you base your cstiinato 
of the amount of gold which will be required in order 
to discharge the obligation to convert rupees into 
gold on tho amount of gold which has been absorbed 
of late years in the country for tho purposo of 
ornaments and savings P Yes. 

8555. That appears to mo to 1)6 at first sight nil 
dnsound basis, because the two purposes aro totally 
different, as 1 have put to you already — that tho 
amount required fur ornament#! and hoards casts no 
light upon the amount that will bo required for tho 
conversion of the silver rupee. Ls there anything 
more that you can say to dour that up ? — Tho gold 
that our people absorb has been mostly for making 
ornaments and hoarding purposes. Tho rupee would 
he converted only when people want to spend it for 
gold purposes; and wo estimate that for all these 
purposes it will not exceed more than 45 crores. 

8556. Let me put. it to you as clearly as 1 can in 
order to bring both our minds together. You have 
had from year to year in the past a requirement for 
gold for ornaments and for hoards. That requirement 
will continuo in the future ? — Yes. 

8557. You are adding to that now a fresh require- 
ment for gold for converting outstanding rupees. It 
ap|K»ars to me that you have provided us really with 
no basis for an estimate fur that fresh requirement? — 
That is exactly the thing. By having a geld 
standard, whatever gold was absorbed hy India will 
come out because the difficulty of getting gold will 
bo removed; people whenever they want gold would 
get it as desired. 

8558. Then your estimate should lie this, on your 
own basis. Y r oii estimate first of all the amount that 
will bo required for the conversion of rupees, and 
you diMhict from that tho amount that will come out 
from bangles and hoards. <fs that not according to 
your own basis which you have just now given us?-- 
At the same timo there muj’ bo some demand fur 
ornaments; that is why we have calculated it roughly 
ns nob exceeding 45 crores from previous statistics. 

8559. What have you estimated as the amount 
which would pass into circulation out of various forms 
of accumulated gold? — We have not made any 
estimate of that thing; wo have only made estimates 
for tho prohnble absorption of gold or the demand for 
gold in case the gold standard is established. 

8560. Tt appears to me that, on your own basis, ail 
cstiinato of the first quantity is essential to an 
estimate of the second; that is, in order to arrive at 
your estimate of the amount that would he required 
under the gold standard, you would have to estimate 
the amount that would pass into circulation out of 
hoards. That, I understand, you hnvo nob 
osti mated ? — No. 

8561. Now with regard to ono or two details of 
your calculation, tin paragraph 11 you say that wo 
havo 90 crores of silver in tho reserve out of which 
you proposo selling about 40 crores. Why only 40 P 
Because that, is all you want to complete the total of 
110 crores P — There would be rupees in circulation os 
subsidiary coin for small change; wo would require 
rupees and we don't want new rupees to lie coined. 

8562. What would you do with the other 50 crores 
of silver in the reserve P — For small chango; tho 
notes may bo converted into rupees for small change. 

8568. Yon would keep those in the reserve to supply 
the needs of the country for small change?— Yes, that 
might he. 

8564. How long do you think it would be before the 
country would absorb 50 crores additional rupees for 
small change? — That may be — whatever rupee stock 
might bo at present, that may take 20 or 25 years. 

8565. In the meanwhile the Government would be 
losing the value locked up in the 50 crores, whatever 


tho bullion value of that is? — We cannot avoid all 
these things. 

8566. You could avoid it by Belling out the whole 
90 crores? — In that case what would we do about tho 
small change that wo require? 

8567. You havo rupoos boing brought for conversion 
into gold. You agree that there will be some 
brought? There will bo somo brought if thoy are in 
the hoards. 

8568. So tlint at first there will lie an actual 
contraction of tho rupee circulation P — No. Thon 
gold will come into circulation in substitution for 
rupees. 

8569. That will diminish tho demand for rupees P — « 
Yes. 

8570. You cstiinato that that 40 croros will realise 
130 crores in gold?— Yes. 

8571. Do you think that is a safe estimate if you 
consider tho effect of the dethronement of tho rupee 
from its position as unlimited legal tender and of tho 
actual sales of tho 40 crores? Might not that afreet 
tho silver market? — That is true, but wo havo already 
proposed an import duty cm silver and tills 40 crores 
of rupees is to lie sold in India. In (India tho prices, 
owing to tho import duty and the restriction of 
foreign imjiort altogether, tho market won’t bo 
depressed in India; and it is not to bo sold all at 
onoo hut by degrees. 

8572. What, in your opinion, will ho the effect on 
the public miml of tho restoration of tho import 
duty on silver, particularly with a view to tho effect 
of that, upon tho value of silver ornaments and so 
on held in the country?- They will approciato in 
value with the imposition of the import duty. 

8573. You do not think there will lie any political 
clifficuly in the restoration of tho import duty on 
silver? -No. Besides it is rather essential to put an 
import duty in that case. 

8574. You delete your suggestion for tho intro- 
duction of a nickel rupee P — Yes. 

8575. I seo you only go so far ns to say that tho 
depression resulting from tho giving up of tho 
policy of minting silver rupees and of selling silver 
would bo counteracted to a considerable extent by 
imposing an import duty on silver nt tho rato of 
4 annus pur ounce. I gather from that that you 
do not. ostium to that it would counteract tho whole 
depression P -No. Wo havo supposed tho whole of 
tho 40 (Torus of rupees oro to he disposed of in 
India with the imposition of the import duty hy 
degrees. That won't afFoet. tho market in any way, 
in India specially. 

8576. Then you would doloto tho words “to a con- 
siderable extent ” in tho sentence 11 we think that 
tho depression could bo counteracted to a con- 
siderable extent by imposing an import duty on 
silver at tho rato of 4 annas per os.” P — Thoro is no 
need to delete that. That will bo the offect of tho 
import duty. Tho markob won't be depressed as it 
is feared it will bo l»y tho dethronement of silver. 

8577. Well, perhaps we moy take the words as 
they stand. Then you delete tho words u Tho 
Government's decision to stop all silver coinage will 
always hung like Damocles' sword on tho head of 
the silver market”? — Yes. 

8578. You continuo to recommend that Govern- 
ment shall stop all silver coinage? — Yes. When we 
stop silver coinage altogether, that is a foci and not 
a decision. 

8579. That is a fact. Ought I to ask why you 
deleted those words? — Because that is not tho case. 
When the gold standard is established, silver would 
not he required for coinage purposes. 

8580. But you agree that it will have some effect 
on the silver market?— That is true. 

8581. Perhaps the phrase 11 will always hang liko 
Damocles' sword ” is too picturesquely violent?— 
The sword is already hanging. But once Govern- 
ment decides. 

8582. I see. Now I understand. It is because this 
is a single act and the effect of it will not continue. 
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Thou you any: “All tho same, we think that India 
would rather faco this loss (i.e., from silver sales) 
than tolerate tho constant invisible* taxation im- 
posed upon it by a debased currency.” Why is it 
constant? Iiet us follow it out. Tho profits from 
issuing rupees go into tho gold standard reserve? - 
Yes. 

81383. That is, wo might agree, an assist of some 
value?— -Yes. 

8584. That is something to set against tlio invisible 
taxation ? — Yes. 

8585. When, as at present, the gold standard 
k reservo is considered to ho sufficiently largo, then 

the interest on the reserve and presumably fresh 
profits would go to the relief of revenue, would 
they not? — -Hut the gold standard reserve and all 
these things. 

8580. I am just questioning tho word 44 constant. ” 
The point is this that, admitting that tlio issue of 
a token currency may he called an invisible 
taxation, or rather I should prefer Lo put it a 
forced loan from tho people, are there not, as a 
matter of fact, countervailing entries on tho other 
Bide of tho account in the form of relief to revenue 
enuring for the reduction of taxation or at any rate 
the prevention of its increase*?-- lint that lias not 
been tho case. 

8587. Is it not the case now that the interest oil 
the gold standard reserve goes to the budget?- It 
is being utilised for ud hoc securities, created 
securities of the paper currency reserve. 

8588. But do you not recognisn the circtiniRlaneo 
that the payment of the interest on tho gold standard 
reserve into tho general revenues of tlio country 
coil n ter balances tho invisible taxation of the issue 
of the rupee? -It does not. 

8589. At tho end of paragraph 11 you say : 11 We 
have indicated how the gold standard reserve and 
the gold and sterling securities portion of the paper 
currency reserve might bo made to yield us a supply 
of about 82 crores out of this”?' — AVo explain at 
tho beginning of this paragraph. 14 Wo have first of 
all tho gold standard reserve which contains BIO 
millions gold, or converted at Is. 4d. exchange 50 
crorcs of rupees.” And then there conics in tho paper 
currency reserve. Wo have got sterling securities 
of 57*11 crores which converted at the rato of Is. 4d. 
would give us an extra 21*66. That amounts to 82 
crores, both these thingH. 

8590. What you have got lo supply, according to 
your own calculations, is 45 crores of gold to replace 
45 crores of rupees in absorption? Yes, 45 crores 
of rupees in absorption. 

8591. And you propose in effect to got that out 
of the present reserves? -Yes, by calculating them 
at Is. id. 

8592. My difficulty there is this. The present 
reserves are held for the purpose of maintaining 
the internal and external convertibility of the token 
currency of the country in its two forms, notes and 
rupees, and they are no more adequate for that 
purpose. In future tho reserves will have to serve 
both that purpose and tho purposo of securing 
the convertibility of rupees into gold. How rail 
reserves, diminished, as you propose to diminish 
them, fulfil not only their present liabilities but 
aIbo the additional liability? Would it not seem 
more naturul that you would have to increase your 
reserves rather than diminish them?— No, that won't 
he the ease. When fresh rupee coinage is stopped, 
the present Btock of rupees will he absorbed for 
subsidiary coinage and there will bo this reserve 
which will be sufficient for our convertibility. 

8593. It seems almost too good to bo truo that, by 
accepting an additional liability, that is the liability 
of the conversion of rupees into gold, you are enabled 
actually to reduce your reserves?— -That won’t he 
the cose. Rupees will remain in circulation and 
they will be ahsnrvod as subsidiary coinage. There 
will be no fresh demand for gold in that case. 


8594. But you are allowing, aro you not, for a 
fresh demand of 45 crores? — That is we annually 
import gold as a favourable trudo balance. And 
so long as there is a favourable trudo balance wo 
will import gold. And that fresh gold would also 
help the absorption demand and all those things. 

8595. Undoubtedly the normal imports of gold will 
continue, and l suppose the normal demands for 
gold lor the purpose of ornaments uiid so on will 
continue? -Vos, that will bo so, hut there will be 
iio extra demand for gold for establishing a gold 
standard. 

8590. You do not feel any difficulty about this 
result Llmt, concurrently with tlio accepLntieo of 
a fresh liability, you are reducing your existing 
reserves? — We aro not reducing, we aro simply 
strengthening the jiapor currency reserve for its 
conversion. 

8597. But you are allowing for the passage of 45 
crores out of the reserve, and you are going to get 
Ibat from the existing reserves: is not that so?-- 
We have indicated here on pagu 7 that of the 110 
crores that wo lmve put in the paper currency 
reserve 05 crores will be from Iho old reserve Llmt 
we have got at t-liis .valuation of Is. 4d. and only 
15 crores are to ho brought from the gold standard 
reserve— tlio remaining would remain as a reserve* 
for the conversion of the rupees, whatever they 
may be. 

8598. The balance would remain, hut it would he 
a smaller bnlanee? Yes. 

8599. That is the point, that the balance would 
lie a smaller one which would remain to fulfil tho 
existing purposes for wliieli the reserves are held?-- 
At present we have 40 millions of gold in the gold 
standard reserve, and then wo will have 45 crores 
of rupees worth of gold in tho gold standard reserve 
at the new valuation of Is. 4d. 

8000. You further come to tho conclusion in para* 
graph IS that you do not think 44 any extra require- 
ment of gold for the purpose of establishing a gold 
standard with a gold currency would he so big as to 
"iiise any appreciable effect on the world prices.” 
'that is oil the basis that, you can get all tlio gold 
you want out of the existing reserves? Yes. 

8601. May I put to you a supposition, which is 
not that of your memorandum, that an appreciable 
additional quantity ol gold would he required to 
undertake this fresh obligation of converting the 
rupee into gold? There is in fact no need for such a 
supposition. 

8602. Hut I am putting it to 3*011 as a supposition 
just to see whether 1 can get your opinion n» 
represent ing a body of traders whose business it is 
to watch tlio course of gold prices and so on. Let 
mo put to you a further supposition, that the 
amount would he very substantial, that it would 1m 
as much even as 100 million sterling of gold. What, 
in 3*0111* opinion, would hn tho effect upon gold 
prices of an additional requirement for India of 
gold to about that amount? There cannot lm any 
additional requirement. Wo have got a favourable 
trade balance. That must lie liquidated in inter- 
national money (hat we will accept as a gold stan- 
dard, so there will ho no extra demand. Our 
favourable trade balance must he liquidated hy 
those who purchase our commodities. As far os tho 
convertibility ef our rupee is concerned w p o have? 
already got sufficient gold in the reserve. 

8603. You would rather not, in fact, make tho 
supposition at nil? — Not at all. 

860'!. Or follow out its conscq lienees? — Yes. 

8605. With regard to Iho answer you have just 
given mo that you can get all tho gold 3*011 want 
because India has a favourable balance of trade, 
that favourable balance of trndo is sottled at 
present partly hy tho home payments, partly by the 
importation of gold which is required for the uses 
of tho people for ornaments and so on, and I think 
we have come to tho conclusion that that require- 
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ment is likely to conti n no? — The present im- 
portation of gold will go into currency purposes 
also. 

8606. You assume, then, that the requirements 
of gold for the uses of the pooplo for ornaments 
and so on will cease? — Yes, they will diminish as 
time goes on. 

8607. is that a safe supposition?— Yes, it is; as 
tho masses becomo educated, that is bound to 
increase; social customs are changing every day. 
It depends upon the progress that wo make in 
education. 

8608. For how many centuries has that require- 
ment of tho Indian people for gold continued in 
the past? — That cannot bo said. They cuu be 
revolutionised very early if people get chances 
of education; every community has now organizations 
to discourago all those things. 

8609. Do you think this process of education, by 
which people will get cured of their thirst for gold, 
will be a swift one? "-Yes, that is bound to ho. 

8610. You think it will lie a swift one? — That 1 
cannot say, hut so far ns it seems to mo from tho 
present progress, it is hound to he. 

8611. Do you think it w'ould bo safe to base uny 
estimate ns regards a matter of such vital import- 
ance as currency policy upon tho assumption that 
the people of India will he rapidly educated to no 
longer requiring gold for the purposes for wdiieli 
they required it in tho past, for ornaments and so 
on?— Wo cannot say anything about the period, 
whnt time it will take, but as wo see from tho 
present progress and from our hank balances, the 
hank deposits aro increasing, and they aro a 
sufficient indication that people aro getting 
accustomed to investment. 

8612. Might not a critic turn round at this point 
ami say: if it is the case that tho people aro being 
educated in the habit of investment at the en- 
couraging rate to which you refer, why is it necessary 
to undertake what is admittedly an expensive policy 
as regards gold circulation if tho process is already 
going on. 'What need is there to incur further 
expense in order to hasten the prooofw ? -There is no 
fnrlher expense. Wo simply w*ant our currency to 
lie put on a sound basis, that is all. 

8618. I rather understood from your memorandum, 
ns when you say that Tndia would rather face this 
loss, the loss from silver sales, that you <lo assume 
that there would lie expense in the process? — But 
that, loss is only for the sake of putting our currency 
]M»licy on a sound basis, and that, no nation can 
grudge, if it desires to put its currency oil a sound 
basis for tho future. 

8614. But a loss is a loss, for whatever purpose it is 
incurred. A critic might put it against, you at this 
point: why, if tho people, are already learning the 
habit of investment and doing without, gold, should 
you incur a further loss for the sake of establishing a 
fresh educative method, that of the circulation of 
gold? — This less wo cannot avoid if w'e want to put 
ourselves on n sound basis, and that cannot ho 
large. 

8615. In paragraph 18 you say: 11 Wo think there- 
fore that when exchange is brought hack to Is. 4d. 
gold and the price of gold has risen again to Its. 24 
per tola, a good quantity of gold could lie purchased 
even in this country.” Whnt would it lie purchased 
with? Whnt would they buy the gold wdth? — It is 
only for the augmentation of currency that the gold 
will ho required; people who want more currency for 
tho trude demand would tender that gold and get 
currency for it. 

8616. They would buy tho gold with rupees; they 
would redeem tho rupee with gold? — Yes. 

8017. When they bought gold -with the rupees, 
I here would be more rupees outstanding, which there 
would 1m a liability to redeem in gold? — Yes. 

8618. That would not improve matters, would it? — 
The gold that we have got in the country owing to 


these low prices, that will come back when it reaches 
Rs. 24 per tola. 

8619. Then you say a little further down: “Re- 
garding the dccrou»e of revenue caused by the loss of 
seigniorage and interest on tho extra capital required 
for purchasing gold and such other incidental items.” 
“Purchasing gold” seems to me to imply soiuo 
different arrangement. Does this imply that 
capital will havo to bo borrowed in order to buy 
the gold? No. 

8620. What does “ interest on the extra capital 
required for purchasing gold” mean? That aeemB 
to indicate that you contemplate borrowing to buy 
gold ?— That Is not exactly the point that we want to 
make. As we havo already indicated, there will be 
no fresh demand, there will be no need of buying 
gold, but supposing there is any, then in that case 
the loss of interest we must boar. 

8621. You aro then contemplating in this passage 
that tho Government will have to borrow some- 
where? — That is a farfetched assumption. 

8622. I am afraid you do not quite agree with this 
passage in tho memorandum, do you? — That is true. 
Wo suppose that there will be no fresh purchase of 
gold required, but supposing that is essential then in 
that case it will ho a very small amount. 

8623. Now we come to tho question of tho ratio. I 
think you say that any other ratio than 15 to 1 would 
lie a deliberate violation of old contracts. /What 
would you say in reply to a critic who said that any 
other ratio than the existing ratio of Is. 6d. would 
lie a deliberate violation of new contracts? '-People 
knew wry well that Is. 4d. was tho stable rate, and 
it had ruled for tho last quarter of a century and 
that people were trying in the Assembly to put tho 
old ratio on tho Statute Book. Is. fld. was not on 
the SLntnte Book. How could they take it- for 
granted that this will bo maintained. 

8624. You think, in fact, that everybody ought to 
have agreed wiLh your Association that Is. 4d. was 
tho right rate, and they ought to have done, lvhat,— 
to have abstained from making contracts? — That is 
not the thing. 

8Q25. Or to have insured themselves against loss in 
consequence of the prevalence of the Is. 6s. rate until 
it was restored to Is. 4<i.?— 1 That is not the point. 
It is only with regard to tho argument about Is. 6d. 
that the contracts entered into will bo vitiated in 
that case, wo sny that there was no reason to put this 
argument altogether. We will say that there was no 
reason to pub this argument. People based their 
contracts at Is. 4d. for the last 25 years and that 
in list ho tho proper argument in favour .pf Is. 4d. 
rather than Is. Gd. because it is a question of a short 
period, for the last year nnd a half. 

8626. ftinoo the Is. 4d. rate existed after the war, 
many rates havo bpen prevailing, havo they not? 
Recently Is. 6d. has prevailed. During that time the 
business of tho country has had to be conducted, and 
contracts have had to he entered into, at varying 
rates, lately the Is. 6d. rate? Is it the intention of 
your Association that no regard at all should be paid 
to the interest involved in tlioso contracts made at 
rates other than Is. 4d.? — We have looked to the 
stuhlo rate that has ruled These temporary rates 
cannot ho taken ns a basis for fixing the ratio. 

8627. In paragraph 23 yon say : “ The reason why 
we aro for the Is. 4d. rate to-day is that, however un- 
reasonable it might have been in the beginning to 
adopt such a high rate, when once it was adopted 
and placed upon the Statute Book it became hence- 
forth a rate which could never be altered except for 
the gravest of reasons.” If that argument is sound, 
is it not really an argument for tho 2s. rate, because 
the 2s. rate has been adopted and placed upon the 
Stutute Book? — Now this related to the quotation 
that is given from the Fowler Committee’s Report. 
At that timo Is. 3d. was the ruling rate and la. 4d. 
was only a temporary rat© on which the whole 
Statute was changed. 

8628. But if this argument is soundly and 
sufficietily stated, does it not now apply, with more 
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force to the 2«. rate than the la. 4d. rate, because 
the 2a. rate haa been adopted since the Is. 4d. rate 
and has also 'been placed upon the Statute Book?-- 
it has boon placed upon the Statute Book but the 
market rate has always been much below that rate. 

8029. Then you say that this argument must be 
abandoned, and that we must look at the market 
rato and not the rate which is adopted and placed 
upon the Statute Book? That is, we must look lor 
a rate that has ruled for u considerable) time and we 
must fix that rate; that is my opinion. 

8030. If we are to look at tho market rale and not 
tho rate adopted and placed upon the •Statute Book, 

'will that argument not really support the rale of 
Is. fid. which is now the market rate? — This present 
rate has been brought about by a della Lion ol a 
currency. 

8G31. So was tho la. 4d. rale, according to your 
own argument? — No; that lias ruled for 25 years 
without any manipulations. 

8632. So that really wo must abandon thi* 
argument hero and come back to your original 
argument that tho Is. 4d. rate should bo adopted 
because it rilled for a long time? — Yes, thnt it is. 

8633. In paragraph 24 your Association says: 
11 But it is noteworthy that even four good 
monsoons in succession, liavu added nothing to the 
purchasing power of tho people. Tho reason of this 
lius to be found in tho appreciated exchange. The 
agriculturist could not obtain tho price for his pro- 
duce which he could otherwise have dono.” Might 
your critic not say: * true the agriculturist obtained 
a smaller price for his* produce, but equally the man 
who was selling to tho agriculturist all that Lhc 
agriculturist buys, cotton cloth and so on, could not 
ohLain the same price for his produce from tho 
agriculturist ?” In short, tho agriculturist, 
although ho got loss for what lio sold, paid less 
for what he bought, and therefore his purchasing 
power was the samo ns before? — No; that is noL 
the thing. The agriculturist lias to pay interest 
to the sowcur, has to pay land revenue and so on 
which aro all fixed in rupees, while he gets less 
rupees for his produce. So he saves less. 

HG34. That is another consideration. How would 
you meet the contention that, as rogards that portion 
of his income which he used for tho purchase of 
goods , tho purchasing power of his income was 
increased by the rise in the rupee?— The purchasing 
power depends upon tho savings. When the savings 
are less, how can tho purchasing power increase? 

8035. The purchasing power depends upon tho 
amount saved and also upon the real value of that 
amount. If the real value of that amount is 
increased, then thoro is a bonefit, is there not? — 
Yes; but tho commodity valuo of tho rupoo is so 
much lower. 

8636. Precisely. In tho same paragraph you say : 
“ As is well know u, the trade balance is generally 
in favour of India, and under tho circumstances 
to force her to part with her surplus produce at 
cheaper rates cannot certainly bo in her interest.” 
That moans that she gets less for her exports? — 
Yes, it is exactly so. 

8637. Following out this line of thought, does it 
not also mean that she pays less for her imports? — 
But the consumption of imports, thnt is, clolh for 

* instance, is much loss. Ho consumes the local 
produce, local cloth and nil theso things. The 
import of foreign cloth is only of finer counts, 
which is consumed by the richer classes. The 
cultivator ’ has to do with tho coarser cloth which 
is mainly lqdian. 

8638. In.it then the opinion of your Association 
that the price of imported goods, such as cotton 
cloth, has no effect at all upon the price of goods, 
such os cotton cloth produced and consumed in 
India?— Yes, it has some effect, but not to that 
extent so far an the cultivator is concerned. It 
is immaterial to him. He has to look to tho price 


of the cotton cloth which is available hero, that is, 
tho local produce. 

8639. Finally, docs the general fall in prices not 
attect goods produced and consumed in India jus 
much as imported goods? — it does. 

8640. After a period of adjustment?- -It docs; 
but they cannot Ik> adjusted all at once. Hero for 
instance, cotton industry has gono down; uur priccH 
hero have not guno down as the foreign goods' 
prices. 

8641. ('an you give me any figures of the relative 
fall ill the price of cotton goods, manufactured 
and consumed in India, in comparison with the 
nearest class of imported cotton goods? — That l 
am sorry I cannot give at present. 

8642. Those are tho figures necessary to support 
your lulcr contention, are they not? — 1 cannot 
give them at present. 

8613. Has your Association considered thorns 
figures? — Thnt is tins general impression with regard 
Lo the experience that, they have of the agriculturists 
with whom they come into contact every now and 
then. 

8644. Your opinion is based upon a general 
impression? -Yes, upon personal experience of 
members. 

8645. Lower down in this paragraph, when 
dealing with tho question of the effect of a 
reduction upon the national budget and Home 
Charges, you say: “ Those who advocate Is 6d. on 
tho ground tlmt. it will lighten the burden of Home 
Charges might well ho asked as to who is it that 
pays the Home Charges. Is it not the producer." 

I suppose it is rather tho tax-payer, is it not? — 
It is the producer. 

86-16. One cannot locate one source of revenue 
rather than another. it is the Lax-payor in 
general? — But the land revenue is the maximum 
amount of tax. 

8617. “ Is it not tho producer who maintains 
India's favourable balance of trade and enables 
tlm Government to redeem its liabilities every year 
from the money realised in foreign countries in 
exchange for his produce? And it is ho who lias 
to accept as a result of a higher exchange so many 
fewer rupees for the produce he has to sell." Now 
let us turn lo tho other side of tho picture. Sup- 
posing the exchange value of tho rupee is reduced, 
that will mean an additional burden in respect of 
the Home Charges, will it not? — -Yes. 

8648. Wo have had an estimate ill evidence that 
the Inirdcii resulting from a fall from Is. (Id. to 
Is. -Id. would he 3 crores. Do you agree with that 
estimate? -That might he; it used to bo met before 
the war, when it was at Is. 4(1. 

8619. At any rate you may tako tho estimate 
from me tlmt three crores additional would havo 
lo bo found to ineeL tho Homo Charges. That 
would have to bo found by the tax-payer, would 
it not? ■For tin* sake of three crores. 

8650. Shall we deal with the question, that ail 
additional three crores would have to lie found by 
the tax- payer, would it not?-- Yes. 

8651. As you lohl us, the producer is the principal 
tax-payer?- Yes. 

8652. So that thnt will lie an additional burden 
of 3 crores falling mostly on tho producer? - 1 
cannot say anything about the financial Budget 
and oilier things as to how they aro adjusted or 
made. 'When in pre-war times the rate was Is. 4d. 
nml they used to make Lhcm at that rate I do not 
see why it would now require that finish taxation; 
but T have not studied these things, and cannot 
give any opinion. 

8653. Tn paragraph 26 you say: 11 The 
Is. 4d. exchange by raising the price of gold in 
this country would he inducing its present holders 
to release lnrge supplies on the market and onablo 
the Government to effect its purchases without 
being inconvenienced by short supplies. 1 ’ Can yea 
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enlighten us as to whether there are, in fact, large 
supplies of gold in the hands of dealers of various 
classes which might be thus released P — in para- 
graph 17 wo Iiavo already indicated thut there have 
been huge imports of gold during the last 5 years 
or so. 

8554. The question is whether there are large 
supplies actually in the hands of dealers which 
might ho released oil the market? — By this wo mean 
that whatever we have imported and that has not 
gone into circulation as it ought to have been at 
Lho old rate will coinu on. 

8555. As n matter of fact, perhaps you can tell 
UN, from the aquaiutnnee of the fnemlwrg of your 
Association with this class of business, whether 
there are or are not big supplies of gold in the 
hands of dealers which have not yet found their 
way to the purchaser P — How can there beP They 
are not going to lose their interest on that. 

8050. To your knowledge there are no such 
supplies? — No. 

8057. (i Chairman .) That completes the questions 
which I have to ask you. Perhaps, Mr. Bantliiya, 
you will ho so kind as to deal with any supple- 
mentary questions which my colleagues may have 
In ask you. 

8058. (.Sir lUujuvibl Munt.) Mr. Bantliiya, it 
appears from your memorandum that the main 
reason why your Association recommend a gold 
standard with a gold currency is because what you 
call tlio exchange standard lends itself to 
manipulation P — -Yes. 

8059. Supposing it wore possible to devise means 
for preventing any sueli manipulation by perfecting 
a gold exchange standard would that objection fall 
to the ground No. Wo want that the system 
may be made automatic, that is to say, anyone 
who needs currency should get what ho wants. 

85(10. Yes. If lho system could bo made auto- 
matic without the introduction of a gold currency, 
would you dispense with your recommendations for 
a gold currency? — No, a gold currency is essential 
for that system because! people uru only concerned 
with the coin in circulation, what they get. 

8551. I was asking you for a moment in assume 
Mini, a gold currency was not necessary Lo secure 
the automatic system which you desire; if you will 
assume that for a- moment?- But how can that be 
possible in that case. 

8552. Your reply is that ■ ?- It is an essential 

thing. 

8553. That you are unuhlo to mako that 
assumption? — Yes it is essential to have a gold 
currency. 

8551. Would you say that the system in force in 
Kngland at present is subject to manipulation and 
to the objections which you iiavo raised hero? — It 
was during tlio War period. Ft is only now that 
they limes put the thing on this basis, making it 
a moral obligation that people must use as far as 
possible notes and not gold eoin. That is with 
regard to a population which is far morn educated 
than wo have in India. 

8555. T)o you consider that the system at present 
in force in England .is subject to manipulation P — 
It is only temporary. It was during Lho War. 

8C55. 1 am asking whether it is now? That I 
cannot sav. T Iiavo not studied tlio system 

8057. You are not nquaiuted with the system ill 
force in England?- No. 

8508. Now you have pointed out in paragraph 18 
that large quantities of gold have recently been im- 
ported by Indian speculators in expectation of realis- 
ing higher prices later on, and you say that India 
Jins imported more gold than slio could possibly 
consume. \ T ou said in reply to tho Chairman that 
the dealers aro not holding that gold. Well, can you 
tell us who aro holding it? What people are holding 
that gold?— Well it might bn somewhere upcountry. 
Wo cannot say who are holding the gold. But 
please remember that during tlm war period people 


could not got gold and the largo imports that have 
taken place during tho past 3 years have been due 
to that restriction. 

8(109. But you Bay India has imported more than 
she can consume, more thuu people are prepared 
to buy? — Yes. 

8570. Well it must have Btuck somewhere ; some- 
body must be “left with the baby” as they say; 
somebody must have that gold? — That might be bo; 
wo cannot say who haB got the gold; it might be 
upcountry. 

8571. It has passed out of the hands of the 
dealers? — Out of the hands of the dealers. 

8572. With whom you are oquaintedP — Yes it is 
not in the hands of tho dealers. 

8573. Thun presumably there are stocks of gold 
in the hands of local goldsmiths in all the bazaarB ? — 
Tli at cannot be much, l mean with goldsmiths in 
Lho bazaars. 

8574. Well on your own showing there is a lot 
of surplus gold in tho country? — The goldsmiths 
have gold only for making ornaments, whatever 
they may bo. 

8575. But what class of people have your dealers 
sold it to?- -From here wo send it upcountry. In 
upcountry it is sold in parts, ono tola or two tolas 
at a time and in that way it is purchased by the 
masses; it is not sold in lump quantities thore. 
It is sold in retail quantities of one tola, two tolas 
or half a tola. 

8575. .But what class of people upcountry have 
your dealers sold it to? — lie tail dealers. 

8577. Well presumably anybody who wants gold 
now ran buy it because on your own showing there 
is really a surplus of gold in tho country. Anybody 
in n get gold who wants it? — Yes. 

8578. Why do you say that it is necessary in 
order to secure confidence for Government to under- 
take an obligation to supply gold. If anybody 
who wants gold can buy it surely that should be 
.sutfieieuL to givo confidence to people who think 
they may want to purchase gold? — That is quite 
different from what wo say. When wo make it 
obligatory on tho Government to pny gold in 
exchange for currency’, that is different from buying 
it in the bazaar because a person may not bo able 
to get it at tho price that ho wautH; hut horo thoro 
is nothing of prico; it is a fixed thing. He thinks 
that whatever he has got in money that is all gold 
and whenever ho wants gold ho can got it. But 
here tho rupee ho has got to purchase gold with, is 
not the samo as gold. 

8579. I do not follow thut 11 tho rupees ho has to 
purchase gold with is not tho name as gold P “ — 1 
mean to say if ho has to buy gold from Jbhe 
retailers or whatever source it might bo he has to 
pay rupees but when wo make our rupees con- 
vertible into gold or say we adopt tho gold standard, 
then in that case ho thinks that what rupees he 
has got that is all gold; when he wants gold he 
will go to tho Government and demand gold and get 
it, rupees or notes or whatever it may be. 

8980. But hu can get it now in the bazaar? — 
Yes but tho price fluctuates, as in War time he 
had lo pay 34 and now he gets only 21. 

8581. Well he can buy it for Rs. 21? — But ho 
paid 11s. .'34 and now lie gets only 21; that is 
nearly half the price, a loss of 50 per cent. 

8G82. Your point is then that if Government 
undertake the obligation the prico of gold would 
be stabilised? — Would be fixed, yes. 

8583. Now I want to ask you a few questions 
about your proposal to sell 40 crores of silver. You 
expect to realise 30 crores for it, is it not P— You. 

8584. That is Rs. 75 per hundred tolas. Chin you 
toll us what is the present price of silver P — 71 or 
72; approximately 71, I do not know exactly. 

8685. Don't you anticipate that putting such a 
large quantity of silver on the market will reduce 
the world price of silver P — It will havo an effect 
on the world price of silver. 
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8686. And you expect to get Rh. 75 a hundred 
tola* by means of this 4 anna duty? — Yes that will 
enhance the price by Re. 10. this 4 anna duty. 

8687. Rs. 10 a hundred tolas? — Y ob. 

8688. And by exchange? — It will be also Rh. 10. 
something like Rh. 10 or 12. an increase of lls. 10 
per hundred tolas approximately. 

8689. The present price is lls. 71 you said; so 
you really expect world prices to be reduced only 
by Rh. 20 per hundred tolas. Isn’t that what it 
comes toP The present price is 71. You would 
add 20 on account of the duty and the exchange. 
You oxpect to realise 75. Therefore you anticipate 
that the world price will bo reduced by Rs. 16 per 
hundred tolas? — Yes it might be that, we cannot 
say exactly, but we anticipate that if wo sell silver 
slowly in India in that case wo could realise that 
amount. 

8690. llut you propose to sell the whole amount in 
three years, do you not?— Three or four years; that 
is our idea ; we estimate that we will he able to realise 
Rs. per hundred tolas. 

8091. Yon would maintain the duty of four annas 
during those three or four years? — I would maintain 
that for all time. 

8692. Tn paragraph 2G you say that the reversion 
to Is. 4d. would have the additional advantage 
of averting a considerable loss in the selling 
of silver stock. Can you explain how reducing 
the value of the rupee will avoid loss in the 
sale of silver?— This silver has to -be sold in Jndin; by 
the imposition of an import duty wo will bring tlio 
price up by ten rupees. 

8699. Leave out the import duty for tbe present? - 
This rate of Js. 4d. would increase the price by 12} 
per cent, from the present rate of Is. 6d. 

8694. Hut it will increase it in depreciated rupees? 
— The price realised for the silver will ho greater. 

8695. Only the rupee price? Tho world price in 
tho world markot would also lie more. 

8090. That is what I cannot understand, how you 
got more, a bigger prioo in tho world market by 
mincing the value of your rupee?- At present tho 
rale for silver is say, Aid. If w© sell silver in the 
London Market at Aid. wo get a certain amount of 
rupees at the rate of Js. 6<1. ; and if wo sell at tho 
saino rate, but convert the rupco at Is. 4d. naturally 
you would get more rupees. 

8697. Rut the purchasing power of those rupees 
would be no greater? — 'Hero we are not concerned 
with that; we are only concerned with the gold value 
of the rupee and if w© fix tho rule at 1«. 4d. wo got 
more gold than at Is. 6d. 

8698. Who will sell you more gold for your rupee P 
— At la. 4d. the rupee would -lie worth more gold thun 
at la. Od. ; wo sell silver at the present rate in tho 
1x>ndon Market at Aid., and that is to be converted 
into our standard coin w'hicli we suppose to lie a 
rupee of gold; at Is. 6d. we would get sonic amount 
of rupees and at Is. 4d. you would get 12J per cent, 
more than that. 

8699. Yon would get more rupee*, but you said 
just now that you would got more gold? — "We are 
taking tho rupee ns representing gold if we adopt 
the gold standard. 

8700. ( Sir Drg\naH Mant.) I am afraid I am un- 
able to follow you : I do not think I will trouble you 
any further on that point. 

8701. (Mr, Vrrnton,) Mr. Ranthiya, you told me 
Chairman early in your examination that you had 
personal knowledge of the life and habits of the 
agriculturists of India P— Yes. 

8702. I suppose in their daily life thoir purchases 
of food-stuffs are quite small. You also described 
them as being very poor people and ill-fed, and in 
paragraph 10, by way, I suppose, of emphasising 
your knowledge, the statement is mode: 44 Tho fact 
that in India mast of the business transacted is in 
very small amounts should ho a sufficient guarantee 
against unduo absorption of the gold win.” Could 
you give us any idea of what, from your personal 
knowledge of the- life of these people, you would 
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put down os the weekly expenditure, say of u family 
of five, a father and mother and three children? — 
Say 25 rupees a month or roughly twelve minus 
a duy. 

870*9. Say a rupco a day: that woufd cover thoir 
food-stuffs and such clothing as they wanted? — H 
would. 

8704. I suppose these people live, as it has boon 
described to us, in lakhs of villages and thousands of 
towns, spread generally over tho country, and at the 
outside a rate of a rupee a day would cover them in 
all their household expenditure? — Yes. 

8705. Therefore, taking an expenditure of that 
nature it would hardly he possible, would it, to 
invent a gold coin of any denomination which would 
lie of any value to them for their needs? This gold 
coin does not depend upon the poverty or anything 
of that sort. 

8706. It would not appeal to those people or in 
other words for general utility puriMtses a gold coin 
would bo practically useless to them? lb may be 
useless, but we want a gold coin to make our currency 
system stable. 

8707. 1 shall come afterwards to that; let me find 
this out first; I am trying to follow out the state- 
ment you make here, and ns you have been good 
enough to tell us what from your personal knowledge 
constitutes tlio daily expenditure for a family of five, 
it naturully follows that, taking it* at a rupee a day, 
a gold coin for nil general utility purposes would be 
useless ? — Yes. 

8708. Then in paragraph 6 you say: 44 We want a 
gold currency, that is the gold coin, as the visible 
symbol of a gold standard.” It is a mere senti menial 
matter? It is only a symbol? The fact that you 
have got a gold coin and you ean either put it in n 
case or keep it in a village so that the people can see 
it and say 44 here is a gold coin; you are not going 
to us it because it is of no value to you, but. there? it 
exists nnd it forms part anil parcel of our gold 
standard.” Previous to this you say 14 We advocate 
a gold currency not because wo want the gold coins to 
tako the place of notes or ni]H>cs we would have as 
milch gold as posable in tin* treasury rather Ilian in 
I he pockets of the ficoplo ” : so that really speaking, 
whilst your argument, may bo I lint the natural 
corollary to a gold standard is a gold currency it may 
be an equal argument to prove that a gold currency 
which you yourself have admitted in so far as the 
agriculturist of Tndia is concerned, who forms 70 
per cent, of the population, would lie quite useless? — 
Yes, they may not use that gold coin. 

8709. Another point: you say in paragraph 18: 
44 We do not think tliut any extra requirement of 
gold for tho purposes of establish iug a gold standard 
with a gold currency would be so big as to cause any 
appreciable effect on tho world’s prices.” Then you 
later on givo us a statement of liow you are going 
to convert such of tho reserves as we have got now 
into gold for the purpose of providing the necessary 
gold for the hacking of our notes. You are aware 
that tlio gold standard reserve ami the paper 
currency reserve, the sterling portion of it, are 
both invested in England?- Yes. 

8710 Therefore tlio first slop would ho to soil 
those securities? -They arc? short term securities; 
they will mature soon. 

8711. They have got to he sold all tlio samcP — 
Wo do not want them t-» he converted into gold 
all at once; by and by ns they mature they will 
he turned into gold. 

8712. Yes; but some of them neceording to tho 
statement are for over three years; you allow for 
throo years only? — Three or five years or whatever 
it may be. 

871A. You go further than that, fivo years if 
necessary P - -Yes. 

8714. Or n little longer if it was really necessary P — 
Yes. 

8715. You would go up to whatever period may 
he necessary P — No, not whatever period; we say 
three years; if three is not sufficient, say five years. 

2 E 
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8710. Supposing some of the securities we have 
run for right or ten years! then you would 1 m 
willing to wait for eight or ten years rather than 
go and upset the security mnrkot by forced sale of 
these securities!*- That is not so; wo will have all 
gold securities in the paper currency reserve; those 
securities which do not mature oven within these 
three or four years or during the transition period 
may lie transferred to the security portion that we 
will always keep in the paper currency reserve; 
there is no need for a forced sale. 

*717. You do not want to convert ull your 
securities into gold?-* As they mature. 

8718. They will naturally go into gold funds as 
they mature? — Yes. 

87 10. Then when they go into gold funds, out of 
your gold funds you have got to acquire gold?— 
We get gold out of it as the sterling securities 
mature; we get gold in payment lor them. 

8720. riti mutely when you turn tho gold funds 
you have received as tho equivalent of the sale of 
your securities, you will turn these gold funds into 
gold; hut have you also thought that in tho process 
of turning those gold funds into gold (the amount 
in tho gold standard reserve is -8) millions and the 
paper currency reserve is over 20 millions, making 
a total of between 00 and 70 millions altogether), 
have you thought what tho result of shipping (30 
to 70 millions of gold from London would have on tho 
world's interest markets in forcing rates of interest 
up and thereby forcing sterling prices down and 
in its result afterting nil your prices here in 
India? — 'That is not the exact point here. Wo 
have already said here “ We would suggest to 
Government to follow up their announcement by 
offering to buy unlimited quantities of gold first 
at Is. (Jd. and then at successively lower rates until 
the old rati* of Is. 4| 3 6 d. has been reached. 11 This 
does away with all this fear. 

8721. You have first to sell your securities, then 
when you get funds in the Imnk, then you turn your 
funds into gold and then you ship it out to India; 
hut if you are going to ship (30 to 70 millions of gold 
you are naturally going to force up interest 
rulHgP But they are not to mature all at once. 

8722. Let us extend thorn over u period; what I 
want to get at is, are you prepared— to pay for 
the expenses, to stand ull tho consequences which 
such an action might bring about ill order to gain 
your end?— WluiL other consequences can there be? 

8728. The effect on ultimate prices in India? — 
What? 

872-1. What do you think, if gold prices are forci?d 
down hy an appreciation in tho interest rates, 
would that not have an effect on your prices in 
India?- No; in fad wo will have stable prices hy 
having a gold standard. 

8725. If world prices are forced down hy an 
increase* in inlorcsL rates, it would not have any 
effect on prices in Tmlia? — It will have; Indian 
prices cannot remain unaffected. 

8725. And they could not ho stable? They would 
fall?— But the effect would not be much because 
there would ho no extra demand for gold. 

8727. But you are quite prepared to stand such 
conscquencos ? — Wo must for the sake of soundness 
of currency. 

8728. For gaining your ondP — Yes. 

8729. /Sir Aternnder M array.) I think you said 
to tho Chairman nml Ln Sir Reginald Mant that the 
donlers in Tndia were not holding much gold, nor 
were the goldsmiths. Now you make tho statement 
here in paragraph 18 that 14 we think hi fact that 
recently Tndia has imported morn gold than she 
could possibly consume.’ 1 And then you say : 44 It 
was not surprising if Indian speculators imported 
liugo quantities of gold in expectation of realising 
higher prices later on.” And you say lower down, 
that Government’s purchases can be made in India. 
I think you replied to that effect to Mr. Preston 
just now. Well, how is Government going to pur- 


chase that gold if it is not in the hands of the 
dealers and not in the hands of the goldsmiths. 
Where is it to come from?— From tho country. 
Those who have purchased this gold from the dealors 
will tondcr it, as we got sovereigns and francs 
during the war period on the declaration of Govern- 
ment’s policy. 

8780. In the meantime, in what form is the gold 
being hcldP In bullion, in bars, or ob ornaments? — 
That we can’t say. It may be in bullion or in 
ornaments or in sovereigns even because sovereigns 
too were imported. 

8781. Do you believo that speculators have bought 
a lot of gold lately with a view to realising it later 
oil? I see in paragraph 20 you say that 44 a Is. 4d. 
exchange by raising the price of gold in this country 
would be inducing its preedit holders to release large 
supplies on tho market.”— Yob. 

8732. Well, you say in one place that speculators 
have bought und you Nay that if exchange should 
drop to Is. 4d. a groat quantity will bo released. 
So presumably speculators are holding gold with a 
view to realising profits when exchange drops to 
Is. 4d.P— What wo mean is thut this cheaper rate 
induced larger purchases of gold from outside, and if 
the rate was further reduced iu that case they would 
have imported more gold. Because there was no other 
means. This gold imported could not have been 
converted into coin. Tt remained there and when 
tho gold standard is established at Is. 4d. in that case 
this gold will naturally como out. 

8733. Thou you suggest lower down in paragraph 
27 that Govern meiit should begin buying unlimited 
quantities of gold at Is. 6d., right down to Is. 4ftd. 
Do you think these speculators will take to selling 
at Is. Gd. if they know that Government will 
ultimately come to Is. 4d.P — Government should fix 
the value only for the present. It should express its 
willingness to purchnse at a certain value just now. 
If people know this the price won’t be increased. 

8734. But if you tell them that it is going to come 
to Is. 4ffed., that will increase the price?— But it 
will not be known to them by what time it will 
conic. When people know that they cun convert 
their gold int€> Currency in that case they would 
naturally convert it. Because there will bo no other 
means for supplementing currency. 

8735. No, hut you say Government should buy 
unlimited quantities of gold? — Buy for purposes of 
currency, not for storing. 

8730. One other thing. You say here, the Chair- 
man hns already referred to it, in paragraph 24, 
that “even four good monsoons in succession have 
added nothing to the purchasing power of the 
people.” But a great lot of inure money has come 
into Tndia ns a result of these four good monsoons. 
For instance tho pre-war average of exports of 
Indian merchandise only totalled 219 crores. During 
the war, when prices were high, they only averuged 
216 crores per annum. Well, in 1922-23 there were 
299 crores worth exported; in 1923-24 there were 349 
crores worth exported; in 1924-25 there were 385 
crores worth exported. Even allowing that prices are 
on n higher level than they were in the pre-war days, 
people in India are getting far more money paid for 
their goods than they were getting in the pre-war 
days?— No. But we have to Consider the commodity 
value of the money that they get. 

8737. But the commodity value today is relatively 
higher than it was before P— But we are getting less 
commodity for our rupee at present. 

8738. Yes, but you are getting very much more 
rupees. You are getting 385 crores of rupees today 
when in the pre-war days you were getting 219 crores 
for the goods?— I don’t exactly understand it. 

8739. Now, one other thing. In paragraph 21 you 
say that Government fixed the rate at Is. 44. 41 turn- 
ing a doaf oar to all protests from the Indian mer- 
cantile community and decided upon a ratio which 
was both unnatural and unreal.” And yet in para- 
graph 23 you say 44 the rate worked wonderfully well 
for nearly 20 years before the war.” Well, is it not 
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possible that, if Government fixed the rate at Is. 6d. 
that it would work equally well P— Well, it will lead 
to a good deal of dislocation. 

8740. But we are at Is. Gd. now P— No. That is 
only by stringency of money, by constant manipu- 
lations. That is not the natural rate. That has been 
artificially made. 

8741. But the prices now are in keeping with the 
average prices ruling in the other gokl standard 
countries, such as the Uni Uni States of America 
and the United Kingdom. The average level of our 
prices is the saino and that is one of the features 
of a gold standard that it keeps prices more or less 
uniform in all the countries on the gold standard? — 
Yes. 

8742. Well, if we are on that basis now, it looks 
ns if Is. 6d. was a suitable basis P — No. It is only 
temporary, only for one year. We must look to the 
stable conditions that existed for a long period and 
fix our rate accordingly. 

8748. (Sir ltajendmnath Muokerjve.) A large 
quantity of gold is generally used in India every 
year for ornaments, ns admitted by yon. Now these 


ornaments are given to girls at the time of their 
marriages in the form of a dowry. W r hat becomes «»t 
these ornaments when they become widows when they, 
cannot use the ornaments or when they die? — Well, 
they go to maintain the widow when she has no 
other support. 

8744. You mean the ornaments are sold ; they go on 
the market? — Yes. 

8745. And after their death, what happens to the 
ornaments? — After their death, the heirs use* them or 
they may sell them. 

8740. So that the demand for ornaments in gold 
must gradually decrease? — Because that gold goes 
back again- Yes. 

8748. (Chairman.) Thero nro oilier Indies being 
married, and l suppose they want fresh ornaments. 

8748. (Sir Jtajmdnitnifh Alvnkerjee.) They get 
these. If the mother dies, she leaves it to the 
daughter. Of course*, every year there is a fresh 
demand but not so much. 

8749. (Chair mu n.) Mr. .Tahiti and Mr. Banthiya. 
we are very much obliged to you for your lull 
assistance this morning. 


(The witnesses withdrew.) 
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Professor K. T. Shah, called and examined. 


8760. (Chairman.) Professor Shah, you are a B.A., 
a B.Sc., a Barrister-at-Law, and Professor of 
Economics in the University of Bombay? — Yes. 

8761. Ts that in connection with any particular 
college of the University P— It is in connection with 
the post-graduate work of the University. 

8762. You have been good enough to furnish us 
with your views on the reform of Indian currency 
in the form of a draft Act* with explanations. I 
would ask, if I may, whatever questions suggest 
th emsel ves in order to elucidate any points that may 
seem to require elucidation. Your proposals are of 
a radical nature, and are supported by contentions 
in respect of the principal provisions. I see that you 
proceed upon the general basis of the transfer of 
control from the Government to the Imperial Bank ? 
—Yes. 

8763. Now we come to clause 1 of the Act. Would 
this clause hold water legally P Might it not bo 
contrary to treaty rights as between the Native 
States and British India?— I have Bhown that it 
may bo difficult to carry out such provisions, hut I 
have also shown that there are quids pro quo, and 
then you may be able to arrange by special treaties 
again for a provision of this nature. 

► Appendix No. 48. 


8754. It might amount to a good many quids, 
might it not?- -It might bo difficult, 1 quite grant 
that, hut it is not impossible; and if I recollect 
aright, some yoars ago there was a committee 
appointed by the Government of India themselves 
with their nominees and also nominees of the Native 
States which have their separate mints to como to 
some such arrungemeiit us this. 

8766. With regard to clause 2, is it possible for n 
Legislature exercising Sovereign rights to delegate 
from its own authority in this manner? — In the first 
place the Indian Legislature does not exercise fully 
Sovereign rights. I mean it is not a Sovereign 
legislature in the sense that Parliament is. 

8756. Let mo frame my question a little more care- 
fully: is it possible for a Legislature exercising 
some Sovereign rights to delegate from thoso 
Sovereign rights which it does exercise P— I do not 
see anything impossible. WTiat I would suggest, 
however, is that in view of the seriousness of the 
question, and in view of our experience, it is of the 
utmost importance that wo should lmvo some 
guaranteo of currency legislation being looked upon 
with greater seriousness than it has been. 

8767. Your noxt proposal to which I wish to call 
attention is that you propose to decimulixe the Indian 
currency system P — Yes. 
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8753. On iho following grounds, among others, 
that 41 the sovereign is not quite the medium of 
interim tional payments, since London is gradually 
losing her pre-ominenco ns the financial rontre of the 
world, ami if that centre comes to be definitely 
located in New York, the rejection of the proposal 
for the assimilation of the British Currency system 
with the American system may quite possibly appear 
as a short -lighted piece of the usual insular con- 
servatism of the British people.” Then you propose 
that there should be a mint, and that the mint 
should lie in Bombay in view of Iho commercial 
importance and administrative convenience of Bom- 
bay. Your uext positive proposal is that the 
currency system should be organized on the basis of 
a gold Ntandurd, and that we understand to lie the 
standard which you work out in the subsequent 
sections of your Act? — Yes. 

8759. Clause 6. Why do not you allow the Mint 
lo make any charge for the cost of coinage? — 1 
think Lho cost would lie so small that it might well 
be borne by tlio State, something by way of this 
cost in the length of poriod allowed to the Bank or 
the Mint for coining bullion and then I do allow 
the cost. 

8700. It is so small, it might just as well be borne 
by the private person? — It might leave room, I fear, 
for the charge, if it is allowed at all to ho levied, 
being used as a source of income for making iho 
mint Keif-supporting or something of that kind, 
whereas I would rather throw it on the State so as 
to make a perfect parity between the bullion and 
the coin value. 

8761. I find a very important reservation made in 
your argument throughout, and that is this: tell 
me if l am over-stating it. I understand that you 
?ook for the successful fulfilment of your plan upon 
tho establishment of nil efficient banking system and 
the use of it by the Indian people ns an essential 
condition precedent? -Yes. 


8762. In explanation of clause 11, you say : 11 Unless 
wo have a sound system of credit organisation, wo 
shall Im no nearer tin? freedom from the danger «t 
hoarding, whether we have a traditional gold 
standard, or the scientific exchange standard,’ 1 anil 
there urn subsequent passages to the same effect?-- 
Yes. 


8763. Toll me what your intention is there. If 
this is an essential condition for the successful fork- 
ing of a gold standard, do wo understand that you 
would wait for the introduction of that standard 
until the hanking system and the banking habits of 
the people are more highly developed? I would 
tnko them simultaneously, side by side. Of course 
the gold standard I should havo at once, and the 
siinie Act which introduces the gold standard should 
also be iranied so as to improve the hanking 
institutions and credit organization on the lines T 
huve suggested. 

8764. Tl wc havo a gold standard before we havo 
an improvement in tlm banking organization, then, 
until wo do get that improvement, we shall bo no 
nearer freedom from the danger of hoarding?- -Yes, 
but T would make it quite clear that 1 should not 
wait for introducing an effective gold standard till 
wo are able to spread our banking organization in 
the manner T desire to spread it. 


8/ A). Whnt do you mean where you say that 
the people are too poor in Tndia to bo able 
to hoard gold P What has become of tho gold that 
has come to India?- That gota into the hands, I take 
it, of the bullion dealers, the professional dealers in 
gold and silver; but the people at large, the general 
public the average Indian, is too poor, judging 

! T lln ,, . v<,r , Mge from average wealth, 

to be able to hoard gold. 

87G3 Tin* bullion tlealom do not buy gold for the 
[""•if | h »' tl ""K. to bold it; they wunt to soil it 
UKmn. do they not? To whom do they mil UP- 
Some gold does get into tho shape of ornaments. 


The ordinary customs and habits of the richer 
classes of the people do take up somo of the gpld 
for the purposes of ornaments alone; and the rest 
must be in the hoards of Native States or bullion 
dealers and so on. 

8767. You seem to me to attribute a curious 
function Lo the bullion dealer of hoarding gold on 
his own account. Is it not natural to suppose that 
he only buys it to soil? — I do no think all the gold 
guts into the hands of tho bullion dealers. Quite a 
good proportion, I cannot say exactly how much, is 
in the shape of ornaments, which tho habits and 
customs of our pcoplo require to be in gold; another 
such proportion is possibly with the Native Princes. 

8768. It is no doubt loose phraseology to refer to 
those ornaments ns a hoard? — Yes. 

8769. We now come to an important paragraph 
which may jierlmps be looked upon os tlie essential 
point of your argument. In the last paragraph but 
nue under clause 11 you say: 41 The suggestion thut 
India should be educated in tho use of cheap forms 
of the medium of oxchange would be easily carried 
out by an increase in the notes, which, if made 
payable in gold ns suggested here, will inspire greater 

'confidence than has been the case hitherto.” Ifow 
do you propose to effect this increase in the notes? - 
1 do not exactly mean nn increase in tho total 
\olumo of notes in circulation, T moan a greater 
habit of using notes which are made payable and 
convertible in gold. 

8770. 1'h at is to wail for the education of the 
people in the use of notes? You aro not suggesting 
liny form of Government action by the currency 
authority ?— No, except in tho form of improved 
blinking habits, ns I suy later on. 

8771. Next you say: 44 With a strong gold reservo 
in the country, naturally resulting from the use of 
gold as currency, husbanded by the help of a proper 
hanking system, wc shall provide the best remedy 
against tho periodical troubles in exchange.” How 
does that strong gold reserve naturally result from 
tho use of gold as currency? — If gold is in currency, 
and if the banking organization is developed in the 
way I am suggesting, then in every period of 
stringency, by the action of the hanks in contracting 
credit facilities, they would lie ablo to attract gold 
into tho banks. 

8772. llow docs that naturally result from the use 
of gold as currency? — Because gold is in tho country, 
it can be attracted at once by such means. 

8773. Gold first goes out into circulation and then 
it is attracted back into the bank?— Yes, by the use 
of banking pressure in the shu]>c of the bank rutu 
and so on. 

8774. I suppose a critic might say, 44 why nut keep 
tho gold in the bank in the first plncc ifi you want 
it”?-— I say it is much better if you do not in flic 
first instance, in the initial period of the change, keep 
it in the hanks but in the country. 

8775. I still do not follow why the increase in the 
reserve can be looked upon as a rosult of having gold 
in circulation. As long as it is in circulation is it not 
in the roserve? — l follow it by saying 41 husbanded by 
the help of a proper banking system.” It means, of 
course, that it need not necessarily, in the first place 
even, get into circulation. 

8776. Not necessarily?— And that a proper hanking 
system would see to it that it romiun? in or returns 
to the hanks. 

8777. It .does not result from the use of gold as 
currency; it results from the proper banking system ? 

If you read thut sentence with those words, there is 
no difficulty. 

8778. If I road the sentence without those words 

m s ^ ,me difficulty. Then you continue : 

This gold in circulation would not, as was assumed 
by the Commission of 191 3-14, be at the expense of 
either rupees or notes, but will rather be an addition 
to the centralised Bank Reserve, ready mobilised 
against possible contingencies.” Do you consider it 
a fact based on experience that gold in circulation can 
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properly bo looked upon as part of the reserve, and 
that it is readily mobilised in times of crisis? — if you 
see those words thero they soeru to be somewhat incon- 
sistent. “Gold in circulation ” and then “ready 
: mobilised in Die bank. 1 ’ What I really mean is that 
> it would be roudy or mobilised eventually in the 
banks; 

8779. Then it is not in circulation? — Not. in active 
circulation; I make that improvement. 

'<8780. We must really omit the reference to the 
words 44 in circulation ”? — Yes, that is true. 

; 8781. You return to the charge in your next sen- 

* tenev, which runs: 44 The ultimate support of 
exchange must lie the kind of currency in general 
circulation.” There again 1 am confronted with the 
same difficulty? — Somewhere it must bo in the coun- 
try, but pot in active circulation jn tho sense that 
it is in the hands of tho pooplc. 

8782. Thero again it is not the circulation that 
counts? — No. 

8783. It effects a substantial facilitation in my 
apprehension of tho paragraph. 44 Gold in circulation 
in India, under existing conditions, can only displace 
rupees, as the notes would bo more convenient than 
rupees.” Ts that beyond tho possibility of controversy? 
Might it not be said that, at first at any rate, the 
demand for gold as tho more desirable medium for 
currency might tend to replace the use of notes? 
Wliut would j’ou say to that? — If ihe notes are mndo 
payable in gold, then whatever may happen in the 
first flush of the change, 1 think eventually tho greater 
convenience of the notes is hound to assert itself ; and 
tho gold will therefore in the long) run not displace 
the note but the rupee. 

8784. But you would not put it beyond possibility 
that there might bo an initiul replacement? — 
Initially, for a short time perhaps, not beyond 
possibility. 

8785. 41 Above ull,” you coutinno, 41 the gold stan- 
dard ami gold currency will help to stabilise prices.” 
What is tho maximum, degree of stabilisation which 
can be^ittuinod by this method? It is, is it not, the 
stabilisation of internal prices in Tndiu in relation to 
world gold prices? — Yes. 

8786. You seek no greater degree of stabilisation 
than that? — No. 

8787. I understand that you are not a supporter of 
the idea of managed currencies? — Not at all. 

8788. Supposing we can imagine an exchange stan- 
dard which effects a stabilisation of tho value of the 
internal currency in gold, that u'ould also achieve the 
same result, would it not, of stabilising internal prices 
in relation to world gold prices? — l am not so sure 
that it stabilises effectively or actually even in 
relation to world gold prices. 

8789. I am assuming that the exchange standard 
lias stabilised the gold value of the rupco? — 1 sec, 
fixing it. 

8790. If you make that assumption, then it would 
have the same effect in stabilising internal prices, 
would it notP — Yes. 

8791. 11 The risks of depreciation to capital invest- 
ment would disappear.” Equally if you make the 
same assumption, then that risk would disappear also, 
would it not? That depends upon the stabilisation of 
the gold valuo of the internal currency? — Yes. 

8702. 14 Tho need to main tain large balances in 
England, which is such a prominent feature of the 
existing system, will also disappear, and our money- 
market be freed from its periodical stringency.” Is 
the need to maintain balances out of the country an 
essential feature of the structure of a scientific 
exchange standard P — If payments have to be mndo 
constantly in a foreign centre, you necessarily must 
maintain balances there. 

8793. Let me direct your attention to such an 
exchange standard as that which now exists in 
England, where tho obligation undertaken by the 
currency authorities is to sell gold for export. That 
doeS' not argue the maintenance of any balances in a 
foreign country, does it?— No. 
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8791. So that it is not an essential feature of all 
gold exchungo standards?— No, not of all gold 
cxchungo standards but under the conditions of India, 
it is humid to be su. 

8795. Will you explain that, Professor?- It in quite 
simple. India has necessarily to muke large pay- 
ments every year regularly by way of Home charges. 
India has also to receivo large payments by way of 
trade balances. Those two streams uro in mutiiully 
contrary directions ; and if mid in so far ns the object 
of tho exchange standard is to ccuiiomiso gold, ns 
also to minimise tho Movements of gold to and fro, 
they have hit upon the system of council bills and by 
tho maintenance of reserves in the balances in tho 
money centre of Iioiidon they are able to achieve 
their double object. 

8796. May ono pau.se to emphaKise that there is » 
sharp distinction between tho two purposes of 
economising tho use of gold for currency and mini- 
mising the movements of gold? -You can make that 
distinction. 

8797. Supposing that you picture an exchange 
standard, such as has been put before the Commission 
by some witnesses, ill which the currency authority in 
India would undertake the obligation to buy and si? 1 1 
gold, selling gold for export only, just as the Hunk of 
England does, then your international payments would 
ho settled substantially in the same manner as they 
would ho settled under your gold standard? — Yes. 

8798. Under those conditions, there would bo no 
necessity, would there, for keeping a balance ill a 
foreign country? — Except for tho payments to the 
Secrotary of Slate. Thero would bo still wanting 
sumo, 1 mean, for Homo charges. 

8799. Ho 1ms to keep his working exchange balance, 
but that is different from tho balance of Ihe reserve ? 

— Certainly. 

88(X). Jn section 18, I will refer to the main points | 
which call for comment, (5) and (r). You say: 44 Tho | 
third follows as a natural consequence of the first,” 
that is, tho limitation of tho rupee as legal tender j . 
follows as u natural consequence of the general |\ 
demonetisation of silver? "Yes. 

8801. It docs nut follow as a nocessury consequence, 
duos it, Professor? It may Ik? an additional point of 
policy, hut tho one does not necessarily argue the 
other, does it? — If you want to demonetise, the best 
way is to fix the legal tender limit of the rupee. 

8802. rt is ono measure which contributes to that 
end? — Yes; you can also limit (ho supply; that is 
another. 

8803. T will only ask you one very brief question on 
ihe matter of tho ratio of nijtec to the gold inoluir, 
hecatiso it is not a matter which wo will go into at 
any great length. You say in explanation of 
clause 18 that the rale of Its. 15 to £1 would 
cause tho least disturbance in tho mercantile 
world. Let me put. up to you a contention 
which has frequently been advanced before the 
Commission ns against that arrangement, which 
is this, that to get to the rate of 13 to 1 in any for in 
necessarily means :iji expansion of tho currency, which 
necessarily means a rise in prices, which necessarily 
means a disturbance to the inercuntilo world in the 
form of existing contracts and rates of wages ns based 
upon tho standard of liviug. Wlmt would your view 
Im, ns to that contrary eon ten lion, that you eunriot 
get 15 to 1 without an increase in 1 ho currency, which 
these critics would on II “inflation,” which would moan 
a rise in prices, which would mean a disturbance to 
existing contracts, to tho standard of living, to wages 
and to general industrial and mercantile conditions? 

— Well, the simplest answer would bo that you will 
take some time to work up to it. You won’t do it all 
of a sudden, to-morrow morning; and if it is done 
carefully, if us you say what tlio critics cull inflation 
is brought about gradually, tho difference would not 
be perceived. If you take, 1 ain only suying it ns a 
more illustration, say two or three years in effecting 
the change there would not tie any dislocation such us 
it has been for example in bringing it up to Is. 6d., 
the present ruling rate. 
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8804. Some well acquainted with the operations of 
the exchange market tell us that it would be 
impossible to make the process gradual, that the 
mere knowledge that tlio Government of India or the 
currency authority wore working towards a 15 to 1 
ru to would ho anticipated by the murket, and that 
the rate would go there, if I may say so, the day 
after to-morrow, resulting in the disturbances to 
which 1 have referred. If that wore so, then the 
gradual readjustment to whirh 3*011 refer would not 
be possible, would it? — Hut if I may point out, tliut 
overlooks the fact that this will onty bo on internal 
ratio, that ns fur as the exchange market is con- 
cerned, if the effective gold standard is established, 
it will have no concern with the internal ratio. It is 
simply a matter of the relation of the shilling to the 
sterling ; which I take it it does not affect the sterling 
dollar ratio. 

8805. The gold value of the rupco is now 13} to 
the sovereign, is it notP You propose to make it 15 
to the sovereign? — Yes. 

HHOfi. I do not see how that can have no effect upon 
tlio exchange rate? — For the siinplo reason Lhat the 
rupee would not figure at all under the effective gold 
standard in tlio exchange ruto. Does the shilling 
figure in- the exchange rate at all P 

8807. The exchange rate, we recognise, has not an 
immediate effect upon the vast majority of the people 
of the county; but what would the effect be upon nTt 
contracts expressed in rupees if ,vnu alter the gold 
value of the rupee? — That, as T say, ought to be 
gradual; and ill tlinl case in the previous answer I 
gavo you to your suggestion about tho plea of those 
familiar with the exchange market, 1 contend that 
tho exchange market will be disassociated from the 
ratio of the rupee and the mohur the moment 3 *ou 
establish an efToctivo gold standard. As regards the 
effect on rupee contracts, it ih a fact that if you cuu 
work it up there gradually it will not Ik? felt. 

8808. Hut internal prices, we agree, adjust them- 
selves to the rate of exchange? — Well, if tho internal 
prices follow us they should under tho gold standard 
the world gold prices, thcro, too, it will be relatively 
immaterial. 


8800. Now wo come to Yhe last paragraph under 
ibis clause. You su ( y : “Tlio danger of having too 
heavy a demand fur silver coin to be changed into 
gold can lie averted by making the rupee limited legal 
tender and thus restricting its imci.’* Ft is commonly 
put to 11 s that Hie result of milking the rupee limited 
legal tender would lie very much to increaso the 
demand for silver €*oins to lie changed into gold, 
liecnu.se everyone who holds rupees will think their 
vulue is going to ho affected, and since they can get 
gold for them they will deNiro to do so. Which is 
the right view ns between those two?-. -There is this 
consideration to he borne in mind before deciding 
which would he the right way, and that in that a 
certain iuiihIkt of rupees iinwt be in circulation ; 
people cannot do without them, as tho averugo Indian 
transaction is very small, relatively speaking, which 
no gold min convenient for daily handling can settle, 
and the smaller rupee must bo necessary for it. I 
tnko it that even if 3*011 limit the legal tender of tho 
rupee the danger of the whole of the rupees in circu- 
lation to-day coining up for conversion may be ruled 
nut absolutely. 


8810. No doubt a large proportion of the existing 
circulation by common agreement can never be 
spared from circulation ; wo are only considering 
whatever margin can be spared?— As to that opinions 
may differ, but my personal opinion is that you need 
not expect more at the outset than 100 crores for 
conversion— at the very utmost. 

8811. Just before we come on to that, could 3 ’ou 
mnke it any clearer how, in your opinion, the demand 
for conversion ia averted by making the rupee limited 
legal tender? — I should improve that word and 

" mndif " aVCrt ” 1 8houW flft y “ reduce 99 or 


8812. How does limiting the legal tender of th 
rupee tend to rodupe the demand for conversion c 


rupees into gold? — In this way that up to the limited 
amount the rupee in any case is currency in circula- 
tion. I mean we are not demonetising in the sense 
of absolutely abolishing the rupeo coin ; therefore we 
are keoping a certain numbor of rupees ns ordinary 
currency, and to that extent we are freeing the people 
from the temptation of converting the whole lot. 
That therefore modifies the demand. 

8813. Then one might perhaps say that the inten- 
tion of the sentence is that- the danger of too heavy 
a demand for silver coins to be changed into gold will 
lx> reduced by the circumstance that a large number 
of rupees must still remain in circulation? — That 
is so. 

8814. If that was all the sentence connotes 1 should 
feel no difficulty? — Yes, that is so. 

8815. Under clause 20 is a passage to which 1 
previously sought the lofercncc, and could not find 
it. You say : 11 The successful working of all these 
suggestions depends on tho constitution of proper 
banking facilities for the masses of the people.” That 
is in reference to a previous question l asked you ; f 
am only just quoting it for the sake of our records? — 
Yew. 

8810. Passing on to port 2, Paper Currency, I .find 
that your recoin mendat ion is that tlio currency note 
should become a note of the Imperial Bank of India. 
1 want to ask you about notes o"f smaller denomina- 
tions that Ifo. 5. At the end of the first para- 
graph of explanations to section 48, you say: 
“ But the same reasoning which hn« led us to adopt 
the 5 rupee limit ns the lowest prevents us from 
going lower still to economise the use of silver of the 
rupee. Tlio people can understand or feel the need 
for economising gold probably because their average 
transactions do not really need gold, but they will not 
accept tlio paper substitute of the rupee without all 
tho suspicious of people accustomed to lie swindled 
being aroused. ,f Wo have had a good deal of evidence 
to tho offoct that when tho 1 rupee note was in circula- 
tion it went very well; it was an acceptable and very 
popular form of currency. Do 1 understand that you 
are in disagreement with that? — T am. 

8817. On what cxficriciico do 3*011 base thatP Our 
evidence, if I may say so, comos from hankers and 
people in somo close commercial touch with the 
people? — In the first place if you look up the figures, 
compare for example the total circulation of 5 rupee 
notes with 1 rupee notes, or 10 rupee notes with 
1 rupee notes, tho circulation of the 1 rupee notes 
never came up to anj’thing like the circulation of the 
5 rupee or 10 rupee notes. That in a matter of 
statistics: you can find that out for 3 r ourseJf. 

8818. Do 3 ’ou mean in numbers or in value P — In 
value. 

8819. Of course, they would linvo to go very well 
indeed to make up in value because they start with 
Mich a handicap. They wore introduced about 1917. 
The figures, I find, are these: Ju 1917-18, that is tlio 
.v p “r they began, they started with only 33 lakhs. In 
1918-19 they went up to 10 crores. in 1919-20 they 
went up to 13 crores. Would not that seem to sug- 
gest a very rapid growth in acceptihilityP— Tfc docs 
certainly according to those figures; but you must 
also remember that those wore abnormal times for 
currency requirements. Compare the figures of the 
rupee coinage during those years. 

8820. Perhaps it would bo more satisfactory to lake 
the percentage to gross circulation as a measure of 
popularity. The percentage to gross circulation was 
this: In the year they began (1917-18) it was only 
■4 per cent, j in the next year it was 7-8 per cent. ; 
in the next year it was 8*7 per cent., still showing 
a steady growth, if you take the more scientific test 
of percentage to gross circulation? — How does it 
compare, if I may ask, with the oirculation of 5 
rupee notes P 

8821. You mean the percentage? — Yes, please. 

8822. The 5 rupee notes were, in the first year, 6-4 
per cent. ; in the second year 6*8 per oent,, already 
less, you see, than the 1 rupee notes; and tho third 
year 7*4 per cent., still less than the l rupee notes?— 
And the 10 rupee notes P 
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8823. The 10 rupee notes ore, of course, tho most 
popular. In the three years we are considering they 
were 31*9, 34-8, and 35*3 per cent. In view of those 
figures, does that suggest any possibles modification 
of your views as to the unucoeptibility of theso 
notes? — I think I still remain convinced that it would 
be unwise to have 1 rupee notes or any notes lower 
than Hs. 5. 

8824. Tho whole of the explanatory paragraph to 
r.hiUBO 49 appears to me to proceed u]k>ii tho pre- 
sumption that tho note issue in India did not muko 
any great progress before the war. is that borno 
out hy statistics? — It went up to only 55 or 90 crores 
in practically 50 years. 

8825. Quite generally, in view of the condition 
of the nation, in view of the undoubtedly backward 
state as regards education in lino currency matters 
of tho great bulk of the Indian people, on the whole, 
does not tho progress of the note issue before the war 
appear to be satisfactory? — 1 think it might have 
been more so. Jn comparison to the rupee coinago 
even, tho note circulation did not keep anything like 
the pace that- it might have. 

8826. It was uot at the pace that you dcsiro to 
see ? — Yes. 

8827. Tn paragraph 53 — (this is a minor point, but 
T just want to question whether your statement is 
quite watoi tight) -you any: 11 All officers of tho 
Imperial Bank of ludiu entrusted with special func- 
tions, and authorised to provide, sign, issue, or 
cxchutigo the currency notes,” aucl so on, 11 will he 
appointed hy the Directors ol 1 the said Bank subject 
to the approval of tho Governor General in Council.” 
I am afraid a Bank that desired to do so might 
rather beat you on that paragraph, might it not? — 
How do you mean ? 

8828. Supposing it were to appoint some sub- 
ordinate clerk to bo entrusted with the special 
functions under the Act. Might it not get nil tho 
practical control which you so desire? It could do so 
pro forma , could it not? — A subordinate clerk could 
not 1)0 authorised tn sign or issue or cancel a note; 
ho may only he delegated to do tho work for tho timo 
being. 

8829. If tho Bank wus bent on driving a coach and 
four through your Act it might appoint a clittprissi 
pro forma to sign Lho notes? — I certainly did not 
tnko in that contingency. 

883 If). One has to tako all possible contingencies 
into account in drafting an Act of Parliament, llow- 
over, with this you deal more fully in your final 
section. In the third explanatory paragraph to 53 
you recommend that there should l>e no distinction 
between an Issue department and a Hanking depart- 
ment, and you base your rmmmicmlntion on the fact 
that tho maintenance of such a distinction would 
lead to difficulties iu tho money market bocoming 
more acute than ever in a period of crisis. The only 
analogy possible to suggest is that of tho Bank of 
England, is it not? — Yes. 

8831. Is the differentiation of tho hanking depart- 
ment from the note issue department found to place 
any hindrance in the way of mobilising the reserves 
under the present aystom for the purpose of avoiding 
the stringency of the money markot? — Nothing very 
grant, except in very acute stringency, when it does 
interpose some delay beforo such a measure as tho 
Bank Act, Suspension Act can be passed for currency 
to he placed at the disposal of tho Bunking depart- 
ment. 

8832. You will noto that, under your own system, 
we have to deal with a similar provision for an omer- 
genev P— That is unavoidable. 

8883. As regards the reserve, you recommend a 
reserve of which 50 per cent, is to be gold coin and 
bullion and BO per cent, to be security P-Yes. 

8834. In paragraph 67 you say: Nevertheless, the 
amount thus fixed may be increased under the 
authority of a resolution of the Legislative Assembly 
for any time or an order of the Governor General in 
Council for a period not exceeding 3 months. In 
BBiMral, do you see anything undesirable in intro- 
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during into the currency system of tho country as a 
necessary part of its mechanism legislation by tho 
legislature; is that not a cumbrous method? — In the 
ordinary functioning it would certainly lie cumbrous; 
but iu extraordinary emergencies such a procedure 
would bo advisable. 

8835. Tho passage of an Act of Parliament is often 
attended with a certain amount of controversy, of 
party strife and of delay. Jn the nature of the case 
the need for this currency might arise suddenly and 
in ail emergency. Might thcro not, therefore, he 
something inappropriate and impractical in making it 
depend upon the resolution of the Legislative 
Assembly? — In that particular case L should give it 
to the Governor General for threo months. 

8836. Supposing the three mouths had expired and 
there is still a necessity?— Such an emergency will liuvo 
to lie very extraordinary, and in that case I think wo 
may tnko it, ns happened in the Great War, that all 
par Lies would lie agreed in that event and that thoro 
would bo no party spirit manifesting itself iu tlio 
Legislative Assembly if the emergency is so great as 
to last beyond three months. 

8837. Your next important element of indicy is in 
tho explanatory paragraph to clause 01, in 
which I understand you say you 41 see no reason 
why the Imperial Bank of Tndia should Im kept 
out of tho excluingo business”; indeed, as I under- 
stand from a further part of your analysis, you con- 
template that things should so work out (hat there 
should bo a practical monopoly of exchange business 
in the hands of the Imperial Bank?- Yes. 

8838. You recommend that tho dividend of tho 
Imperial Hank is to be limited to 10 per cent.? — If 
it is a private corporation: hut personally T would 
prefer tho hank to be nationalised wholly. 

8839. That is not provided for in this?— Not in 
this: T have not gone into the dotailed composition 
of the Hank iu this. 

8840. Tho Hank is to make a lump sum payment of 
fifteen lakhs a year in consideration of tho exemption 
from stamp and other duties in respect of lho nolo 
issue, and profits above ten per cent-, are to ho divided 
equally between tho proprietors and tho Government 
after 25 per cent, has boon put to reserve? — Quite so. 

8841. That is the general basis as regards Lhe finan- 
cial aspects of lho bank's business? — Yes. 

8842. You say you have not gono into the composi- 
tion of the Hank. Nevertheless in Part III you have 
laid down, l»y way of additional provisions, the 
general principles subject to which the* subsequent 
Hank Act is to be drawn lip. Tho Bank is to allot 
fully paid shares to the State of not less than one- 
third of the total authorised capital of the Bank in 
exchange for the bullion and coin reserve now held by 
the Government. The Government is to nominate 
one-third of the Directors to the Bank on a recom- 
mendation from the Legislative Assembly from among 
the officers of the Finance Department of tho Govern- 
ment or from tho Members of tho Legislative 
Assembly and the Council of Stale? — Yes. 

8813. Do you think it desirable to introduce the 
direct action of the Legislative Assembly in appoint- 
ing directors of tho BankP Do you not fear that this 
might introduce political and partisan considerations 
which would ho undesirable? — I should bo inclined to 
agree to that. I am aware of this point, and my 
reply to it would be that if the constitution of the 
Government of Tndia is altered, and it is made fully 
responsible in tho sense that tho British Cabinet is 
to Parliament, then I should leave Ilia t. power to tho 
executive government of tho day. In view, however, 
of the present constitution of the Government of 
India, at the risk of partisan feeling of which I am 
perfectly aware, T have introduced this clauso regard- 
ing the Legislative Assembly. But T am fully aware 
of the undesirable feature. . „ 

8844. What purpose docs this close association of 
the Legislative Assembly in such a detail as tho 
appointment of directors servo? — Greater publicity 
and greater criticism, if and when necessary. 

3 V 4 
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8845. Is publicity not adequately provided for by 
you r provisions »s to tlio publication of accounts P — 1 
am at raid that is not enough. 

8810. What further publicity would you hope to 
obtain by this method?— I should require more fre- 
quent general reports, lies ides the mere mass of 
figures in the weekly or fortnightly returns, and 
exp la nations too- something like, for instance, what 
we have got in the Standing Finance Committee 
Report which gives more detailed explanations for the 
general working of the finances. 

8847. I understand that you do not yourself under- 
rate the undesirublo elements in making the appoint- 
lucnt of directors to tho bank possibly the subject of 
party strife, and, putting it at the worst, a scramble 
in the parly cockpit?- - i do not under-rnto that. 

8848. Further on you say the Finance Member cm 
the Hoard of Directors is to have tho right to post- 
pone a decision of the directors by a minute of dis- 
sent, ponding the orders of tho Government of Tndia 
or a resolution of the* legislative Assembly. Does not 
that have tho effect of making tho Legislative 
Assembly a court of appeal ns to the conduct of the 
business of tho bank, and is that not undesirable? — 
It arises again from the same general statement I 
made before. 

8819. I will return to that in a moment. . In 
explanation of clause 7(> you say: “Under 
these provisions there would he instituted 
nearly five hundred branches and agencies, 
possibly many more, and will thus afford India a 
proper hanking system. M f understand, thus, that 
the improvement in tho hanking facilities and the 
bunking organisation of India for which you look is 
to he really a groat extension of the activities in all 
forms of banking business of the Imperial Bank? — 
That is so. 

8850. Thus making the Imperial Bank in substance 
a monopolist in the banking business of the country? 

1 would not say entirely a monopolist; but if I may 

explain at this stage a little more fully, the kind of 
hanking organisation that T envisage would lie some- 
thing of this nature. The Imperial Bank would he, 
ns it were, at tho top of the hanking organisation for 
tho whole country, doing hanking business for Govern- 
ment, doing exchange business, doing the' business of 
buying und selling bullion, and looking after the note 
issue, and being the banker of public and somi -public 
corporations. There will then be private banks no 
doubt, hi all big cities also T envisage the creation 
of what I would call municipal banks, which will do 
the local bunking of all kinds; they would, however, 
be affiliated or be in clo.se working agreement, with the 
Imperial Bank which would also have special depart- 
ment** for looking after industrial and agricultural 
finance, which would necessarily he of a different typo 
from commercial finance; und the co-ordination of nil 
these different- banks, radiating as it were from the 
central activities of the Imperial Bunk, might perhaps 
\n one sense mean that the Imperial Bank would be 
a monopolist, but not in any other. 
t 8851. You do not fear that such an organisation, 
with such privileges and such extended powers in tho 
|J hands of tlie Imperial Bank, might put it in such a 
position that it would bo impossible for any private 
Bank to rninpeto with itP — T should not be sorry per- 
sonally if private banks woro not able to compete with 
! the Imperial Bank. 

8852. You are opposed to competition ns a general 
principle in the commercial worlclP— I do lielieve in 
nationalisation and socialisation. * 

8853. Finally, to return to a question which I have 
already put to you, in paragraph 84 you recommend 
the creation of a committee of supervision with very 
wide powers for demanding the opening of new 
brandies and of suspending, censuring, or advancing 
any officer of the Bank. As you put it, it is to be a 
committee to control the hank, and it is, in particu- 
lar, to have the right to appoint examiners to inquire 
from the outside into all the business of the bank. 
This committee is to consist of seven members, of 
whom four are to be chosen by a resolution of the 


Legislative Assembly. There I have again to put the 
same question: do you not see something very 
dangerous in thus in substance placing the whole life 
of the Bank in the hands of politicians P — I would 
give the Barae answer as before. 

8851. in particular, wlint do you think would be 
the effect upon tho purity of political life if all the 
officers of the Bank could be suspended, censured or 
udvanced by this political committee P — It would be in 
principle and also in practice very undesirable. If we 
had a Government carrying fully the confidence of the 
people, then 1 should leave it to the executive 
Government; I would not interpose the Legislative 
Assembly in these matters at all. 

8855. May I ask you to be kind enough to deal with 
any supplementary questions which any of my 
colleagues may want to ask youP — Certainly. 

8850. (Profeaaor Goyajee.) Professor Rhah, if you 
will allow me, I will put a few questions to you as 
regards the peculiarities of the position of India ns 
rogards tho introduction and working of a gold 
currency and standard. Tn the first place the posi- 
tion of Indin is favourable as regards the introduc- 
tion of gold currency on account of her usually 
favourable balance of trade ?- -That is so. 

8857. But do you not think that India will have to 
pay larger prices for the demonetisation of silvor than 
other countries did, in this sense, that tho value of 
silver ornaments which nro the past savings of the 
people will fall appreciably P — Tn what sense P 
Supposing wo take the present ratio at 13j| and I 
suggest to mAko it for internal purposes 15, the 
difference would be 121 per cent. 

8858. Not that way, but because Tndia will with- 
draw from the silver market and therefore the world 
price of silver will fall P— The world price of silver 
would fall, if you were to throw' tho entire hoard of 
silver that India has to-day upon the world market, 
which at the most would not be more than 5fi0crorcs, 
roughly speaking, and all of which, by the way, can- 
not be so thrown. We need not even anticipate that. 
Tim silver price would not be depreciated by more 
than 25 per cent., i.e., double the depression ns 
regards the coin. That is the maximum that w r e need 
fear at the worst. 

8859. What I was moaning was that India being one 
of the biggest buyers, as Aoon os the silver market 
people learn that we were withdrawing from tho 
market., tliero will bo ut once a fall? — Tliero will be* ; 
but if we do not go out ourselves and sell our own 
silver for the time being, then we need not accentuate 
that fall. 

8860. Yes ; but the individual holder or possessor of 
silver would not and could not possibly hold out for p 
prolonged period P — Let us distinguish between tho 
coin portion and the ornament portion. So far as the 
coin portion is concerned it will depreciate; but so far 
ns (lie ornament portion is conecrnod ft believe that it 
will really not come for conversion. 

8861. Not even in times of famine P— I was just 
coming to that ; in ordinary times it would not come 
for conversion; it would in an extraordinary emer- 
gency like a famine. There you have to take into 
account the fact of the frequency of famines. Tho 
general opinion is that a severe famine occurs some- 
thing like once in ten years, that is, n famine so 
severe that it would require you to part with such . 
little reserves that you have in the shape of ornaments. 
As a matter of fnct ns regards this danger that you 
mention, we may spread it over, if one may say so, 
a number of years. So that argument at any rate 
docs not frighten me much. 

8862. In the second place, a very large proportion 
of transactions in India must be carried out through 
the instrumentality of the rupee. For a long time 
you cannot reduce the rupee to the condition of the 
shilling P— I would agree if you said you cannot 
abolish the rupee altogether. . 

8863. But could it be reduced to the status of the 
shilling?— r That I think it could be. Just as shillings 
are required for paying small wages, §o rupees would | 
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be required and that status they would maintain; 
but they would not have the stutus which they have 
to-day of a standard coin, even though in reality 
they are supposed to ho a mere token. 

8864. Now, look at the English farmer. He does 
not reckon liis earnings in terms of shillings, but 
the Indian farmer will havo to do so in terms of 
the rupoo for a very long tiino? — lie may have to. 
Yes. 

8865. Then there is a third contrast. Does not 
the fact that India lius habitually a favourable balance 
of trade, present an inherent difficulty in tho way 
of the working of any monetary stnndurd whether 
it is a gold exchange standard or a gold standard? 
In tho coso of tho gold exchange standard, there is 
the fact that because of successive favourable 
balances, more rupees were coined and consequently 
there was tho trouble of over-coinage of rupees. To 
a certain extent the same difficulty will come to tho 
gold standard also in the country because suppose 
you take these four favourable monsoons which we 
had. The first three would draw in so much gold 
that prioes might rise. And although the fourth 
monsoon w as favourable yet because the prices in 
the country are high, the halanco of trade might 
have to become unfavourable? — This lust T think is 
rather far-fetched, hut 1 will answer tho whole argu- 
ment. Your apprehension might bo true if you were 
allowing for a favourable hnlnnoo of trade in the 
shape of gold to this country to be deposited in the 
form of currency in general circulation. The 
President drew my attention to this point. Hut this 
ought not to be allowed if you want our banking 
system to get into proper order. All the gold must 
be reserved and conserved in our central mobilised 
hanking reserve, which will be effectively available 
when we want it in the case of an adverse balance, 
and which should not affect and should not lie 
allowed to affect the total volume of circulation to 
any appreciable degree. 

8860. But liow? When there is a favourable 
balance, the gold comes into privnto hands first. Then 
they take it to the Central Bank mid deposit it 
there. Aud they enn always draw notes against that. 
Therefore, tho potential inflation continues?--! have 
therefore fixed a maximum vnluo to the total note 
circulation. T say 100 million mohurs, or 300 crores 
of rupees at most. I have taken that precaution to 
sec that tho maximum is already fixed to the total 
amount of notes. Even if you add in 200 crores of 
new notes in the course of the next five years you 
cannot (much inflate 1 the total circulation) because 
the maximum is fixed. By putting gold in the hank 
reserve I have not suggested an indefinite expansion 
of the note issue. Gold then would be for nil practical 
purposes inoperative as far as the level of prices is 
concerned. 

8867. If you will allow mo, why can't I draw 
cheques against it? — Then we come to the deposit 
currency and the inflation by means of the deposit 
currency against that. Now, that of course neces- 
sarily depends on tho requirements of tho trad©. If 
trade wants a greater volume of currency, obviously 
there is a greater demand for it; and by refusing 
it at a time when trade wants greater currency you 
are needlessly preventing trade activity by stringent 
currency regulation. At that time certainly the 
deposit currency will grow purely in response to trade 
requirements; and the moment the trado require- 
ments slop, that must end too. 

8868. Because there was a couple of years of good 
harvests and favourable balances, therefore prices in 
the country have already risen; and under a con- 
dition of high prices trade does want artificially more 
money and therefore the deposits will be drawn upon ? 
— I think perhaps T am not able to make my point 
clear. Tf the deposits are drawn upon in a 
sense without a backing that is one thing. But if 
the deposits are drawn upon because the 
currency is just responding to the call of trade, then 
the danger of the high prices in the final part of 


your urgumoiit, namely to the extent of turning what 
balance there is against us, need not lie apprehended. 
That is nil I am saying. 

846$). (Sir Purahotamdaa Thakurdns.) You, Pro- 
fessor Shall, recommend a gold standard with gold 
currency. You don’t think a gold standard by itself 
without gold currency is feusiblo or desirable?-?- It is 
feasible, f don’t think it is desirable. 

8871). Why is it not desirable?- - Well, for ono thing 
to my mind it seems meaningless to call a thing a 
gold standard and not to have gold currency. Unless 
you mean the gold exchange standard. 

8871. No, gold standard?- If you mean gold 
standard and no gold currency in the sense that there 
is no gold coin corresponding to the standard, then 
it seems to mo to be meaningless. What oxactly do 
we menu by gold standard which is without gold 
currency? I am frankly unable to conceive* it. 

6872. Well, we are told that gold standard without 
gold currency is in vogue in England at present? ■ - 
Well, there is gold coinage surely? 

887.3. But it is not available?- Not available in the 
circulation. But gold is in tho hank vaults. That 
is something quite different from saying that there 
will bn no gold coins at all. 

8874. But supposing we have it in the same way 
ns they have it in England, gold in the vaults at 
Calcutta and Bombay?- -That is practically what my 
proposals amount to, that I would like the gold to 
be in the banks. 

8875. But. you also say that there should bo gold 
currency?- To that extent, I made an amendment 
in answer to tho President too. Every time ho 
pointed nut the word 11 circulation " f amended that. 

8876. (Chairman.) As to Mint l would like it to 
ho quite clear that the Professor dot's suggest con- 
vertibility, for instance of his notes?. Oh yes. 

8877. (Sir Purahafamdaa Thakurdns.) Therefore, 
gold notes should be? convertible into gold?— Yes. 

8878. Therefore, there will he gold coin in circula- 
tion? -That may be. 

8879. Which means that Government are bound to 
give gold coins on demand, which is not the caso in 
England at present, T am told?. -Not at present. But 
I should like to he enlightened on thnL point also. 

I am not quite clear whether by law a person demand- 
ing gold coin in England ran In* legally prevented from 
getting it. By persuasion I can understand; by tho 
bank authorities showing it to him to bo undesirable. 
But T am not quite dear whether by law if a man 
insists upon it bo can lie refused. 

8880. (Chairman.) Ho has no right to gold coin 
against notes?- Tie hns no right by law? 

8881. (Chairman.) That is so. 

8882. (tfir Purshotamdaa Thakurdtia.) 8u I am told 

is the enso in Holland too. They have very substantial 
hacking of gold against gold notes but they can't 
get gold coin for internal purposes. Would you recoin-, 
mend that for India? — I would not recommend it 1 
immediately. I should like people to ho educated ; 
in banking methods. 1 

8883. You would recommend to keep that os tho 
ideal to work up to?- Yes. 

8881. Now yoii admit that gold standard without 
gold currency is the most economical?— In tho sense 
I am meaning it, certainly. 

8885. Well, will you take it in tho sense in which 
I am putting it to you, namely that it will mean 
less cost to the State? -You mean gold In the hank 
vaults and not in circulation? 

8886. Yes. Tt would ho most economical? Yes. 

8887. In spite of India needing all the economy 
possible in tho expenditure of the State, why do 
you recommend gold currency in circulation then? — 
But I am not recommending it in circulation actually. 

I am suggesting that the gold should be in the banka 
in India. 

8888. But I understood that you would like that 
to be kept ns an ideal to be worked up to; which 
means that immediately the gold standard is adopted 
you would like gold coin in circulation?— It will be 
kept in the circulation whether I like it or not. 
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8889. Therefore you say that it would have to be 
pul into circulation?— My ideal would remain the 
Mime, as 1 have been Haying, but the consequence 
of the immediate putting into operation of the gold 
.standard may be that some gold will get into 
circulation. 

8890. Rut it need not get there; unless you suggest 
that tho Commission should recommend it. Would 
you recommend that the Commission should suggest 
that gold coin should bo put into circulation? — I 
should certainly not recommend that the Commission 
should request that ab initio and for ever gold should 
never bo allowed to get iqto circulation. 

8891. Therefore, gold should be allowed to get into 
circulation later on and that is more expensive to 
the State? — Moro expensive to the State, I didn't 
say. It would be moro economical to liavo a gold 
reserve but 1 don't think this would bo moro expen- 
sive to tho State. 

8892. Mut a gold standard without a gold currency 
is the most economical? — Most economical in the 
general interests of India os such. 

8893. Most economical in the interests of the tax- 
payer?— Oh, I am not prepared to say that. I did'nt 
say that either. 

8894. You don’t think that a gold currency is costly 
to the country P — Costly to the country in the sense 
that we should bo needlessly having a moro expensive 
and uncivilised form of currency. 

8895. Exactly. In that sense I say it would cost 
more to tho country to put gold currency into 
circulation? — That is quite a different tiling from 
saying it will he more costly to the tnx-pnycr. If I 
may explain myself. When i say that it would he 
moro economical to the country L mean it in this 
precise way. JiCt me make myself quiLe clear. That 
if you have, not gold in actual circulation, hut, as 
I said, in the hanks, who are on the strength of 
this gold in their reserve able to so expand their 
credit facilities us to lie able to assist tho trade and 
industry as much ns they require, then they help 
the economy of the country very substantially. Per 
contra , if they have not got that reserve which is 
dissipated and inifKissihlo to be attracted to the hunks, 
they are nocossniily prevented from grunting those 
facilities to trade and industry, which thcroforo 
constricts trade and industry and hurts the economy 
of the nation. That is quite a different thing from 
saying that it is costly to tho tax-payer. I mean 
it in that sense, when 1 say that a gold standard 
is the most economical. 

8896. I sec the point of view from which you state 
it. Now let me put it from the point of view from 
which 1 mean it. Gold currency in circulation would 
mean more cost to the tax-payer in the sense that 
more gold would have to he put iuto the treasury 
for tho purposo of being handed out in exchange for 
ruiices or rupee currency notes on demand P— But l 
should like to be quite clear ns to how you mean it 
would be more expensive to the tax-payer. 

8897. I will illustrate it. You said in reply to the 
Chairman that 100 crores of rupees may come into 
the treasury to bo exchanged for gold coin P — At the 
outset, yes. 

8898. The equivalent in gold of 100 croroa of rupee*) 
will have to be put into tho treasury before you 
declare the gold standard and gold currency in force. 
It would cost you something to get the 100 crorcs 
of rupees worth of gold from outside? — You must be 
prepared for that contingency. 

8899. Yes, but if you put tliut in operation you will 
have to get the gold uiul put it in tho treasury. You 
would cither have to lock lip your reserve*) or seek 
credit outsido to get 100 crores of rupees worth of 
gold. You would have to pay interest on it. Would 
that not mean expense to tho tax-payor? — As regards 
these 100 crores and for a very brief period. 

8900. May I request you not to discuss the 100 
crorcs figure because I propose to discuss it with you 
Inter. Would you concentrate yourself on the point 
of view which I have just suggested P It means that 
you niUHt provide gold resources in order to facilitate 
tho possible conversion demands that may be thrown 


upon it?— Yes. My simple reply would bo that 
already wo havo got resources, gold resources and 
silver resources, which if not over-abundant or too 
ample, are quiLe sufficient to give us some assurauco 
that our gold standard and currency will not on the 
very first day prove fiitilo. 

8901. What you mean is that in the two reserves 
that 3 ’ou have got, you have got gold and gold 
socuritioB which can lie liquidated and you can 
provide tho 100 croreB of rupeeB worth of gold and 
gold securities? And to that extent it would bo 
more expensive?— ‘To that extent you can make a 
sacrifice. 

8902. To that extent we will lose that revenue? 

A gold currency in circulation does mean more 
expense than a gold standard without a gold 
currency? — Hut any sytitem of currency which has a 
fiduciary reserve and is converted into rupeeB from 
n fiduciary reserve will to that extent cause a loss 
of revenue. 

8902a. Do you regard the inconio hy way of 
interest from tho securities as a normal income of 
the State? It is so regarded at present in India? — 

I do not think that is advisable, it iB wrongly so 
regarded. 

8903. Hut to thut extent it will make a hole in 
the revenue? 1 am only asking you because to-day 
tho Finance Department does bake tho in teres L on 
the gold standard reservo mid the paper currency 
reserve securities to the credit of the revenue 
budget. To the extent of those securities being 
reduced in order to get this gold, thorn would lie 
a smaller income and to that extent it would cost 
the tax-payer more?— To tlint extent; but I still 
repeat that it is so wrongly regarded as income. 

8904. 1 may accept your statement, hut whether 
right or wrong it would make that much dim in nation 
in your revenue budget p— So far us my opinion is 
concerned, tho reply is quite elear that if the thing 

. is wrongly so regarded, it is wrong and ought not 
to lie bothered about. 

8905. Irrespective of whether it is right or wrong, 

I say for tho next year if the Kiiianco Member has 
to frame his budget on the schcino you have put, 
he would liavo to take credit for that much smaller 
amount of interest on the paper currency? -Yes. 

8906. And to that extent it would mean moro cost 
to tho tax-payer? — I agroo in that form. 

8907. Now we will therefore ask only one more 
question, — you think therefore that the tax-payor 
must bo prepared to make that sacrifiee in order to 
got a gold standard with a gold currency? — Certainly, 
and if I may illustrate that with an antilogy: Just 
for instance as we sacrificed 7 crores of rupees 
roughly speaking per annum from tho opium 
revenue, which was wrong, wo are agreed, I should 
on tho same a oology treat this reduction in tho 
interest income, if it is derived from a wrong policy. , 

8908. If it should moan a little extra taxation, \ 
you think that the question of having a gold standard ] 
and a gold currency circulation is so important that > 
that extra taxation if any might ho tolerated P— 

It is worth paying it, though I do not think it < 
would ho either heavy or protracted. 

8909. Now regarding the 100 crores of rupees 
which you think would bo tendered to the currency ' 
offices for conversion into gold coin when tho gold 1 
coin is payable by tho Government, may I ask you . 
whether you liavo arrived at that figure on soino ; 
calculation or whether it is a rough haphazard 
figure P — It is not haphazard. At the same time 1 
cannot Bay that it is a very scientific calculation. 

I may give you the main outlines of my general 
basis for thiB rough calculation for what it is worth. 

I take it that the active circulation of rupees to-day 
is about 300 orores, of which, testing by means of 
agricultural produco value and so on, and also the 
population statistics 1 should think about 250 crores 
would bo required for ordinary transactions P — 250 
crores of coined rupees would be required certainly 
by the people for active circulation. I am taking 
the gross circulation. The maximum according to 
my calculation would be about 900 crores of which 
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250 crorea I personally think would bo required. 1 
think tho not demand for conversion, should it come, 
would bo 50 eroreB of rupees; and 1 ulso take it 
that at tho most wo must be prepared for a reduction 
in tho noto circulation by way of conversion and 
replacement by gold in tho popular hands of another 
50 orores. Tho note circulation is 100 crores, in the 
iioigliourhood of 200 orores. Wo would convert it 
into (gold, wo would make it expressed in gold, on 
the assumption that gold would ho more acceptable 
to the people than notes. If wo make that as- 
sumption for the sake of argument- in tho long 
run I believe that the eventual, tho inherent 
superiority of the note will asset itself. Out of 200 
orores aliout 50 crores may have to lie tho maximum 
required to bo converted into gold. 

8910. So that I may summnrixo what you say hy 
saying that you expect 50 orores of silver rupees 
being tendered and you expect that 50 crores rupees 
worth of silver currency notes will be offered in 
exchange for tho gold coin? -At most. 

8911. Tuko rupees first: you said that you think 
that 250 croros of silver rupees aro in active circu- 
lation to-day, and you do not assume that that 
ainoiiiiL would he substantially reduced even with a 
gold currency P—I said from 300 crores, 50 croros 
would bo offered, therefore 250 crores would ho re- 
quired; thut is in circulation and that would he 
required. 

8912. That works out to something like Its. 8 per 
head of population? -Yes, about 10, if you speak of 
British India. 

8013. Ilnnking facilities in India are comparatively 
speaking very few; the transport facilities are 
similarly much Ninnller than in Europe; the facilities 
for getting your paper notes exchanged into 
ru|iees arc also comparatively small. If in Englund 
to-day the average of the shillings outstanding per 
head of population is 21, you think that 11s. 8 to 10 
per head here with tho handicaps I have just 
mentioned is a safe calculation P i believe so, in 
consideration of the relative wealth of the two 
peoples. 

8914. You think that where they require in 
England 21 shillings per head, in India 11s. 10 per 
head would he quite a safe calculation? Quite. 1 
should even go down to 5, hearing in mind tho 
rolativo position of tho woult-h of the two countries, 
5 would be safe, but in view of tho difficulties, 1 
should loavo a margin and put it at 8 or 10. 

8915. 21 shillings as you see aro double the 
smallest denomination of notes : Ihero arc nntos for 
10 shillings and still in spite of that, tho number 
of shillings por head outstanding is double that. 
Tho smallest denomination liere is only 11s. 5. You 
still think that is not an underestimate of what is 
in active circulation, the rupees? — I do not think so. 

8916. You think there aro hoards of coined 
rupees?— Not largo. 

8917. Whore aro these rupees to-day, tho 300 
croros? — 300 crores are in active circulation hut 50 
croros aro with people who can afford to lock up 
Its. 15 instead of one gold Coin. — I won’t say “ lock 
up.” If you moan they aro taking it hack for 
purposes of hoards, I won’t agree. Wo are now 
thinking of the octivo circulation being reduced to 
tho oxtent of 50 croros iu view of tho superiority 
of gold. 

8918. Professor Shah, if the 300 crores of rupees 
are all in active circulation, then tho man who would 
exchange fifteen rupees for one coin either with 
the motive of curiosity or with tho motive of kcoping 
that coin in his bag or in his safe, I think, would 
eventually put that into circulation, active circu- 
lation. This is not replacement of tho hoard. 
Where are the 300 crores of rupeeB outstanding? — 
They are not in active circulation, and you say you 
do not expect thero are any rupee hoards P — The 
coined rupee may not be much in hoards but tho 
silver in the shape of ornaments and so on may be. 

8819. But we ore not talking of silver bullion P— 
As far as the coined rupee is concerned, I estimate 


that the active circulation now in the hands of tho 
people is 300 crores. 

8920. Ajid if 50 crores of rupees como hack to be 
exchanged, they would only como hack to ho ex- 
changed for gold for a temporary period, tho people 
being nit raided hy tho mere curiosity of the now gold 
coin? — Thu peoplo's belief is that it is a superior 
coin. 

8921. Any way you think 50 crores rupees worth 
of gold will have to lie counted upon as being 
required P — As a maximum provision. 

8922. ,Why do you think they would exchange 50 
crores of notes for gold coin? «For the sume reason 
that tho general belief is that it may la* a superior 
or a bettor medium of exchange. 

8923. What denomination of notes would then be 
tendered? 5,10,100? — Small notes I think, compara- 
tively speaking. 

8924. You moan 3 fivo rupee notes for one ooinP — 
5 and 10 rupee notes. 

8925. That will he done for curiosity or for any 
other purpose?— I think the general feeling at first 
would lie, taking the average intelligence of our 
people, they would think gold to ho heller than the 
noto, better to keep in the pocket aiul of more value 
as they would feel. 

8920. Would they keep silver coin ill their pockets 
more than notes? That they do even now; there 
arc more silver coins than notes in idrculation. 

8927 ami 8928. lint the class which handles silver 
coin is different from the class which handles cur- 
rency notes?-- In the caw of small notes l do not 
think there is much to choose. The larger notes aro 
different. In the case of the small notes, T think it 
is practically the same class. 1 mean we arc talking 
of the 10's and. Vs which practically means 40 percent. 

8929. You really expect that with a gold coin in 
circulation even tho paper currency may lie effected? 

■People will tako less paper currency for a tem- 
porary period— wo must at least provide for that. 

8930. How long will thnt last, a few years or a 
few months? — Not a few months, a few years, but I 
am not prepared to say how long. 

8931. It will all adjust itself after 10 years?— Not 
so long ns 10 years. It is only a personal opinion, 
hut l do not think it w'onhl Ik* more than 3 yearn. 
If we go alxxil it rightly ami adjust all the measures 
simultaneously— you must not tako one proposal in 
water-tight compartments and leave out others — if 
you take all this comprehensively and go about at 
the same time, simultaneously, then I think three 
years would bo a snfo period to think of for tho 
adjustment. 

8932 At the end of three years all tho coin would 
return ami people would handle paper as freely as 
at present?— 1 think so. 

8933. And would iho paper notes lie more popular 
when people sw gold eurreiiey-enins available? ■ 
Paper notes would ho more popular; they would be 
more convenient. And I would also add that, tho 
further hanking facilities that I have suggested in 
tho course of this evidence would make thorn* facili- 
ties even more convenient than tho notes themselves. 

8934. What \ mean is, leaving those facilities as 
taking a longer time to develop, tho hanking 
facilities, taking tho conditions ns 1 hoy aro, do you 
think that at the end of two or three years, hy 
people seeing gold at the treasury, more confidence 
w ill he inspired in gold notes and silver than at pre- 
sent? — In the first place those facilities need not 
take three years to come into effect. 

8935. Suppose wo tako it for tho sake of our argu- 
ment that thoso facilities are delayed, taking tho 
things as they are now, do you think that tho cur- 
rency paper will get a set-hack as far as popularity 
is concerned, or will really become more popular P — 
Temporarily, it may create a set-back. 

8936. But after a couple of years or so? — The 
things will readjust themselves more or loss to tho 
samo level as they aro to-day and tho note will cir- 
culate to the same love) as it does to-day. 
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8937. Now regarding what you have said in Part 
HI of your draft Bill, you have therein, in clauso 2 
of section 72 given its the constitution of the Board 
of the Imperial Rank. Now 1 see from your hook, 
Indian Currency, Kxclinngc and Banking, published 
in 1922, at page 401, that you have thero gngon us 
a scheme of the constitution of the Board of the 
Imperial Bank The total comes to 25? — The 
directorate. 

8938. Yes. But here if I understand you cor- 
rectly, it is about ouc-third, or thero is no number? 
You don't mention the number in clauso 2 of your 
draft hill? — No, I do not. 

8939. May I tako it then that it is one-third of 
the 25 which is given in your honk of 1922? — Yes; 
you may make it 24 to have an even number. 

8940. Now there in j’our book the Government 
directors provided for by 3*011 are under (/) only 
two, out of 25. Hero in your draft bill 3*011 hnvo 
made it one-third of the total. As this is a later 
publication than that, may I ask you the ruMi for 
the change ?— Because I fend much greater ^Kd of 
Government supervision and control in view of the 
greater and greater experience one gets.* 

89-11. 1 see; in 1922 you thought that a Govern- 
ment directorate of 2 out of 25 was sufficient; hut 
now in 1925 you feol that it should be 8 out of 24 or 
25? — And I add 11 if a private corporation,” which I 
have mentioned here. 80 that my personal opinion 
still remains that the Bank should lm a wholly 
nationalised corporation in which all will bo Govern- 
ment nominees and no private capital either. 

8942. fn which case the shareholders will be paid 
out? — Yes. 

8913. And that is your ideal? You still develop 
this Imperial Bank Act as you think that tho ideal 
is rather remote to achieve?-- You mean the present 
improvement? 

8944. Yes.- -Lob mo make that clear. There has 
always been nil inconsistency in my position, if I 
may say so in this connection. 

8945. Oh; I see; I did not know that— No; it is 
not a matter of regret to ine. It is a position in 
which most of us are placod. It is simply an out- 
come of the fact that T have no confidence in the 
prcscut constitution of the Government of India, 
that makes mo hesitate in giving the complete 
nationalisation which 1 would otherwise give if tho 
Government of India was thoroughly responsible and 
sympathetic to the people of India. T would then 
not stop at all at half measures. But I know this 
position which is illogical makes mo stop at half- 
hearted measures that obviously make mo incon- 
sistent. 

8940. 1 am very glad that you propose to discuss 
things as you see them now without as you say 
visualising them as your ideal? — Yes. 

8947. And to that end you suggest this in clause 
73 and the following? — Yes. 

8948. Therefore, you suggest, to begin with, that 
one-third of the directors of tho hank shall be 
noininiited on a recommendation of the Legislative 
Assembly, either from among tho officers of tho 
Finance Department of the Government of India or 
from among tho members of either House of Legis- 
lature? — Yes. 

8949. You, therefore, suggest that tho Assembly 
should be asked to elect these eight members of thu 
Board of tho Imperial BankP That is what it comes 
to ? -Yes. 

8950. They are to select these officers or they may 
select non-officials? — As I explained to the Chair- 

* A commnnicatiou has mibsequeutly been received from Prof. 
Shah, stating that tho poasogo in Question relate* to the Indus- 
trial Department of the Imperial Hank, and not to the Imperial 
Bank piop«r, and that the Hoard of Management of the Imperial 
Hank pmpnr ia described on n. 244 of hi* book “ Indian Currency, 
Jfixchango and Hanking.” 


man, that is simply the outcome of the fact that the 
Government of India nominations do not carry fully 
the confidence of tho Indian nation 

8951. But wo agree, Professor, now to overlook 
tho ideal part of it in which perhaps many may not 
differ, and to take things as they are today; and 
let me put one question to clear that. You are, if 
1 may say so, impatient uhout the currency reform 
of the Government of India, impatient in the senso 
that you do not want to wait until we get the con- 
stitution altered P — Yes 

8952. Therefore, wo must take cognisance of the 
conditions as they exist to-day, and we cannot wait 
for the ideal day for the constitutional reform to 
come. Recognising these things, and taking tho 
Government as it is ami the Legislative Assembly 
as it is, whatever powers they may or may not have, 
you still suggest that tho Assembly should bo asked 
to select eight directors from out of the members 
of the Government or from out of the non-official 
members, to serve on the Imperial Bank?— On a 
recommendation from the Assembly, yes. 

8953. You don’t give that right to tho Governor- 
General in Council, but you give it to tho Assembly? 
— Yes. 

8954. If the Assembly selected two members from 

each party, do you think that it would bo to the 
interest cither of the country or of the institution? ■ 
—If the Assembly’s recommendations go on wrong 
lines, it docs not require me to say that it will bo - 
undesirable mid highly unfortunate. 1 

8955. You said in reply to the Chairman that you 
were aware that political influences mostly count in 
such matters in any 'legislature. I did not say 

alone.” But I say they would count. 

895(5. Do j’ou think that the Assembly, as you 
have seen it working, is likely to be an exception to 
the general rule?— Of political influences being at 
work, their being subordinate or being at work? 

8937. Being an exception to the general rule of 
the political influences being the guiding factor in 
such elections?— -Lot me understand clearly. You 
mean to say that in my experience do 1 think that 
tho Assembly would subordinate political considera- 
tions ? 

8958. Would you not apply the same rule ns 3*011 ; 
said happens to !>e the case in other legislatures in j 
tho world ?*— There is a natural apprehension in any = 
case. 

8959. Bearing in mind that apprehension, Pro- 
fessor, supposing something was to be done in the 
year 1927 or 1928, would you seriously suggest that the 
Assembly should bo given the right of electing eight 
members to the directorate of tho Imperial Bank 
or some other State Bank as 3*ou devise it? — I would 
seriously surest on two grounds; one, of course , > 
that the political constitution of the Government is 
not changed, and tho second is that I would, in view 
of this danger of which I am not unaware, confine 
tho recommendation, restrict tho right of recom- 
mendation or election by tho Assembly y^ datar B . 
mi ned classe s^ Jhat they can select only from these 

' groups, and the"' Assembly cannot "go" outside those 
groups to make its selection. You may say from 
among the officers of the Finance Department, from 
among such and such a class. 

8960. Which class would you namo there, Pro- 
fessor?— Of course, the Finance Department will bo \ 
there ; the officers of tho Finance Department would, 
in my opinion, naturally be there. 

8961. Naturally; but the officers of the Finance 
Department who are in the Assembly are only 
two.— They need not be members of the Assembly; 
they may be outsiders even. I have said so already. 

8962. That is the non-official members? — No, they 

may be outsiders. They may be officers of the Finance 
Department, or non-officiuls or me mber s of the Legis- • 
lative Assembly, — 
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8963. Three classes, one officers of the Finance 
Department. Then? — -Non-official business com- 
munity, let us say, tho general business community, 
the eminence of whose members will be known to 
the Assembly; and members of the Assembly itself 
in which a convention might come to be established 
that such members as have banking ami commercial 
experience might be selected. 

8964. May I follow it up a little further? You 
would havo members of the Assembly voting and 
selecting eight members from those who belong to tho 
Finance Department of tho Government of Tndia, 
those who belong to the banking and commercial 
community, all over India und tho other?- Tho 
members of the Legislative Assembly who have 
banking or commercial experience. 

R9Q5. I see, members of the Legislative 
Assembly? — Yes, such members of tho Legislative 
Assembly who have banking or commercial 
experience. 

8966. 1 see; they must select people of one of tho 
throe qualifications? — Or perhaps one other class 
might be added to that. 

8967. At any rate, you would not restrict it to 
mombors of the two Legislatures? -No. 

8968. Nor would you leave it open to the election 
of any member, either a lawyer or a doctor or a 
zaini lidar for example? — No. 

8969. You do consider that qualifications are 
necessary? -Qualifications must be laid down. 

8970. Even for election by the Assembly 
members? -Yes. 

8971. And you think that those qualifications 
should be, he must be either an officer of tho 
Finance Department of the Government of India or 
must bo conversant in banking and commercial 
interests of tho country? — Yes. 

8972. It would bo rather difficult, would it not, 
to very accurately lay down tho qualifications and 
to say who should be looked upon as a merchant 
and so on?— It may bo difficult; but it will be worth 
overcoming in this way. As you know, in all pro- 
cesses of election, there is nomination first. You 
nominate* a person. Tho nominating authority will 
he aware of tho qualifications. There is, for 
nxiunple, a convention nr a rule even in the present 
Legislative Assembly that 110 proposals for additional 
taxation might bo moved except by n Government 
member. Some such rule may be made in tlw case of 
these* nominations, that these nominations also ought 
to come from the Government. 

8973. Ought to romo from the Government to the 
Assembly P — Nominations to be voted on. 

8974. Therefore, all nominations should he 
subjected to Government who would select a panel 
of say 50 or 25 inemhors out of those and the 
Assembly would select eight out of that number? - 
Yes; T was even thinking of a definite nomination 
of A, B, C, D and so on made by the Government 
and the Assembly being simply asked to vote upon 
them. 

8975. That is wbat T said.— Of course you suggested 
an improvement which I am perfectly open to accept. 
A general panel of 25 from amongst whom the 
required number might be voted on by the Assembly. 

8976. Tho same thing as it is in some cases in 
tho Assembly. But tho process is reversed. At 
present for election to certain committees, the 
Assembly elects, say 15 members, that is called 
a panel, out of which the Government nominates 
five. Would that meet your purpose equally well ? - 
As you said it will he the reverso thing. 

, 8977. Would that serve? — It would serve. 

8978. The Assembly to elect say 15 or 20 after 
k which the Government alone Bheuld nominate eight to 
\ the Bank? — Yes, it would servo very well, 
j 8979. Now regarding (1) you suggest that that 
0110 -third of tho capital of the Bank should be 
allotted to the State not in exchange for hard cash, 
if I understand it correctly, but in exchange for the 
bullion and coin held in reserve now by the Govern- 


ment of India against the notes now in Circu- 
lation?— Yes. 

8980. What sort of capital would you keep for 
the Imperial Bank under this scheme, 25 or 30 
crores? — You mean tho total volume? 

8981. I am talking of the general capital. - -There 
again 1 should like to make a fuller answer if 1 may. 

8982. Yes, please* do. — T take it the total volume 
to-day is 11 crores 25 lakhs or something like that, 
is it notP 

8983. Well, we will proceed on that basis. — And 
it lias got no responsibility with regard to the note 
issue. ft is only a State Hank in the sense of 
holding the State’s deposits and other public deposits. 
It is not a State Bank in tbo sense of a note 
issuing bank. Therefore the greater liability which 
resUi upon an issuing bank does not fall upon tin* 
Imperial Bank to-day. In view of the proposed 
increase of responsibility, of liability, for these 
demand notes, which would then become the notes 
of the Imperial Bank, tho capital must ho large and 
I am inclined to douhlo it from 11 to 22 croroa; 
22 qrffe s would be by no means an extravagant 
expectation. 

8984. Then 22 crores or 20 crores would be the 
capital of tho Imperial Bank?— Tt might he more 
but at least 20 crores. 


8085. You can take any figure but let us put it 
nt 20. Now of this 14 crores should ho paid by Iho 
shareholders and seven crores lo he allotted ns full 
paid-up to the Government in exchange for their 
reserve; and tho profits would then be distributed 
as if the capital, I moan nil tbo capital, was put in 
by a set of shareholder*?- Yes. 


8986. Then you further suggest deductions, don’t 
you?- T suggest deductions in the sense that I limit 
the total amount of profits divisiblo in dividends, 
10 per cent-., and the rest after a provision of 25 per 
cent., for reserve, should lie shared equally between 
the proprietors of the Bank and the State. 

8987. Do you think tho Government ought to 
guarantee* a certain dividend also?— I think there 
is no need. 


8988. ^011 make them take tho money backward 
and forward free of charge in a biter section and if 
so would you not guarantee tho minimum dividend? 

-In view of tho great privilege* given it is 
absolutely unnecessary to guarantee a minimum 
dividend. 


8989. Do you think 10 per cent, easily attainable 
without any question? — Oh, very easily. 

8990. I see. Now later on in section 3, Professor 
Shah? — Clause (3) of section 72, you mean? 

8991. Section 72, clauses (1), (2) and (3), you say, 

11 Tn such matters the president of the board or tiic 
committee shall have a casting vote in addition to 
the ordinary vote a* a member; ami shall have the 
right to postpone tho derision by a minute of dissent 
pending the orders of the Government of India or 
a resolution of thn Legislative Assembly on the point 
involved.*' Why should he go to the Assembly nt 
all? If ho has the option pending the order* of 
the Government of India lie will never go to the 
Assembly. — Very well. 

8992. T mean hearing in mind the confidence you 
havo in the Government of India, judging from the 
remarks with which you prefaced your evidence, 
why did you put "or" there* and not “and”?— 

I certainly would not make it “ and." 

8993. Then you think in certain circumstances the ; 
Governor General in Council has to be given the j 
right of a substantial voity* in the management of j 
the Imperial Bank?— Buies will he made under this j 
Act as under nil Acts for thn detailed carrying out 
of provisions such as these. Now* a bye-law or rule 
may be made to say that in such matters as the 
undermentioned, whatever they may bn, the presi- 
dent shall await the final orders, if he dissents from 
the general board of directors, of the Government 
of India or tlie Governor General in Council as the 
phrase goes. In certain other matters, you would 
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lay it down in the byo-law 1 am thinking of, that 
the final order* may come from the Assembly. 

H994. Yea , 1 was looking for some explanation 
of that in your explanatory note to clause 72. 
1 did not find any there and 1 felt it diffi- 
cult to understand your use of the word “ or ” 
there. Now that you have explained it I take it 
tli is will ho a subject to be dealt with by the rules 
made under this Act. Now who will huve the power 
of framing these rules P-The Governor General in 
Council, but always subject to this proviso that I 
would like those rules to be placed on tho table 
of the Assembly to bo approved generally, not 
statutorily passed in the way in which you would 
pass an ordinary statute but generally approved. 

8095. You would leave the rules to be framed by 
tho Govornor General in Council bub subject to the 
approval of the Assembly? — Yes. 

8906. Ho that tho Government would not he able 
to chnnge the rules even if occasion may arise? — 
Oh, no. 

8997. But the rules will deal with minute details 

of tho Bank and if you proven l the Governor 
General in Council from altering tho rules as 
experience warrants, don’t you think you are ruthor 
creating — A complicated machinery? 

8998. Well, not only complicated; 1 was thinking 
more of a hard and fast machinery which may not 
satisfy tho management of an institution like a big 
bank you have in view? — You see J take it that the 
contingency here contemplated and in which that 
rule will function, will bo a contingency which is 
likely very rarely to happen. L think in the ordinary 
working of the Bank difficulties will not arise, in 
extraordinary situations and very special emergencies 
the difficulty may arise, and there of course, in view 
of the extniordinarincss of the situation, we must, 
be prepared to foco the difficulty. That is all that 
I can say. 

8999. All that I was wondering at was whether 
you are not facing too lively a risk. You say we 
must 1ms prepared to face it. You can only face it 
up to a certain point. With a hank like that you 
cannot face anything? — Therefore I am not suggest- 
ing anything in the case of ordinary matters. I 
take it there will be hardly any difference of opinion 
in regard to those. In the actual day to day 
working of tho hank there will he hardly any 
difficulty. But take a ease like this. For instance, 
the proportions of loans made say to Indians and to 
non- Indians, f have frequently heard it said; that 
is a sore point in many circles, I have no proof of 
it, and I ain only giving it to you as an illustration 
to the point we aro discussing; there is a feeling 
abroad that tho Imperial Bank is somewhat step- 
motherly as regards Indian demands and a little 
more liberal with regard to European or English 
demands, f give it for what it is worth. I have 
only heard it said. Now it is possible in a case 
like that, though it is a mere matter of detail, a 
big demand comes up to the Board of which the 
Finance Member is president rx officio, a contingency 
which actually did occur two or three years ago 
when the picrcgoods importers of Bombay repudiated 
their contracts practically speaking for the reason 
that they had counted on the two-shilling rate when 
they sent the indents and the rupee went down to 
Is. 3d. when the goods wero received. They were 
not prepared to take the goods which were actually 
received : u Bombay and Calcutta. They go hock on 
their contracts and the firm of managing agents - 
Enro)ieans — come to the Imperial Bank for accom- 
modation; I am merely putting a hypothetical case. 
Now that accommodation or a similar accommoda- 
tion, let us say, has boon refused to an Indian firm 
of the same standing as a European firm which has 
got it. The authorities of the Bank are prepared 
to grunt it to the European-managed firm; and the 
Finance Member, for the sake of my illustration I 
assume, is unwilling to concur with the general 
directorate of the Bank wanting to give tKis accom- 
modation. He wants therefore to hold the matter 


up, though it is a matter of detail, for instructions 
from the Governor General in Council. Such a ease 
may occur ; but it will oocur only on a very big sum 
being involved, in the matter of some general 
question being involved. j 

9000. Or it may oocur very often if there is any - 
credence to he put in the sort of rumours which you : 
just now elaborated before us. It will happen very 
often if things are bo bad as rumour has it. — If 
that feeling is so widespread it may happen. 

9001. Now to deal with cases of this nature do you 
think that the sort of hoard you have enumerated 
on page 401 of your book* would at all be either 

competent P — May I have it read out to me, 

please ? 

9002. Yes. Section 19 runs: “The supreme con- 
trol, direction and management of this Bank shall 
be vested in a Board of 25 directors made up os 
follows : — 

(a) Eight to be elected, annually, one each by 
tho shareholders of the Bank resident in each 
of the principal provinces of British India, pro- 
vided that no province with a totul holding of 
shares which does not exceed one-twentieth of 
the tntul share-capital of tho Bank shall have 
a right to elect such a director; 

(b) Eight to be elected in tho annual general 
meeting of all the shareholders of .the Bank 
acting together; 

(c) Two to be elected annually by all the 
shareholders ill- Jill -the -Native Htutcs where the 
'Batik Inis opened branches; 

(d) Two to he elected by the Debenture holders 
of tho Bank if any; 

(p) Three to ho nominated by the Board of 
Di rectors of the Imperial Bank of India, one 
of whom shall lie a managing governor of the 
Imperial Bank, one from among the other 
directors of that Bank ami one representing 
the Land Department of that institution; 

(/) The remaining two shall be appointed by 
the Govern men t of India from among the senior 
most officers of its Finance Department.” 

That is the constitution. This means that tho 
directors will be spread all over India from Burma 
tfl-the southernmost point and tlie westernmost point 
afid the northernmost point. Do yoii think a 
directorate elected on such lines can deal with the 
day to day work of the Bank whoro credits have to 
he voted every day and perhaps withdrawn every 
third dnyP — 'Not the whole of those 25 directors will 
meet every clay; T do not suggest that. 

9003. T do not say you do but that as your board 

of directors ?— That is tho hoard in control of 

the general policy. Them may be a smaller council 
formed. I believe I have suggested, speaking from 
memory, a smaller working council to dispose of the 
business. 

9004. That is your constitution of the Central 
Board as it is of the Imperial Bank at present, 
meeting once ovory two or three months or something 
like that. Then you would have a local board os 
at present?— At each branch. 

9005. Therefore the contingency that you named 
just now of the Finance Member of the Government 
of India having to veto a certain credit would not 
urise from day to dayP — No, it won’t arise; I never 
said it would arise from day to day. 

9006. That is just my point and therefore tho 
question of vetoing would only come up once every 
three months at the mostP — At the most. 

9007. It cannot deal with the personnel; it will 
only deal with the general line of policy P — Yes, it 
can only deni with the policy of tho Bank. 

9008. And therefore it is a thing which is not 
difficult for tho Governor General in Council to dis- 
pose ofTP — I do not say it is difficult for the Governor 
General in Council to dispose of. It is only when a 
question of the type I gave you as an illustration 
does arise that a special procedure must be adopted. 


* 8m footnote on page 444. 
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0009. I was trying to point out to you that a 
question of the type you gave me as an illustration 
cannot be dealt with by your board, it must bo dealt 
with by one of the local boards. It cannot therefore 
be dealt with by the Finance Member of the Govern- 
ment of India because that is a day to day affair? 
—But in a day to day affair over a certain limit 
tho Bank may require the consent and concurrence 
of tho whole Board. 

9010. Now for that purpose the Central Board 
would havo to nominate a working committee as 
they have at present. Those 25 people cannot bo 
expected to deal with any live issue ? — But the work- 
ing com mi tie would have the Finance Member on it. 

9011. You would have a working committee there- 

fore where day to day transactions are to he 
considered? — I should like to make a distinction, 
when you say day to day transactions. The every 
day routine matters I exclude. I only wish to say 
that though it may be a day to day transaction in 
the sense that all these transactions arise every day, 
still in a case like the one I illustrated before owing 
to tho magnitude of the sum involved or the nature 
of tho transaction, it may become desirable for the 
Bank management, for their own good name and 
security, to have the authority and authorisation of 
tho Finance Member who is the president of the 
Board. • 

9012. And you would have the working committee 
meet ns a weekly committee of the Central Board 
with the Finance Member active on .it?— Yes. 

9013. Which means that the whole thing would be 
practically run by tho Finance Member of tho 
Government of Indin? — 1 do not say it will bo 
practically run by him only. 

9014. That is just the point. I want to see 
whether you agree with that? No; he can veto 
cortoin things; he can hold up or delay, hut he 
cannot run the bank actively. 

9015. He cannot veto a thing unless ho is in touch 
with everything. You give him the power of veto 
and you have to attach to it the condition that ho 
must bo in touch with everything, if he is to exercise 
his power of veto with effectiveness; that is my 
point? — Yes, I see your point, but 1 would like you 
to understand my point also. 

9016. I realise it very fully; but I see a difficulty 
in it. I suggest to you that the scheme which you 
have outlined on page 401 of your book is not 
feasible? — I am trying to point nut to you that this 
Board of 25 directors need only meet once in three 
months at the most; therefore it does make it 
feasible by itself. 

9017. I am quite prepared to see the use of itP— 
Very well, then; there is a smaller council out of 
this central board and that meets, let us say, once 

a week. 

9018. Which means that only people from round 
about Delhi can go to attend those meetings? I 
want you to realise very fully that- India is a place 
of long distances, and a man from Rangoon or 
Madras or Bombay or Calcutta cannot attend weekly 
mootings held at Delhi. You say you want the 
Finance Member to preside over these weekly meet- 
ings and the members must therefore be round ibout 
Delhi or say wiithin 100 or 150 miles at tho most?- • 
May I point out that this difficulty can be got over 
by an arrangement amongst tho members themselves 
for taking turns to he there for three months at a 
time. They are only seven and two can take turn 
for these three months. 

9019. Beside at Delhi P — Yes, just as they do for 
sessions of the legislature. It no doubt involves a 
sacrifice of business; I do not deny zhat; but they 
need not stay there for the whole year, hut only 
for a period of three months or any other convenient 
period, say two months; they might take turns and 
stay in Delhi. 

9020 . What sort of remuneration wonld you be 
prepared to offer to such a man to come and reside 
in Delhi or do you expect him to come and do tho 


work gratuitously P— I do not like to suggest that 
it should be done gratuitously, because work done 
like that is hardly ever well done; but one analogy 
is tho directors’ remuneration that is given in 
England; a merely nominal fee would bo insufficient; 
the remuneration would have to be a little more 
substantial. 

9021. Gould you name the sort of remuneration 

that you think a man whom you expect to stay for 
three months in Delhi should get?— I should say as a 
general figure, have it at the saino level as tho 
allowances paid to members of tho Assembly or some- 
thing like it. • 

9022. Twenty rupees a day?— Or say double that. 

9023. Its. 1,200 a month P — For the period of resi- 
dence in Delhi. . 

9024. Do you expect a business man in Madras or 
Rangoon to come nml stay in Delhi for three months 
a year on Rs. 1,200?— If ho has a sense of public 
duty. And I do not forget nlso that thcru is such 
n thing as the telegraph nr the through telephone 
to Bombay or Calcutta and other places. After all, 
wurk can be done, by that method with bis branch 
in all importunt matters in which his consent would 
lie required. 

9025. Did I understand you to say that you would 
expect questions of granting credits and other things 
to bo dealt with by tho office in Delhi hy telephone 
or telegraph?-- Oh, no; 1 did not say that; I said 
that the director residing in Delhi for three months 
could dispose of his private business, if necessary, 
by means of the telegraph or telephone. 

9026. If he wanted to? -Yes; I quito freely recog- 
nise that Rs. 1,200 is insufficient for tho total neglect 
of his business. 

9027. Bearing in mind all tho facilities of telegraph 

ami telephone, etc., you think that it is feasible and 
reasonable to expect a successful merchant in one 
of tho parts of India to resido at Delhi for three 
mouths a year in order that he may hn n director 
of the Imperial Bunk? You do not think that would 
cut out tho most useful section whom you really want 
on the Board?— No, Sir PiirsliotnimhiK, lor this 
reason : that I take it that the men who will ho 
selected for such posts would ho men who are already 
at the top in their own business; they cannot be 
in a subordinate position as a manager or such 
like. . . . 

9028. I fully see that: T do not want to interrupt 
you, but do you not think in India it often happens 
that men beyond a certain ago do not havo thu 
necessary energy to do this work ? Do you not think 
that this is a handicap?— I ain inclined to think there 
are exceptions; men at sixty are active enough. 

9029. You would then depend upon the exceptions 
not on the average? — After all I ain thinking of 
twenty-five men or rather one-fourth of that number, 
out of a total number of several hundred millions. 

9030. Referring to sectious 80 and 81 (this is my 
last question) where you expect tho Imperial Bank to 
remit money to and from all the branches for cus- 
tomers and non-customers, do you not think that you 
are giving a substantial set-back there to the indi- 
genous section of hankers, namely tho sowear and tho 
petty money-lender, without giving them any other 
quid pro quo , without giving tho people any facility 
in tho form of opening small branches of banks in 
various wayside places? If you take money to and 
fro without any charge, you are practically killing 
the Chctty, the Marwnri ami tho Multani sliroff? — I 
am also suggesting tho opening of branches in n far 
more liberal spirit than is, even under the present 
constitution, provided for; and I extend hanking 
facilities in such a way that tho opening of branches 
would not be reduced ; if anything they will be multi- 
plied. 

9031 . Taking the total number of branches at 160, 
it is very inadequate according to your opinion P — 
Certainly; is it 160P 

9032. Round about that? — I am very glad to liea: 
it. 
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9033. They had 00 before and they have completed 
14)0; or rathor they have 164 in all. That is very 
inadequate? — That is very inadequate though. 

9031. How many branches of the bank would be 
adequate before you can hit the Chetty, the Marwari 
and the Multani, who really finances the timeses of 
India? — To cut them out altogether? 

9035. Adequate to enable you to hit the Marwari, 
Multani and the Chetty claasee thoughtlessly? — But 
I do not want to hit them thoughtlessly. 

9036. 'When you take money to and fro without any 
charge at all t you cut these people out ? — Yes, as far 
as remittance business goes. 

9037. Can you afford to do it unless you had, not 
1Q0, hut perhaps a lakh and sixty thousand branches 
of the bankP — That is what I have suggested— every 
village with a post office or a railway centre to havo 
a branch or agency. 

9938. Fordoing banking business P — Yes; either an 
agency or branch for every village which to-day has 
a post office. 

9039. Do you moan that every village which has a 
post office should havo a branch of the Imperial 
Bank?— Here sire the words in paragraph 74 : 11 Sub- 
ject to the provisions of the Bank Charter Act, the 
Bank aforesaid shall ojion branches ns follows: — 

(1) Wherever the necessity for the issue of cur- 
rency notes requires a branch, i.e., in every town in 
India with a population of fifteen thousand inhabit- 
ants or more; or in every town which is tho head- 
quarters of district administration; or the capital of 
a province, or native state, or the junction of two 
railway lines or more.” 

99-19. May I sav that T have seen thatP Have you 
any idea as to how many branches would he re- 
quired? — It might eventually mean twenty thousand. 

9041. Until those branches are opened you would 
not carry money to and fro free? —I say eventually 
it might mean tw'ontj’ thousand ; hilt -it does not pre- 
vent us from having to-day arrangements with the 
post office in collaboration with the Imperial Bank 
that money may he remitted to and fro wherever 
there is a post office. 

9942. You would therefore recommend that next 
year money should he carried to and fro froo of 
charge and wait to develop your branches, as it is 
bound to take timeP — It wall tako time. 

9043. Tn tho meantime you would take tho money 
to and fro free of charge? — I would. 

9944. You do not think that would hit these very 
useful classes?- Tf I may point out, tho only person 
who would he hit is the post office in this case, 
because money orders pass through the post office, 
which charges a rupee for every hundred rupees re- 
mitted. 

9045. But what about the village money-lender or 
the small shroff, tho Marwari, the Multani and tho 
Chetty— these are tho three classes which practically 
finance the masses of Tndia? As soon as you take 
money to and fro free of charge, what business is 
loft to them? — This is only remittance business. The 
business of fmnnee proper in the senso of lending 
money for a jieriod is different and that business will 
still remain in tbeir hands until these twenty 
thousand branches or agencies are established. 

9046. I fully see that. What ! was thinking of was 
that theso men havo several branches of the same 
firm in several parts of Tndia and by transmitting 
money thoy enrn a little on the money in trans- 
mission; what he earns ns interest on the loan he 
takes risks for P- To that extent he himself would 
he a beneficiary hy having these monies sent free of 
ciharge ; 

9947. You do not think it will hit him? — I do not 
think this will hit the general business of the Mar- 
wnri or the shroff. 

9948. (Sir Alexander Murray.) We have two mints 
in India jiiAt now and you propose that in future we 
should havo one mint only? — Yes. 

9049. And you give as the reason for it the com- 
mercial importance of Bombay? — And administrative 
convenience also. 


9050. I have figures here showing that Calcutta now 
clears more cheques than all the rest of India put 
together including Bombay, and yet you consider 
that Bombay is of more commercial importance than 
Calcutta P — Bombay is more commercially important 
for tins reason in my mind: that the commercial 
importance of Bombay is native Indian and not non- 
Indian, whereas Calcutta importance is largely non- 
Indian. 

9051. Therefore yon put it on a purely racial basis; 
bccauso Bombay is Indian and Calcutta is European 
tho mint should he in Bombay?— That is my point, 
yes. 

9032. In spite of tho fact that Calcutta now dears 
more cheques than all tho rest of India, including 
Bombay, put together P — Yes. 

9053. You say also for administrative convenience: 
do you not think that in view of the sise and magni- 
tude of India, you have got to cater from Rangoon 
on the one side, down to Madras on the other and up 
to Assam in the north and therefore it would bo more 
convenient administratively to continue to have two 
mints? — I have an open mind on that; but I should 
prefer one mint from the point of view of administra- 
tive convenience, particularly in view of the fact that 
all the gold comes to Bombay first: Bombay is the 
port where all gold coming whether from Africa or 
from London will be consigned; therefore that will 
he the most convenient place. That mainly is the 
reason that induced mo to make that suggestion. 

9054. But in view of the fact that we lmvo two 
mints and in view of the tremendous Amount of 
business done on this side ns well os on tbo other side 
of Tndia, do you not think that it would be adminis- 
tratively convenient to havo two mints?— It was ad- 
ministratively convenient in tho days when wo had 
silver standard and currency, because silver could 
come even from China or Japan, whereas T take it 
that when wo have only a mint open for gold, and 
silver is demonetised in the sense I have suggested, 
then Bombay in my opinion would ho more convenient 
in view of tho fact that gold imports would come 
there. 

9055. So far ns tlio import of bullion is concerned, 
hut not tho distribution of tlio coins?— No, not the 
distribution of tbo coins. 

9056. In ono of the explanatory paragraphs to 
olnuso IS referring to the suggested rale of 
exchange you give as one of the reasons if not tho 
principal reason for maintaining fifteen rupees to 
the pound, that it is tho rate which would cause the 
least' disturbance in the mercantile world. Under 
existing conditions, is tho rate that will cause the 
loiwt disturbance in the mercantilo world not the 
existing rate, namcly.lSd.p — Under existing condi- 
tions, yes; if you go on keeping to that rate it might 
cause fewer disturbances. But T should never forget 
the fact that the existing rate has been brought up 
from a lower rate. 

9057. You use the argument and a very good 
argument, if I may say so, that tho desirable rate is 
tho rate that will cause tho least disturbance in the 
mercantilo world. Therefore, under tho existing 
conditions Is. 8d. is tho rate which would cause the 
least disturbance in the mercantile world P — Every- 
thing considered, T don't think so. Everything con- 
sidered, t think Is. 4d. would cause loss disturbance. 
But I always have my point that this is merely an 
internal ratio of a demonetised money to a standard 
money, 

9958. But will you oxplain to us what you have in 
view whon you say that under existing conditions 
Is. 6d. is not the rate which will cause the least 
disturbance in the mercantile world? — When I say 
all things considered, I mean that Is. Gd. itself 
has been brought up by artificial means. 

0059. So was Is. 4d.— But Is: 4d. has the pre- 
scriptive) fact behind it of having been in actnal 
operation and working for 15 years. 

9060. But 2m. was in existence for 20 years and 
yet did not stick to it? — 2s. was in existence for 
100 years before 1873, the 20 years that followed 
made the variation so much that you had to snake 
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the alteration and you made the alteration into the 
morita of which we need not go. But after 1899 
to 1014, yon had 15 years of this ratio which, what- 
ever the dislocation and difficulties must havo boon, 
allowed time for such difficulties to distribute them- 
selves and he more even. Here is a question of a 
sudden further change from is. 4d. to Is. Gd. which 
Wats a matter of the last two years. I am only speak- 
ing of the actual rate as it was in .1923 and in 1925. 
Now, you might take another year or more to com- 
pletely realise the change J suggest. Though us it 
is a matter, I once again repeat, of the relation 
between a standard money and token money, it is 
relatively unimportant from the point of view of 
foreign trade and foreign exchanges. What would 
matter (and I grant it would matter) would be 
internal transactions made so far in ru|>ccR; ami 
therefore I havo already answered Professor Ooyajoe 
that such hardships will come and must ultimately 
be faced. 

9001. And therefore tho rate of exchange you say 
has no relation to the price levels in the different 
gold countries? — 1 don't say that. 

90G2. You mean that rate is immaterial because 
it is not a rate for the standard money? T mean 
it is a rate of internal exchange between the 
standard and the token, which is not un exchange 
rate of foreign exchanges between currency in this 
country and currency in other countries. 

11063. Therefore it is ini material what the rale 
should lie? *J_t ip .immaterial in tbat .sense. ... 

90(4. You would not take into account that tho 
price levels in Tndia, the United Kingdom, ;lio 
United Slates and other gold countries are round 
about the same level and therefore now seems the 
proper time for stabilising exchange at this rate?-- 
No, I don’t think so, becausn the price level will 
follow our gold standard then. 

9055. One other point. You say in explanation of 
Clause IS, “ The saving in the home charges would 
he a malerial consideration, perhaps, if the Indian 
people had the control of their finances and 
were able to employ the funds saved li.v this 
means iu the remission of taxation or employment 
in industry." Can you indicate to what purpose 
the Indian Government lmvo been putting the 
funds in the meantime? What, had you in view 
when you wrote that? - The present Home Charges, 
to which this sentence relates, consist largely of 
payments to the War Office, payment by way 
of interest on loans made for productive or 
unproductive purposes, and payment by way of 
pensions and salaries or leave allowances to tho 
officers of the Government of India, in England, and 
stores and so on. Now this saving, from Is. 4d. to 
2s., in the shape of our having to remit less rupees 
to get the same amount of sterling at the 2s. rate, 
would be, if at all, an effective argument provided 
the saving was really a saving to tho people, f 
mean if the money saved was coming back in some 
form to tho people. Rightly or wrongly, I look upon 
military expenditure as wasteful. War Office 
charges therefore paid by the Government of Tndia 
to tho War Office in England f regard as a matter 
of waste. If we even accomplish this saving by 
the manipulation of exchange and return that 
money to the tax-payer in the shape of remission 
of taxation that might he an argument. But if this 
money saved goes up merely in increasing tho 
salaries of the Civil Service or in increasing the 
military expenditure, it is much worse than before. 

9008. Supposing we had 40 million sent home on 
the basis of Is. 4d. and 40 millions on the basis of 
Is. 0d., that is a material saving. An actual money 
saving to the Government. Where do you suggest 
that money goes undor existing conditions? Because 
you say that presumably the present Government 
of India is not able to employ the fundi saved by 
this means in remission of taxation of employment 
in industries. Well, where else dees it go?- Why, 

06583 ’ 


the increases under tho Lee Commission's recom- 
mendations alone run away with one crore. On the 
illustration you yourself gave, 40 million remitted 
at 15 rupees to tho pound will cost us 00 crores; 
at 13*1/3 it will cost us say 55 or 5-1 crores. Oil 
your suggestion it means a saving of 5 crores. You 
want me to answer the question when* does that 
go? T say if you add in this way additional allow- 
ances to the Services, freo passages, increased 
military expenditure, increased stores, you simply 
dissipnto tho tiling, which really therefore makes no 
substantial material benefit to tho people of India. 
We get the same service for increased charges. 

‘.HM7. Tlioreforo ,tho reason why wo should not 
stick to Is. 6d. is that, if wo do, we will save bo 
much money that we will be ahlo to give effect to 
the fioo (tun mission's recommendations ; and in your 
opinion it is undesirahlo to give effect to these, 
therefore wo should not remit at Is. Gd. — My argu- 
ment was that it may he a real saving if the money 
was not spent in this way but was to return to tho 
people. 

9lK>8. Wliut is tho difference between what T say 
and what you say? -A groat difference. T will 
point it out, if you will allow me to. When T ray 
tho money was returned, read it in conjunction 
with the whole paragraph, nud previously 1 did state 
that oven this saving was nothing in comparison 
with the loss involved in getting less rupees for 
our exports at the higher exchange rate. Because 
if your homo remittance of 40 million pounds was 
made not merely at the Is. fid. but tho 2s. rate, it 
will save you 20 crores. Then at 10 rupees, will 
have to remit- 10 crores. At 15 rupees. GO crores. 
We will say GO crores. I sav that saving is nothing 
in proportion to what wo receive in export, to wl»at. 
wo lose at the higher rate oil export of goods. I 
say that above. 

0009. 1 am speaking of what, you say hero You 
say this saving in the home charges will be a 
material saving perhaps if llio Indian |>eople have 
control of their finances and w'e are aide to •mploy 
the funds saved by this means in the remission of 
taxation or employment in industries. -T suggest 
that you jdmuld rend llio whole paragraph together. 

9070. T have rend the whole paragraph. I am 
quite willing to deal with the others in the ranie 
way. But I take this us a typical point in the 
paragraph. - My point is that if this money saved, 
fi, fi, or even 20 crores, was actually money returned 
in tho sliapo of remission of taxation to the [ndian 
l>eoplc, then it would l»e a justification for saying 
that it is a real saving. But if tho money saved 
was only spent up in increased expenditure, and 
a wasteful kind of expenditure at that, then I don’t 
think it is right and proper to say this is a proper 
saving. 

0071. And for that reason, exchange should lie 
reduced from Is. fid. to Is. 4d.?~- You may say bo if 
you like. 

9072. (Sir Pnjhmld Mint.) Professor Shah, wan 
this Act of yours drafted with n view to intro- 
duction in tho Legislative Assembly?- T should bo 
terv happy if it is introduced in the Legislative 
Assembly. 

9073. But it was intended ns a serious piece of 
legislation, was it not?— I am nob a member of the 
T legislative Assembly. As much as an outsider can 
pretend to make it a serious pice© of legislation T do 
so intend it. 

9074. Do you consider that the first two clause* 
of this Act aro infra virus of the Legislative 
Assembly?- No, not as the constitution stands 
to-day. 

9075. Now, if you were to introduce a Bill in the 
legislative Assembly, tho first two clauses of which 
were patently ultra vires , might not an unfriendly 
critic say that this was not intended as a Berious 
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attempt at legislation, but rather of the nature of 
a political manifesto? — The unfriendly critic would 
lie most unfriendly and not at all a proper critic 
if lie said that, in view of the fact that I myself 
point out tlioso difficulties and suggest remedies. I 
am not unaware of them. 

9070. In Ihc explanatory notes to Clause 18 you 
sa.v that you suggest a rate of exchange of Re. 15 
equal to olio jmiiiikI. — Yes, that is it. 

9077. Now, turning to tlic details of the Bill, 1 
find that the rupeo is to 'be l/15th of the moliur. — 
Yes. 

9078. The mnhur is to contain 108 grains Troy of 
pure gold? — Yes. 


9079. The mohur will therefore not be equal to 
the sovereign and the rupee instead of Is. 4d. will 
only bo approximately Is. .8 Ad. — Yes, that is so. 

9080. Why do you say then that you are retaining 
tho Is. 4d. rate? --Because it is the nearest. It is 
not the exact fraction but it is the nearest. It is 
a very small fractional difference. As we are talking 
merely of token money and its internal ratio to the 
standard coin, that particular precision I thought 
was not neoessary. It is only for working purposes 
that I call it 15 to the mohur or 15 to the pound. 

9081. Chairman : Professor Shah, the Oommission 
is very much obliged to you for your assistance 
to-day. . 


(The i ritnes* withdrew.) 
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Mr. Naum Ranja.n Sarkar, accompanied by Mr. J. Chose, representing the Bengal National Chamber 
of Coininereo, Calcutta, called uud examined. 


9082. (Chairman.) Mr. Sarkar, you are a member 
of the Bengal Legislative Council?— Yes. 

9085. And Mr. J. N. Jiiihiri? — He has not conic. 

8084. Who is with you to-day os your colleague? — 
Mr. J. Chose. 

9085. You aro both members of tho Bengal National 
Chamber of Commerce? — He is not a member. 

9080. But you are a member of tho Bengal National 
(’li n in her of Commerce? — Yes. 

9087. You have conie to-day to assist us on hehalf 
of your Chamber, from which we have had a memoran- 
dum* expressing its views. Could you tell us, in the 
first pln.ee, a few leading facts about the Bengal 
National Chamber. Wlmt is its membership in num- 
bers? — About 3(H). 

9088. What is the nature of the interests repre- 
sented on tho Chamber?— Indian business. 

9089. What classes of business? — Export and im- 
port business, industries, buying and Helling, some 
manufacturing also, jute, Ac. 

9090. Are they mostly merchants? — Yes. 

9091. Bankers? — Some bankers also. 

9092. Brokers?- Yes. 

9093. Bullion brokers? — No bullion brokers. 

9094. Exchange brokers? — There are some. 

9095. Mostly produce brokers? — Yes. 

9090. What is the nature of the manufacturing 
interests represented • jute?— There are some jute and 
cotton dealers also. 

9097. When was the Chamber first founded?— I do 
nol know the exact date— some time ago, about 15 to 
20 years ago. 

9098. Just in order to guide our questions, Mr. 
Sarkar, would yon tell ns the nature of your own 
business interests P—1 am the manager of an Indian 
life assurance company. 

* Appendix No. 48. 


9099. I will ask you a few questions upon the 
memorandum oi the Chamber, and we understand 
that you will lie expressing the views of the Chamber 
a ml not your own personal viewa. In the last sub- 
paragraph to paragraph 1 it appears to mo there 
may bo a misapprehension which should be removed. 
^ oil say : “ In England where there is gold standard 
and gold currency people like to manage their work 
tli rough notes, cheques and bills. 1 ' Is there in fact 
any gold currency in Englund? That is not tho 
case now, is it? No gold circulates in England, does 
it? — At present it docs not. 

9100. In reply to question 1 you say: ” The pro- 
blem of balancing the budget in case of Is. 4d. 
exchange rate . . . Wo have omitted that; the 
figures wero incorrect. 

9101. You wish to cancel that passage altogether? 
— Yes. 

9102. That will save us some questions. We under- 
stand that the passage which relates to the increase 
of the Customs revenue with the reduction in Hie rate 
of exchange hits been deleted in view of some imper- 
fections in the calculations. In paragraph 2 the 
second sub-puragraph, you say: 11 There cannot 
lie stability in India unless she adopts gold 
standard mid gold currency with fixed ratio between 
her gold mohur and silver token rupee as 
almost all tho countries with which she has trade 
relation enjoy gold standard and gold currency.” 
There again 1 find some difficulty in following your 
statement. There is no actual gold currency in most 
of these countries? — In America there is. 

9103. But thore is no gold actually in circulation 
in America except to a trifling extent. Is there any 
country particularly in your mind which actually 
enjoys the use of a gold currency, not a gold stan- 
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dardP If you go to America you never geo nn Eagle 
now-a-days. I do not know any country with which 
India has trade relations in which you ever do see a 
gold coin. Perhaps that is not a matter within your 
personal experience P — Yes. 

9104. You say: 11 The stabilisation of the Indian 
rupee in terms of gold will tend to bring the prices 
of her agricultural products on the same level with 
those of other countries which have gold standard 
and improve the condition of the agriculturists and 
other producers.” Agreeing that that is the effect 
of the stabilisation of the Indian riipen in terms of 
gold, might not the supporters of an exchange stan- 
dard say that a sound exchange standard also 
stabilises the rupeo in terms of goldP — But our ex- 
perience is that it could not. 

9105. Your critic on this paragraph might sny : 
“ In the past you had not a scientific exchange 
standard, because, for instance, there was no legal 
obligation to soil the medium of international cur- 
rency.” The point is, is it not claimed for an 
exchange standard that, when soundly hnsed, it also 
stabilises the rupee in terms of goldP Would you 
agree to that?- -No. Even if the foreign exchange is 
stabilised, internal prices cannot bo stabilised by thu 
operation of a gold exchange standard. 

9106. Your reply is that, even thougli the exchange 
is stabilised, internal prices nre not stabilised by 
an exchange standard P — Yes. 

9107. If the foreign exchange is (stabilised, then in- 
ternal prices will, whatever the means of stabilisation 
may he, follow world gold prices, will they not? - 
That will not bo always so, and it will take a long 
time. 

9108. Could you explain to us why, if the foreign 
exchange is stabilised on an exchange standard with- 
out a gold currency, there will ho less stability of 
internal prices than with a full gold standard?— 
Bee an so a gold exchange standard is not automatic 
It can expand currency hut it cannot contract in 
times of need. 

9109. Is it your opinion that it is impossible that 
an exchange standard should be made to work auto- 
matically ? — Yes. 

9110. Let me put to you an organisation of llio 
currency in which tho paper currency and the gold 
standard reserves nre unified under the control of a 
Central Bank, and a legal obligation is accepted by 
the Central Bank to buy and sell either gold for ex- 
port or foreign currencies at the determined par of 
exchange. Have you considered whether that would 
have the effect of making tho contraction and expan- 
sion of the currency automatic? I am putting to you 
an organisation of tho currency system on an ex- 
change standard in this manner- -that the paper cur- 
rency reserve and the gold standard reserve are 
combined, and are under tho control of a Central 
Bank, and that the Central Bank undertakes the 
legal obligation to buy and sell, either gold for export 
or foreign currencies of gold standard countries, at 
tho par of exchange, at whatever rate may be fixed, 
Is. 6d., Is. 4d., or any other rate. Would such a 
currency system as that make the contraction and 
expansion of the currency automatic? -No. 

9111. Why would it not, because then, when you 
Bel! foreign exchange, your reserves would he con- 
tracted, and, if you have only one reserve, if your 
reservo was contracted your total currency would 
have to contract. But that, perhaps, may take you 
into regions of hypothesis which you have not 
yet considered. In paragraph 3 you are denting with 
the rising or falling rupee, and you say at the end 
of the paragraph : “ The falling rupee, on the other 
hand, impedes import and encourages export, but 
here also speculation reigns supreme, thero being no 
knowing of its destination.” Are those undesirable 
effects from a falling rupee? Then you go on: 11 It 
requires more rupees to discharge sterling obligations, 
causing thereby a deficit in the budget which can 
hardly be balanced without imposing duties on 
export.' 1 I take it you mean that those are 'tho bad 
effects of a falling rupee?— Yes. 

56588 


9112. A little lower down you say: 11 Tn view of 
what has been said above, tho rupee should he 
stabilised in relation to gold standard at the ratio 
of 1 to 16.” That would involve a fall in the rupee, 
would it not, from its present ratio? — Yes. 

9113. Why then, one asks, do you recommend that 
tho rupeo should be reduced ? — Kail only in the 
transition period; but it will be stabilised then at 1 
to 15. 

9114. Why do y on recommend that there should be 
a fall iu the rupee when you have been calling atten- 
tion above to tho bad consequences which result? — 
Hiding and falling, 1 have drawi: attention to both, 
rising to Is. (kl. 

9115. Tt is at Is. 6d. now, is it not? — Yes ; but 
tho country has not adjusted itself to that rut* 1 . 

9116. To what rato of exchange, iu your opinion, 
is the country now adjusted?-- Ik. 4d. 

9117. And it follows, iu your opinion, Lhnt no 
adjustment lias taken place to the 18d. rato at all? 
Would that be so, Mr. Sarkar? - Yes. 

9118. Tn spite of its having prevailed for about 
six months?— Up to August 1924 it was Is. 4d. 
About the question of contraction which you asked 
me before, balance of trade being in our favour, 
lliere will he rare occasions for contraction. 

9119. I did noL quite follow that? - You say that 
by remittance operation the reserve will he depleted. 
About the ideal currency you referred to. 

9120. You are reverting to my previous 
question? Yes. Then there will ho rare occasion 
for us to solid money because the lialance of trade 
is in our favour. 

9121. If I follow your replies upon this point, 
you are of opinion Llml either a rise or a fall is 
disadvautagiMMis from that rate to which the rupeo 
is adjusted, hut you are of opinion that at the 
present moment the rupee is adjusted to the rate 
of Is. 4d.P Yes. 

9122. Oil referring to tho Calcutta index number, 
i find that the last time when the gold rale, that 
is the cross rate, was about Is. 4d. the Calcutta 
index 1 1 ii in ho j 1 was about 180; and 1 fiml that now, 
with tho rupee .at the cross rule of Is. (id., which 
is coincide nb with the sterling rate, the Calcutta 
index number has fallen to 157. Does not that 
provide rather prima facie evidence that there has 
been a substantial adjustment to the Is. Gd. rate? — 
But we see* no evidence for that fall, because our 
railway rate is the same, the fixed wage is the same. 

9123. This is the index number of prices. The 
evidence that it provides is tho evidence as to general 
prices, cereals, food articles, oil seeds, cotton, 
textiles, el« Have all these prices adjusted them- 
selves? Tin index numbers are not always reliable 
here. 

m 

9124. Let us dismiss the index number and sea 
wliat other evidence there is as to tho question 
whether or not conditions are adjusted to tho Is. 4d. 
rate. Wliat other evidence would you suggest that 
we should refer to?--- For a long limo wo aro 
accustomed to that rate, 15 rupees to a mohur. 

9125. For 25 years that rato ruled, but, on tho 
other hand, a good many rates have ruled since 
Is. 4d., have they not? I really want to see 
whether you have any other positive evidence in 
your miiul ns to this question of the adjustment of 
conditions in ludn to the rato of exchange. Of 
eiiurso one would naturally suppose that the first 
assumption is that things adjust themselves to the 
ruling rate; then if it is said that they are not ad- 
justed to the ruling rate ono tries to sen what the 
evidence to lend one to that supposition is. I suggest 
that tho index numbers do not support your conten- 
tion, and T was wondering if there is any other posi- 
tive evidence us to tho maladjustment of Indian 
conditions to the ruling rate of exchange P— Wages 
remnin fixed. 

91 2G. Wages have shown no marked decline in 
rato P— No. 
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9127. It liftN been stated to us in evidence that, 
of recent years, there has been a general tendency 
to a rise in the rates of wages in India owing to 
gcuerul economic conditions, and it is suggested 
Hint the effect of a rise in exchange has been not 
indeed to produce a fall in wages but to prevent 
»t rise. What would your opinion bo on that ^ — 
I beg your pardon p 

9128. \Ve have received evidence to thn effect 
Unit there has been a general tendency in wages 
in India to rise of Jale years owing to general 
economic conditions, mid it is suggested that tho 
affect of tho rise in exchange has been not to 
produce a fall in wages blit to prevent a rise which 
would otherwise liavo taken place, so that there is 
a masked effect from the exchange P- Wo liavo not 
considered that question from that point of view. 

9129. Mr lint is your experience ns to tho general 
tendency of wuges in India? Has there been a 
general tendency for wages to rise with the better 
education of the people, better accommodation and 
ho on?- --No; I don’t think education has lmd any 
effect. 

9130. You have not considered that?- -No. 

91. ‘11. Under question 5 you say that: “The 
control of tho paper currency may he given to the 
Imperial Hank of India, the constitution of which 
should he so changed as to admit of effective Indian 
control.” I wonder if you would expand that a little 
to show us just what you mean and what you 
desire?-- Indians should ho there; that mv com- 
mittee's idea. 

'91-12. Mould you make* it a part f the constitution 
oi the Hank that such mid such a proportion of the 
director, should lie Indians? -Yes. 

SUM. What iiroiiortion? In Bengal we Imve K nt 
7 ilim-lors of which only 1 is Indinii; wo want 4 
Indians. 

91.14. flint is, n majority of Indian Directors on 
each Presidency Board?— Yes. 

9135. Aro there any other changes in the con- 
stitution of the Bank which you reeouimeMd as a 
preliminary to the transfer of control of the 
currency? No. 

91.16. In recommending a gold currency in the 
next paragraph you say; “provision wili havo Lo 
lie made lor easy conversion and reconversion of 
gold and silver coins.” If you aro going to under- 
take the conversion of silver coins, that will require 
some ^additional gold, will it not? — Conversion. 

91.1/. ^ os, conversion of silver coins. You will 
havo to strengthen your reserve, will you not, in 
order to undertake that obligation P— I do not 
think so. 

91.18. I suppose wo may assume that the reserves 
are at present only so largo as is necessary, first 
of all as regards tho silver reserve to secure tho 
convertibility of the notes into rupees, and, 
secondly, us regards tho sterling and gold reserves, 
to support the exchange value of tho notes and 
rupees. If they are only big enough for that 
purpose, now you are undertaking u further 
liability upon the reserves, are you not, and that 
is to convert the rupee into gold?— Our gold standard 
reserve and paper currency reserve both combined 
will he able to support that convertibility to begin 
with, because there will not bo much demand for 
conversion. 

91.19, Hnve you attempted to estimate what the 
demand would be? — No. 

9140. If you have not estimated whut the demand 
will he, how can you say that tho reserve will be 
largo enough to meet it? — From our paBt experience. 
Even with 21 per rout, and 30 per cent, backing 
there was no excessive demand, on the paper currency 
reserve for rupees. " 

*>141. I fear that T nm not following you. There 
has liceii no occasion in the past in which tho 
currency authority has undertaken to convert rupees 
into gold has there?— No; notes were to be con- 
verted into rupees. 


9142. But now we aro talking about the fresh 
obligation to convert notes and silver coins into 
gold? — But tho analogy holds goods. There will be 
not much larger demand for conversion. 

9143. Indeed, then, you havo made an estimate, 
and your estimate is that there will be no domain! 
for cou version?- --There will bo some demand for 
conversion; but it will not bo excessive. 

9141. If there is some demand for conversion, will 
you not have to supply an additional amount of 
gold in order to meet that demand? — Wo have got 
190 eroros worth of gold noiv in securities, etc. You 
can sell those securities. 

9145. in your opinion the demand will bo so small 
and so negligible that the trifle of gold that it will 
require you ran spnro from your existing reserves 
without depleting them dangerously for their present 
purposes ? — Yes. 

91 4(5. You do not care to put a figure on it, only 
your argument shows that it really must be a 
negligible amount? — Yes. 

9147. Do you think thnt is a safe assumption for 
a responsible currency authority to make when it 
is eon fronting this new obligation ?— Yes ; but 
gradually we shall get gold also, because we have 
got a favourable balance of trade. 

9148. Havo you made any estimate as to the 
amount of rupees in active circulation and tho 
amount of rupees which are held up ill various 
forms not in active circulation?— 90 eroros worth 
of gold in (iovcriiiucnl paper currency reserve and 
220 cm res in circulation. 

9149. Of rupees? — Yes, rupees. 

9150. That estimate is arrived at upon what 
basis? From Mr. J oven’s hook. 

9151. You accept his figures? Yes. 

9152. Then you recommend that the two separate 
reserves should he amalgamated? - Yes. 

9153. You again refer to tho recommendation that 
there should ho more of tho Tndiun element among 
the directorates of the different circles of tho Bank 
“ to look to Indian interests.” M’oiild yon expand 
the phrase “ to look to Indian interests,” Mr. 
Sark n r? - l can give you olio illustration. In Bengal 
,vo have great difficulties in being members of the 
Clearing House and it is necessary for starting new 
enterprises of banking that this faeility should be 
given. 

9154. I nm afraid I do not quito follow thnt. You 
say there is n difficulty in becoming a member of 
the Clearing House? — Yes; great difficulty. 

9155. Thnt is for a new' bank?— Yes to start with 
and also for old hanks. 

9156. By what process docs a Bank become a 
member of tho Clearing House? — At tho swoet will 
of the Imperial Bank. 

9157. The Imperial Bank has a veto on the 
admission of a Bank to tho Clearing House?-* 
Yes. 

9158. In your opinion aro Banks excluded from 
the Clearing House that ought to be admitted?— 
At least more facilities should be given for th ei r 
becoming members of tho Clearing House. 

91o9. That is, they should be more freely 
admitted? — Yes. 

9160. Is it your suggestion that there is a racial 
discrimination as regards membership of tho Clearing 
House? -Yes sometimes there is. 

9161. Now ns to tho policy of tho issue of notes of 
small value; why aro you opposed to the issue of 
notes below* R«. 5?- Because it is not liked by 
agriculturists and country people, fits material is 
not good, it docs not last. 

9162. Have you considered the actual figures of 
tho circulation of these small notes P — No I am speak- 
ing from my own experience of the country, Sir. 

9163. M r h at is your view ns regards {lie evidence 
•provided by tho figures of the actual circulation of 
these notes. They seem to havo gone very well and 
to have increased in circulation?— That might be in 
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tho towns Imt not in the villages. Jt seems advan- 
tageous in the town to keep n nolo book in the 
pocket but in tho countryside they do not take it. 

9164. If the towns like them and (ho country does 
not, would that bo a reason for not having them at 
all ? ■ -Yes. 

9166. Why? If the towns like them why should 
not they have them? — It is expensive, also. 

9166. You are of opinion that (he remit l a nee 
operations of tho Government should be managed by 
the Imperial Bank? — Yes. 

9167. And, lastly, you say : 11 There should ho no 
issue of currency against Huudix. Should there Ik* a 
gold standard and gold currency the problem of 
seasonal currency would probably ho solved.” Would 
you explain to us how the adoption of a gold currency 
would assist in the solution of tho problem of seasonal 
currency? — There will be an automatic inflow and 
outflow' of gold. 

9168. ( Vhairnwn .) You can only draw gold as the 
result of an ascertained favourable balance of trade, 
but you want seasonal currency to finance the? trade 
before tho actual moment at which such a balance is 
ascertained. Would not, in the normal case, ilie 
import of gold and the extension which that gave to 
the currency come too late to lx? of any assistance in 
providing the necessary seasonal expansion? You 
understand the question, rlo not you, Mr. Sarkar? 
You want tho seasonal expansion or currency before 
the goods are exported or moved. The import of 
gold only comes afterwards when you have actually 
ascertained tho balance. The hank will supply the 
demands from the currency, and gold will ho available 
in the mnrkcts. Would you deal with any supple- 

unontary questions that my colleagues may have to 
ask you, Mr. Sarkar, in connection with >our 
memorandum. 

9169. (Mr. Vrexton.) In connection with the re- 
marks you linvo made to the Chairman with regard 
to the Clearing House, have you any Indian banking 
houses who are members of your Association Vos 
tho Bengal National Bank and the Co-operative 
Hindustan Bank. 

9170. Are you aware of the composition of tho 
Clearing House? No, personally 1 am not. 

9171. You said that the Bank were at fault in 
denying you or your members admission to the 
Clearing House and that the fault rests with the Im- 
perial Bank?- -That is what T have heard. 

9172. Ah! but have you got any actual fads you 
can put your fingers on which will load l he Com- 
mission to eonelude that the fault lies nnd 
rests with tho Imperial Bank and not with the 
Clearing House? — The? Clearing House n cans Iho 
Imperial Bank and some of (he exchange banks. 
They are all European banks. 

9173. But the Clearing House is an institution to 
facilitate the clearing of cheques. It. is governed by 
a committee and the committee I understand and 
my own experience has always been that they have 
Keen ready nnd willing and most sympathelie when- 
ever an Indian indilution put before them a pro- 
position for admission. All they desired in order to 
comply with the rules of the Clearing House? was that 
those rules should be observed. The first rule is 
that you shall be nominated and secondly by another 
bunk? — It may be so, I do not know, hut the 
members of the Clearing House are all memliers ot 
the exchange hunks. 

9174. You will admit that that is the proper 
method to adopt in requiring that anybody applying 
for admission to such nil important body should lie 
nominated by one of the banks and secondly by 
another member? — Quite true, but if it is si clique. 

9176. Wait a moment, Mr. Sarkar. We will decide 
ns to whether it is a clique or not presently. But 
first would you admit that this is a correct procedure 
or not? — Yes. 

9176. Now add to that that it is usual in tho case 
of a new bank for that bank to send in its balance 
sheet with assuruiices to the committee that that 


hank's position and that of those who are ruling 
the destinies of the bank tit them to become members 
of this iiuparluiit institution? Yes. 

9177. Thank you. Now as you know there are very 

severe and heavy responsibilities attached to every 
member of the Clearing House in i-o far as any new 
unit coining along is concerned because the Imperial 
Bank who nci as the final elenrers have got, and the 
other members of the Clearing House, Mutually we 
clear ono another's cheque* and wo give one another 
credit over a night for such cheques as are passed 
between one another and which might ostensibly run 
into very very big figures and we have experienced 
in the past that sometimes when we have given credit, 
that the funds have not been there in I lie morning 
to meet them. Now do you not think that it is again 
highly necessary and only the hmimlcn duty of such 
a committee before it admits a new member io make 
sure in every possible way that such operations as 
they may incur by reason of tho clearing of their 
cheques shall without doubt he fulfilled on the day 
following?— Our complaint is 

9178. Wait a little, Mr. Sarkar, ivc will come to the 
complaint afterwards. You admit that? -Yes. 

9179. Now what is your complaint?- -In admitting 
into the Clearing House Indians are not taken 
generally. 

9I8U. Bui are there no Indian members of the 
Clearing House ? -Only the Central Bank. 

9181. Have you got any record of any of your 
iiicmhers who have applied for membership aiuI have 
Ix-cn denied membership ?1 don't know. 

9182. Thank you. Now I will pass mi to another 
•subject. The Chairman spoke about the one rupee? 
note. I think you told him that in ; ur own pomona) 
experience you find that the notes in so far as tho 
tillages were concerned were lint accepted and were 
only accepted in a sort of perfunctory manner in the 
big towns. Would you agree that the Banks iu 
Calcutta find to-day that by reason of the nee rupee 
note having Ik-cii withdrawn from ciivulat ion they 
have got to keep in their vaults three Limes the 
silver they did when tho one rupee note was in 
circulation ?--■ I don't know'. 

9LN3. (Nir Mr. nnulcr Murray.) Mr. Sarkar, I 
notice you say in paragraph 6, that to facilitate 
circulation of gold the sterling .securities in tin? 
gold standard reserve and the paper currency 
reserve should he realised at once and kept iu India 
in liquid gold. Do you know what is the value of 
the sterling securities held iu these two reserve*, at 
the present, moment? 03 erores. 

918|. \ r o (JO million sterling. Isn’t there -10 million 
in the gold standard reserve? Yes. ami 23 in the 
other. At 10 rupees that is 63 erores. 

9 1 HA. But the value of them to-day if you realised 
them is not at 10 rupees basis. There is I think 
IO million in the gold standard reserve and 20 million 
sterling in the paper currency reserve. That is 
all together (iO million sterling. Now' there is intcreat- 
on that let us say at an average of A per i*ent. Now 
A per cent, on 60 million is 3 million sterling, if you 
want the exchange to he at Is. Id., therefore tint is 
equal to I.J erores of rupees. Now if you were to hold 
that in gold then you lone 4J erores in income? - But 
in Kiigland they do not invest in securities. 

9186. One moment please. If you realise these 60 
million sterling you may lose 4J erores in interest? — 
Yes. 

9187. Now I notice also in paragraph 3 when 
you are talking about the low exchange you 
say, 11 It. requires more rupees to discharge sterling 
obligation, causing thereby n deficit in the Budget.” 
Well now the annual remittances roughly are about 
40 million sterling per annum. The difference 
between 1*. Id. and Is. Gd. is 12J per cent. Well if 
von lake 12J per cent, oil 40 million per annum that 
means about 5 million sterling. Converting that at 
Is. 4d. it is eqiiHl to about 74 erores. Yon tell us 
therefore that that will bo a deficit in the Budget. 
Now this is taking tw'o figures alone, namely, con- 
verting your sterling securities into gold means a 

2 F 3 


66588 



454 ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE : 

4 January, 1020. | Mr. Naum Ranjax Saakae, and Mr. J. Ghom. [Continued. 


loM of 4J crorcs in interest and making your 
remittances homo at In. 4d. instead of at la. (xl. 
means a low* of 7J crores that is, 12 crorcs of rupees 
on three two items alone. How will you find the 
money to take the place of these 12 crores of rupees 
in the country’s Budget?— In remittance orations 
it will not bo 7\ crorcs. 

9188. Why?- Because our remittance operations 
(Nime to about 30 million £. 

9189. 1 think it was 40 millions Inst year j but never 
mind; we will not quarrel about ten millions sterling. 
The figure we have got shows that the remittances 
last year amounted to £40,770,000? — That includes 
railway nnd capital expenditure also. 

9190*. Everything?— But railway is now separated 
from the central budget. 

9191. That is immaterial; the money has got to be 
remitted in some way. The railways are now run by 
the (Government and it w the lux-payer who will 
eventually have to pay. But what l would like to 
know is whether you are aware that these 12 crorcs 
mi these two items alone would result in a lass to 

(Government? By reverting to Is. 4d. we shall get 

something moro from the customs revenue; wo shall 
also get something more in income-tax returns on 
account of the prosjierity of the industries. 

9192. You have not gone into any figures there to 
see how you would get tho money? — No. 

9193. And you lightly contemplate a deficit in the 
country’s budget of uli these crores of rupees ?— Tlie 
budget of the country should not depend upon the 
profit on exchange operations, nnd the interest on its 
reserves; tho reserves are not meant for investment 
but to support currency. 

9194. The point is that under tho existing condi- 
tions there may bo a difference of 12 crores of rupees 
if we give effect to your recommendations at once? — 
If j-ou give of Feet Lo these recommendations that pro- 
blem will always arise because you hnvo already 
invested the gold standard resorvo in England. 

9195. But why give effect to that recommendation 
if it is to cost 12 crorcs? — Without gold standard 
ami gold currency you have lost crorcs and crores, 
35 crores in 1920 alone; in future also there may be 
a chance. 

91 OG. That was one year’s loss only; even admitting 
that that was so, this is to he an annual loss? — 
Perhaps nil animal Joss of 4 crores. 

9197. No; 12 c rorcs? - It will not be 12 crores. 

9198. (Sir M a n v.d;j i Daduhhoy.) You state that 
when the control of the paper currency may he given 
to the Tmperinl Batik of India, the constitution of 
which .should lie so changed ns to admit of effective 
Indian control; and in answer to the Chairman you 
stated that effective control in your opinion would 
consist of u preponderance of Indian directors; 
besides that, have you any further suggestion to 
ofFer as regards tho change in the constitution? — No. 

9199. Nothing further?— No. 

9200. Then in the opinion of your Chamber the 
mere fact of a preponderance of Indian directors will 
he a sufficient guarantee to the general public that 
the control of the currency can he safely transferred? 
— Yes. 

9201. How would you give this preponderance of 
Indian directors? By election? ]f it is by election, 
and if Indians arc not elected, what would you do? 
Wlin t is the remedy you would suggest? Tt nil 
depends upon the shareholders, and if Indians arc 
not elected, what do yon suggest as an alternative P 
- Nomination by tlie legislature. 

9202. By means of the Assembly? — By Government, 
T mean; and the legislature will provide under which 
terms and conditions the nomination will bo made. 

9203. The mere fact of Government nomina- 
tions -■ Indian nominations— by Government, do you 
think that will satisfy the people and that it will 
wot be looked upon by the people with suspicion P~~ 
My Chamber thinks that it will not, 


9204. Lower down, you state, in discussing about 
the issue department, that the bank should have two 
separate departments, the banking department and 
tho issue department, which should keep accounts 
entirely separate from each other; the banking 
department will not lie allowed to borrow from the 
issue department without proper security; am I to 
understand that you want the issue department to 
be run by tho Imperial Bank of India morely as 
ugcnU of the Government? May I gather that from 
your memorandum? — Yes. 

9205. Merely as a representative and agent of 
Government, under certain strictly laid down powers. 

Is that your idea?— Yes. 

9200. Are there many Indian banks in Calcutta? — 
Not many. 

9207. In answer to tho Chairman you said there 
had been racial discri mi nations in admitting Indian 
banks into the clearing house. Can you give me any 
concrete instances of Indian banks being refused 
admission? — 1 cannot givo any instances now. 

9208. In answer to the Chairman you said that if 
wo introduced tho gold standard there will be not 
Hindi demand for gold; you practically said that the 
demand for gold will ho negligible? — Negligible in 
this sense, that Government will be able to meet it 
without any difficulty. 

9209. By your suggested method that the gold 
standard and paper currency reserves should ho 
removed from London and kepi in liquid gold? -Yes. 

9210. You think that that alone will lie sufficient 
to meet this? — Yes. 

9211. But if you have not estimated the actual 
domain! for gold that will he necessary, with what 
authority can your Chamber say that this gold stan-^ 
da rd reserve and the paper currency reserve will he 
.sufficient? — \Vo say that small transactions will still 
con li ii no to be made in rupee coins. Why should 
there he any largo demand for gold? 

9212. But do you not think that a largo quantity 
of silver from hoards will coino out lor the purpose 
of conversion when tho gold standard is introduced? 
— We do not know of any largo hoards of silvor. 

9213. l)o you imply that you do not believe there 
are any? -Yes. 

9214. There arc no large hoards of silver in the 
country in the opinion of your Chamber? — Yes. 

9215. Are there hoards of gold?- Some. 

9210. You do not think much silver will coino out 
for exchange purposes?— 1 do not think so. 

9217. if gold standard is introduced in tho country 
without gold currency, will it ho popular with tho 
people ?— No. 

9218. You menu to say that at tho initial stago 
gold currency will be required?- -Yes. 

9219. To its full extent or only to a very partiul 
extent? -To its full extent. 

9220. But ns tho Chairman pointed out to you, 
even in England and America and in other countries 
where the gold standard bus been introduced, there 
is no actual gold currency? -We have not yet reached 
that stage; we must pass through this stago first; 
we shall reach the ideal then. 

9221. At tho preliminary stago you require somo 
amount of gold currency P — Yes. 

9222. Hnvo you estimated that amount of goldP ■ 
Tho rupee should be made a token coin and coinage 
of fresh rupees should be stopped. 

9223. (Chairman.) Does that appear anywhere in 
your memorandum ; tlmt tho coinage of fresh rupees 
must lie stopped?- - Yes. 

9224. (Sir Mantchji Dadahhoy.) You do, not think 
we will have to obtain gold from other* countries; 
you think our own resources will be sufficient in the 
paper currency reserve and the gold standard reserve? 

To start with it will he sufficient; hut gradually wo 
shall get gold ns the result of our favourable balance 
of trade every year. 

9225. But let me give you An instance. You know 
that America practically holds altogether three- 
fourths of the world’s gold in her handa. If we 
introduce a gold standard and by some freak 
America refuses to part with her gold or puts some 
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obstacles in the way, what will 1>« the result of the 
introduction of the gold standard ? Cun you help 
us in throwing any light on the subject? — lint our 
goods must be paid for; those who take our goods 
must pay for them. 

9226. Then only by our exports we must acquire 
gold; that is your idea? — Yes. 

9227. Thon you stated in answer to my colleague, 

Sir Alexander Murray’s question about deficits in 
the Budget, that tho Budget of the country should 
not depend on tho profits on exchange. Am 1 to take 
it that you imply that tho Government has no busi- 
ness to muke up its deficits by raising exchange? — 
Yes. 

9228. And that all tho deficits should be met by 
taxation or by economy or by other remedies? — Yes. 

9229. (Sir Purshotamdaa Thnkimias.) Just one 
question regarding the Clearing House; T understood 
you to say that tho Central Bank was tho only bank 
admitted to the Clearing House? — That is my 
impression. 

92110. How many Indian banks are there in Cal- 
cutta? — Three or four. The Punjab National Bank, 
the Bengul National Bank and the Hindustan Bank. 

9231. Is your complaint regarding the Clearing 
House bawd on any instance of any bank having lieeii 
refused admission to the Clearing House ? — We have 
heard this complaint tlint they do not giu? facilities, 
and if it is an Indian bank they do uoL a linit it. 

9232. Surely, Mr. Sarkar, mere bearing of a com- 
plaint like that iroiild not make you put in a com- 
plaint of this nature unless you can name any in- 
stances whero a bank which sought admission to the 
Clearing House was refused admission?-- I could send 

l»you instance's to-morrow, if you like. 

9233. You cannot name any just now? - -No. 

9234. (Chairman.) Tt is perhaps unfortunate that 
we cannot have them on this occasion, Mr. Sarkar, 
when we could examine you oil them, hut 1 suppose 
the next best Lliing is to have any particulars you 
can give us? — I mn sorry, Sir. Another mein her of 
our Chamber was to have eotiio here to substantiate 
this, hut at the Inst moment he fell ill and T had 
to come; he is the managing director of the Hin- 
dustan Bank. 

9235. (Sir Purshotamdas Thakurdas.) Regarding 
the answer to Question No. 15, can you tell us if 
your Committee mean that no more h midis 
should he accepted for issue of currency on any 
concrete calculations as to how the existing currency 
would be sufficient at the height of the season to 
finance the crops which had to ho marketed?— That 
is after the gold standard and the gold currency is 
adopted. We say that it will ho automatic. After 
the gold standard and gold currency come into opera- 
tion, thon there will he no more seasonal demands 
for hundis and covered securities. 

9236. So that until gold standard and gold currency 
aro in full operation does your Chamber feel that tho 
issue of currency on these liumlis should lie con tinned? 

— Yes, hut not against accommodation hundis. 

9237. What do you mean by accommodation 
hundiB?- Hundis issued to accommodate persons. 

(The witnesses 

Professor H. Stanley Jkvoxs 

9249. (Chairman.) Mr. Jevons, you are a member 
of the Indian Educational Service, nml Professor of 
Economics in the University of Rangoon? — Yes. 

9260. Before that I think you were Professor of 
Economics in the University of Allahabad ; and you 
are also the author of works on economics, particu- 
larly in relation to Indian conditions?— Yes. 

9261. You have been good enough to provide us 
with a memorandum* which sets out your opinions 
upon the subjects referred to the Commission. I 
would, if I may, ask you a few questions just to 
elucidate whatever may appear to require elucidation. 

* Appendix No. 44. 


Our opinion is that some of tho liundis are not met 
within due date. Lots of protested hundis are pre- 
sented every month in Bengal Circle. 

92; IN. Do you mean the Imperial Bank aro putting 
in protested hundis against emergency currency? [ 
would like to understand that, if I have not under- 
stood your statement clearly? -If you issue currency 
on the basis of hundis and these hundis are not met 
within time, thon it is not safe. 

9239. But that is the loss of tho Imperial Bunk? — 
We want that the Imperial Bank should also not Jose 
on this system. 

9240. The Imperial Bank does hanking business and 
may have a few clients on their hooks who ultimately 
turn out to lie had. How can they foresee that a 
certain client will not pay a liinidi on duo date? 
That is tho bunking risk which the Imperial Bunk 
must take. Is there any other consideration that 
guided your Committee in tho remark tliut they 
made ? — No. 

9241. ( Sir Xorcot Warren.) Mr. Sarkar, referring 
to what Mr. Preston told you regarding the con- 
stitution of the Clearing House, [ want to know 
whether you aro now quite satisfied Unit tho election 
of a candidate to the Clearing House is made by a 
committee of the Clearing House composed of repre- 
sentatives of other hanks as well ns a representative 
from the Imperial Bank and that the election is not 
made by the Imperial Bank alone? — Yes, ] am satis- 
fied. 

9242. (Professor Coi/ajcv.) fn answer to tho 
Chairman you observed that even under the ideal gold 
exchange standard system there will 1 h» difficulties as 
to contraction of currency, when necessary. What 
arc those difficulties?— Under the gold exchange 
standard system? 

9243. The ideal gold exchange standard system. 
When the? reserves aro amalgamated, the paper 
currency reserve and the gold standard reserve, and 
there is a statutory obligation on the authorities to 
sell reverse councils in case of an unfavourable 
balance? Occasions of such selling of reverse councils 
will ho rare. 

9244. Yes, but whenever it did arise, tho reverso 
councils would he sold and the notes and silver of 
tho proceeds would he locked up in the Imnk? — 
Occasions for such sidling of reverse councils would 
he rare. 

9245. Why? — Because wo have a favourable trado 
balance. 

921(5. (Professor Coi/djer.) Exactly. Therefore, 
more and more money will come in and price's will 
rise. If prices rise, the foreigner must buy less from 
us, and therefore the nil fa von ruble balance must 
come. 

9247. (Chairman.) L think I have nothing else to 
ask. Is there anything on which you desire to supple- 
ment the questions that we have asked?- -No. L have 
submitted a separate memorandum giving my per- 
sonal views; that is nothing to do with this. 

9248. (Chairman.) Yes. I think it. will he hotter 
not to confuse tho two. The Commission is very 
much obliged to you, Mr. Sarkar, and to tho Chamber 
for your assistance this morning. 

withdrew.) 

, M.A., called and examined. 

Til paragraph 2 I see you suggest, the Commission 
should recommend that un action should he taken on 
its Report until after an interval of consideration by 
the public and the Legislative Assembly. Do you see 
any disadvantages in such a course? — Well, tho only 
disadvantage is that it- tends to make it a strongly 
political question, it might tend to. 

9252. I was thinking rather of the effect upon the 
market and the oxclin nge. I imagine that prompt 
nction upon any decision ns to the rates of exchange 
is very desirable in the interests of commerce as a 
whole? — Of course if any proposals put before the 
Assembly were to make a drastic change, I admit that 
it would have a prejudicial effect. 
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9253. The delay would have a prejudicial effect? — 
Yes, and the uncertainty introduced would have u 
prejudicial effect, hut nt the same time it does see in 
to me desirable that the Legislature of the country 
should have ample opportunity of discussing any pro- 
posed change. 

9251. Perhaps wo may say that, subject to the 
necessity for discussion and decision in the Legisla- 
ture, the less the delay the better? Yes. 1 did not 
mean by this, T may add, that the actual timo and 
method of action should ho decided by the Legisla- 
ture, but tho principle of tho changes. 

9255. In paragraph 3 you say: 14 Tho possibility 
of making contracts for future sale of bills or re- 
mittance is a seen nd- rate protection of tho mer- 
chant..’* What do you mean by 44 second rate ** ill that 
connection? What 1 meant to say was that it was 
not an adequate protection, not so much protection 
ns he would like. To begin with, it is in the long run 
expensive and secondly it does not- protect him against 
competition of others who buy nt a more favourable 
rate of exchange. 

9255a. It is not a full protection? No, and it is 
expensive. 

9256. Expensive to whom? — I mean to the mer- 
chant; in the long run be mast pay the bank their 
profits and their risk. 

9257. Does Llie merchant pay, or may it not be said 
that this is one of tho happy cases in which you can 
make the foreigner pay?- Of course this is one of 
those eases where the burden may bn distributed to 
some extent partly over tho home consumer, partly on 
the foreigner. 

9259. You think the home consumer docs not escape 
from a part of the cost of insurance? He does not, 

only in certain special cases. 

9259. Then in the Inst sentence of that paragraph 
you say: 44 many exporters will probably lose about a 
farthing in llie rupee, if not more, because they fixed 
forward contracts ns far back as August-.” Do you 
think they could have avoided that loss by a morn 
forosiglitly prudence in covering? — No, T do not think 
so. The uncertainty having existed in July and 
August of last year, the prudent merchant was hound 
to cover bis sales and such a loss was unavoidable. 

9260. A sudden and unexpected turn in exchange 
will falsify all calculations in the way of cover? Yes. 
May I just add to that? What l bad particularly in 
mind was that there was an anticipation that ex- 
change would rise during this autumn which has not 
been fulfilled: that if it had been known that ex- 
change would lie stabilised at Is. fid. people would not 
have covered a fifth of their transactions. 

9261. That was the unexpected turn ill exchange 
to which I was referring?— Yes. 

9262. Ill paragraph 4 you refer to tho possibly 
beneficial effects of fluctuations in prices, particularly 
a riso in prices. 1 understand that you are referring 
there to variations in general world prices, not to 
local variations? Well, most of these beneficial 
effects would apply to variations in prices throughout 
India. Wo are really, T take it, concerned in tho 
question of stability of prices in India. I was point- 
ing out that changes had taken place with certain 
benefits in England where priors have moved more or 
less in accordance with world prices; and the same 
reasoning would apply in tho ease of Tndin. 

9263. You make use of the word 44 prosperity ” in 
that paragraph. Are you identifying pros|>erity with 
a rise in prices? 44 The economic history of the 19tli 
century indicates that each wave of prosperity meant 
rising wages followed by a rising standard of 
living ”?- Yes, oil the whole with rising prices, be- 
cause an expanding volume of trade, followed hy 
increasing profit, it is what T call prosperity. 

9261. Is the ultimate cause of the wave of pros- 
perity a period of increased productivity resulting 
from good harvests and good weather?- The ultimate 
cause of the iucreuscd prosperity is widespread good 
harvests. 


9265. Is not, at bottom, the increased productivity 
of the world due to good harvests?— Thut is what I 
maintain, yes. 

9206. As regards tlic.se trade cycles, do you think 
the booms are worth the slumps? — Well, it is a very 
difficult question to say whether the balunco will be 
advantage or disadvantage. Rut I am concerned to 
point out that there are certain advantages, provided 
the expansion of credit is not allowed to go too far 
during tho boom resulting in a disastrous financial 
pa nil*. 

9267. You come to the conclusion in paragraph 5 
that 44 It would seem highly undesirable to adopt the 
policy of stabilisation of prices in India, when that 
might involve the continuous secular movement of 
exchange without any forsecahle limit. *’ I under- 
stand that you conclude then that an urtificiul fixa- 
tion of prices independent of world prices at the 
expense of long term movements of exchange is unde- 
sirable?— Certainly, yes. 

9269. Nevertheless, from what you sny in para- 
graph 7, you would ho prepared that this country, 
like any other, should lake its part in an inter- 
national convention for the stabilization of w r orkl 
prices?- Yes; J was careful to say 44 approximate 
stabilization.” 

9269. To what degree of approximation P— We want 
to avoid very violent, variations and fluctuations of 
prices. 

9270. You do not look upon this as an immediate 
practical possibility?- Not. immediate. 

9271. Tii the menu while, I understand from para- 
graph 6 you lay emphasis upon the stability to ex- 
change for the purpose of encouraging capital in vest- 
incut in India? — Yes; both permanent investment and 
temporary movements of capital would he encouraged * 
hy stability. 

9272. Wliat is the importance to the Indian money 
market and commerce of short, term investment of 
foreign capital? — The movement of capital to India 
during certain seasons has always been important, 
particularly important in pre-war times. 

9273. Is there a substantial flow of short money? — 

I cannot si^v exactly wliat tho present ebb and flow is, 
ns comparcrh^yitli pre-war days. Rut l certainly say 
(lint it is desirable to encourage it. 

9274. In paragraph 8 you deal with some considera- 
tions relating to the alleged prejudicial effect of a 
high exchange on Indian industries. Shull I he fairly 
stating the conclusion to which your argument brings 
you there hy saying that, while prices adjust them- 
selves comparatively soon, wages and certain other 
factors adjust themselves less quickly? - Yes. 

9275. Wliat, in your opinion, is the degree to which 

wages have adjusted themselves to the present rate of 
exchange and the prices ruling upon the present rate 
of exchange, the 18d. rate? — As against the rate of 
about Is. 3 }d. as we had in 1922? * 

9276. As against partial or complete adjustment to 
any previous rate? I have not gone) into tho question 
numerically, huL I fancy that there has not been, 
except possibly to some extent amongst unskilled 
labour, a reduction in the last three years correspond- 
ing with a rise of exchange. 

9277. It has been put to us that, though tho fall of 
prices followed by a rise of exchange and the con- 
sequent fall in the cost of living, has not led to any 
visible decrease of wages, it has, nevertheless, pre- 
vented a tendency, duo to other influences, for wages 
to rise?— Exactly, that is true; hut there lias been 
a decrease of wages in some industries. 

9278. What industries? Can you refer us to any 
special industries? — T am thinking about the cotton 
mill industry. 

9279. In reply to an argument., ns you say in this 
paragraph, advanced hy Mr. Madon in his work, you 
come to the conclusion that tho cotton mill company 
is more or less permanently burdened by the rise of 
exchange, perlinpN to 30 per cent, or sd of its cost of 
production P — Yor. 

9280. But in view of the present rate you express 
fho opinion that it does not place any spripus burden 
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on the mill industry? Yes; it is entirely a question 
of degree. I would put it that different business 
concerns huve to face <!iffi-r« m ii t kinds of risk* ilia L 
vpry often tho question of at what level of prices they 
have purchased their machinery- -in vested their 
fixed capitul that is- - may make u much more im- 
portant difference to them than Litis question of 
change of price level of Old product due to exchange. 
That is just one of the numerous risks that they are 
taking. 

0281. Yon aro setting off against this, 1 understand, 
tho fall in the cost of tho various raw materials and 
tho more sensitive figure, in relation to tho cost of 
living, of tho wages of unskilled workers?- -Yes. 

9282. When we come to paragraph 10, you develop 
what nr© in effect your recommendations for the 
future. You soy that 11 radio should take measures 
which will bring her into line with the most advanced 
countries of tho world," and " this would ho achievod 
by putting India definitely oil the gold standard." 
So that your husis is the gold standard. I see nho 
that you would define the rupco as a certain weight 
of standard gold? -Yes. 

9283. Why would you define the rupee os a certain 
weight of standard gold rather than revert to the 
pre-war practice of fixing the ratio to the sovereign, 
a minor point hut nevertheless a point for decision? 
— That is rather involved in the question of the rnto 
of exchange that would lie adopted. 1 mean to say 
if the Commission were to think that the rate should 
he Is. 4d. or Is. 8d., then the simplest plan would ho 
to define the rupee in terms of gold taking the 
sovereign as the basis. 

9284. Aro there any implications in defining it as 
a weight of standard gold rather than as the 
sovereign? -No, except that, is the usual pract-ien in 
gold standard eoitnlrics, and would have to he dona 
whether the sovereign were introduced in circulation 
or otherwise. 

928o. It might have the disadvantage that it would 
servo to make an additional formal distinction 
between a gold standard and a sterling standard? 1 
do not see how gold standard can lie introduced 
without giving such a definition. 

9280. The difference is merely between defining the 
ratio ns a weight of gold or n part of a sovereign; 
it is purely formal ?— In effect it. comes to tho same 
thing. 

9287. f was wondering why you chose a weight of 
gold rather than part of a sovereign. You continue: 
" nil paper money and silver rupees being merely 
representative of the standard gold coins"? Yes. 

9288. Then you would mint a gold ten rupee? piece 
in India to an unlimited extent and issue it in 
exchange for gold, weight for weight, free of chargo 
for coinage, so that gold might conic into circulation 
so far as the people dosire it. That, as I understand 
it, would lie under your system the only way in which 
gold would get into circulation, by minting gold for 
the holders of gold? -Exactly; and by making notes 
and rupees convertible into gold. 

9289. Where is that stated?— It is stated elsewhere. 

9290. I had rather gathered that the only way in 
which gold was to get into circulation was by tho 
minting into gold coins of gold brought to the mint 
by the holders? — No, not only that, f intended that 
the mints should he open to coin gold for anybody 
who brings it to be? minted, or to the Imperial Hank 
for that purpose, but also that Government should 
mint gold coins on its own account for placing in 
llin currency reserve and issue them when demanded 
in exchange ■for notes or silver rupees. 

9291. Lot us see how far you propose to go in that. 
Do you propose that it should he an option on the 
part of the Government to give gold against rupees 
and notes when it suited the Government or that it 
should be an obligation? — f should prefer to set? it 
undertaken as nn obligation, hilt in tho transition 
fitago it migjht huvo to be optional. 

9292. It is no doubt due to a misunderstanding on 
my part, but it seems to mo to have a very profound 


effect on the or ion tn lion of some of the recoin mend. i- 
tions iu your memorandum that there should be an 
obligation to provide gold against note's and rupees, 
because- (tell mo if I um wrong) —I had rather under- 
stood that the scheme put forward in your memor- 
andum was that there should ho something in tho 
nature of an exchange standard, as referred to in 
paragraph 14. " To maintain the rupee at a rate 

selected it is only necessary to sell sterling securities 
ol the paper currency reserve and gold standard 
reserve ami to reduce the paper currency circulation 
by the equivalent amount," coupled with ail optional 
circulation of gold hy the coining into gold coins of 
any bullion brought for coinage? — T did not mean 
to restrict it to that. £ might say that this state- 
ment in paragraph 11 that the rupee should ho defined 
hy law as consisting of so many grains of standard 
gold implied in my iniml that the notes and silver 
rupees would he convertible into gold. 

9298. It is not a necessary implication, is it? It 
might be the basis of an exchange standard to 
define the rupee as being equal to so many grains of 
gold. 1 think perhaps tho difficulty in my mind 
may have arisen from paragraph 9: "All countries 
which have recovered from depreciated paper have 
adopted the gold standard, paper being the principal 
currency actually in circulation hut being exchange- 
able into gold theoretieally for any purpose but 
practically for export purposes only . . . 1 am 

of opinion, therefore, that India should take 
measures which will bring her into line with the most 
adianeed countries of the world "? — It may he that 
I a in using tho word gold standard somewhat loosely 
as perhaps people have been doing in recent years, 
meaning a. system where the law defines the standard 
coin in gold although the gold may not he fully in 
circulation, and there may lie even difficulties as 
regards exporting it. In many countries still tho 
currency conditions are abnormal as compared with 
what they wore before tho War, and it appears to mo 
that whatever measures are taken for the reform 
of fudian exchange anti currency they must he 
gradual and should proceed step hy step from what. 

I may rail the modified gold exehange standard to 
the gold standard as fully developed, say, in 
England, or as it. will he fully developed in England 
when gold is freely available without any restriction. 

9294. Before wo proceed upon the basis you have 
explained, just as regards your last seiitenee, aro you 
assuming that England is aliout to return to a gold 
currency? — Not necessarily to ’gold currency in cir- 
culation. I refer to making gold freely available 
in any quantities in small us well as large quantities. 

9295. Full convertibility?- Yes, full convertibility, 
Imt not necessarily the habit of using gold in circula- 
tion. 

9290. Do you think that would lie n safe assumption 
to make as to the future? — Yes, I think it is a fairly 
safe assumption. 

9297. Explaining that it comes rather as a surprise 
tq find that assumption should he made, as it has 
been made to us not only hy yourself hut hy scvoral 
other witnesses, what are the grounds upon which 
you base that assumption, that there is to bo a 
return to internal convertibility iu the currency of 
the United Kingdom? -Well, tho present conditions 
are still abnormal as the result of the Great War. 
The whole world is still suffering from a depression of 
trade which 1 anticipate will begin to pass away 
within tbe next 2 or 8 years definitely ; and when 
that depression of trade is replaced hy rising prices 
and growing prosperity, I fed certain that England 
will he able to go hack to full convertibility for 
internal purposes, provided no extraordinary finan- 
cial conditions arise iu the United Kingdom such as 
continuous deficits in the annual Budgets, which is 
a possibility. 

9298. Let me assume for a moment, for the sake of 
tho discussion, the position of a defender of the 
Genoa resolutions. Would he not put to you that 
England has obtained a currency which is most 
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economic ami elastic, and that there can be no temp- 
tation to revert to a less highly refined form of cur- 
rency which is both more expensive and less elastic ?- - 
But I arn not suggesting that England will revert to 
having sovereigns largely in circulation: simply that 
the present restrictions upon the issue of gold will 
not be maintained. So long ns the treasury notes for 
£1 continue to be issued, 1 believe the public will 
prefer to use them rather than sovereigns. If the 
treasury notes were to be withdrawn and abolished 
and £5 notes only were to be issued then we should 
go back to using gold in circulation in England. 

9299. What would bo the motives for such a 
change?— Well, I cannot conceive of any motive for 
doing that. 1 think it would be a retrograde step 
to withdraw treasury notes of £1. 

9300. Unless it be for the purpose of restoring gold 
in some measure to circulation, what is the object of 
making the internal currency once more convertible 
into gold? — Firstly, it creates gcnornl confidence; 
secondly, it stabilises exchange definitely without any 
kind of management other than the alteration of the 
bank discount rate. 

9301. Tn tho first place, is it a feature of tho 
present day that there is any need for inspiring 
further confidence in (ho Treasury note?- -No. By 
inspiring confidence f did not mean cnnfidcn<?o in tho 
note, hut general cotifidcnco that tho country hnd 
returned* to normal conditions under which trading 
could begin again with the same assure nen ns before 
the War. 

9302. Normality in this matter I imagine is, in the 
first place, confidence in the medium of internal ex- 
change, and, secondly, stability of the exchange 
value?— That is one thing, yes. 

9:103. Otherwise that is normal only which has con- 
tinued for a certain extent of time? — Well, I speak 
of the normal conditions which existed, sav, from 
about 1823 up to 1914. 

9301. It is confessedly impossible to restore, in all 
their sweet familiarity, the pre-war conditions, be- 
cause the general price level has permanently 
changed?- -Yes; but apart from tho price level I 
think that tho condition* of circulation of the cur- 
rency could bo restored and f tliink will be as far ns 
that is desirable. 

9305. Practically do you tliink that, in the United 
Kingdom, there would ho an.v addition to the stab- 
ility of the exchange value of the pound sterling tn 
he made in comparison with existing conditions if 
wo were to make tho Treasury note convertible into 
gold for internal circulation once wo have undertaken 
the obligation to buy and sell gold at par?- There 
would he a slightly greater element of certainty. 

930G. Where would it come from ? -I. mean to say 
that gold could in certain circumstances flow' into the 
hanks and be collected; hut T admit that tho amount 
of additional security is very small. T am not urging 
it on that ground particularly, hut simply because it 
seems to me the simplest method to take. 

9307. The gold is now held in tho hank reserve ?-• 
Yes. 

9308. Will it make that gold any more available 
for supporting tho exchange value of the pouud 
sterling if part of it is put in circulation? — It does 
mean that there is some amount to fall hack upon. 

9309. Which is the more useful form of gold, from 
the print of view of stability of exchange, gold in 
reserve or gold in circulation?- -Gold in reserve of 
course i« more immediately available and is therefore 
essential. Gold in circulation is a secondary insur- 
ance, so to speak, I think. 

9310. A second and doubtful line of defence. We 
are to proceed, as I understand, on the basis of your 
recommendation that the currency authorities should 
undertake the obligation to redeem rupee notes and 
silver rupees in goldP — As soon as they are in n 
position to do so. 

9311. But yon contemplate that ailver rupees 
and half-rupees should remain unlimited legal 
tender Certainly. 


9312. You lay no stress upon the importance of 
reducing the rupee from its position of unlimited 
legal tender? — I think too much stress is laid upon 
that point. Wo have seen that in France and in the 
United States there was no need found there to 
demonetise or reduce, shall I say, the circulation of 
silver or to limit the legal tender. On the other 
hand, Germany did so. But I soo no inherent 
difficulty in following the practice followed in France 
and tho United States in the seventies. 

9313. We are told that it has two specific dis- 
advantages; the first is that one of your standard 
coins is at tho mercy of the price of silver in the silver 
market, which may bring it to a point at which it 
becomes profitable to melt it down. What importance 
would you attach to that? — I say that I would demur 
to calling the rupee a standard coin under those 
circumstances. 

9314. if it is unlimited legal tender P — It is not a 
standard coin now, to make a proper use of the term. 
It is a token coin at the present time. 

9315. Let us avoid that pliriiNe then, if it would 
cause any difficulties. What importance would you 
attach to tho disadvantage that there » tho danger 
that a rise? in the price of Rilver may threaten you 
with a depletion of your currency in circulation by 
melting down rupees? -T do not think that that 
danger is any greater because of tho fact that you 
havn got a larger volume of rupco currency actually 
in use in circulation; whether it is large, or whether 
it is comparatively small, as the silver money of 
England was, for example, in 1919, the time when 
tho price of silver rose r up idly, it makes no difference 
in either case. Tho price of silver will riso abovo 
tho melting point and difficulties will bo experienced, 
however little silver may bo actually in circulation. 

931(1. You moan that tho difficulty iN not overcome 
by the rupee being no longer unlimited legal tender? 

- No, it is not overcome. 

9317. You must still have a large rupeo circulation? 

- 1 mean the rupeo would still ho molted down if the 
price of silver rose above the melting value. 

9318. It is put to us that if tho rupee is not 
unlimited legal tender, if it is purely a subsidiary 
coin, then there can be no difficulty in substituting 
for it small notes or nickel coin or some other substi- 
tute in the event- of such a move in the silver 
market ? — The assumption that I am proceeding on 
throughout is that tho Government proposes to follow 
what it has frequently announced as its policy, of 
wishing to give the people the kind of currency that 
they demand, mid therefore it appears to me that 
any attempt to limit the amount up to which the 
rupee is legal tender is putting a certain pressure 
upon the public to uso one form of currency rather 
than another, which, at the present stage of develop- 
ment in India, is quite unnecessary and perhaps even 
undesirable. 

9319. What would your view be upon another 
aspect of this question which has been suggested to 
us in this connection, that the rupee is a coin to 
which the great uninstructed millions of India are 
accustomed as their familiar coin, and that, within 
any foreseeable future, it will be impossible to induce 
thorn to accept any other coin than the rupee as the 
current medium of circulation? — I. entirely agree 
that tho people throughout India regard tho rupeo 
as tho particular coin, so that any tampering with 
the rupee ns to weight or fineness would he most 
undesirable; but I think there is plenty of evidence 
that people in certain parts of India will very readily 
accept gold coins. In the Punjab and Malwa avid 
Burma, and probably in many other parts, gold will 
he ucceptod along with rupees. 

9320. Tho second disadvantage to which we are 
referred ns attaching to the position of the unlimited 
legal tender of the rupee is the incidental circum- 
stance that tho note is convertible into the rupee, 
that this necessitates the holding of a silver reserve 
against notes and the complication of the reserves of 
the currency system, and that it is desirable to get 
rid of that complication by dethroning the rupee and 
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making tho note no longer convertible into the rupee 
but convertible into Home other form of currency ? — 
it appears to mo that tliat point of view raises 
unnecessary difficulties. I look at the whole question 
from the point of view of taking such action as is 
simplest and will involve the smallest possible amount 
of change. The notes being now convertible into 
rupees! I would have them remain convertible into 
rupees, but also convertible into gold at will. 

9321. What, in your opinion, would bo the effect 
upon the acceptibility of the note issue if it were no 
longer convertible into rupees, but, say, into gold? 
— The acceptability of the note would deteriorate, 
especially in certain parts of India where rupees are 
actually in great demand. For the financing of the 
cotton harvest on the rice and paddy harvest in 
Burma, for instance, small money is essential; and 
if people could not obtain rupees in largo numbers 
notes would fall to a discount. 

9322. Then next in your argument we come to the 
question of the ratio to be fixed. You recommend 
that the rate at which tho rupee should bo stabilised 
should lie 18d., and for that you givo tho reasons in 
the following paragraph. You say: “ it is obvious 
that the Government can keep it indefinitely ut that 
figure.’ 1 1 understand that, in your opinion, in tlm 
foreseeable future, thorn will lie no difficulty in main- 
taining exchange at that rate? Apart from any 
catastrophe like the Great War. 

9323. And such a catastrophe as that would upset 
any ratio? — Yes. 

9324. That argues, ns I understand it, that you 
consider, in the first placo, that the reserves are 
adequate for that purpose? — YeB. 

9325. And, secondly, that there lias boon a sub- 
stantial adjustment of conditions in India Ui tlm 
18d. rate? — I think substantial adjustment lias taken 
place or is taking place. 

9326. Subject to what you have said in para- 
graph 8? — Yes. 

9327. Can you refer us, beyond tho Calcutta index 
number, to any illuminating evidence to show that 
such an adjustment has, or lias not, taken place? — 
1 have watched chiefly the Calcutta and Bombay 
index numbers. The amount of adjustment likely to 
be needed still is, ill my opinion, quite? small, com- 
pared with the enormous resources of sterling which 
the Government has now at its disposal. 

9328. Allowing that somo adjustment has still to 
take place to the 18d. rate is that, in your opinion, 
greater or less than the adjustments which will ho 
necessary in order to accommodate conditions to a 
16d. rate?— I should say less, because the into has 
been at or nearly at 18d. for over 12 months. 

9329. You summarise this, in your expression, that 
there will be the least disturbance to trndc and indus- 
tries by making permanent tho rale which 1ms 
already been operative for several mouths, and you 
point out that that gives better protection to the 
currency system against a rise in the price of silver, 
owing to the higher rateP — The higher the rate the 
higher the melting point of the rupee. 

9330. Having recommended the 18d. rate, T under- 
stand that you incline to the substitution for the 
sovereign of an Indian gold coin, in order to produce 
a more convenient relation P — Yes. 

9331. Yon see no objection to demonetising the 
sovereigns now in India? — No. 1 see no great objec- 
tion to that, because they are not in circulation ; 
they could always be bought and sold as bullion. 

9332. In effect, under your system holders of 
sovereigns could have them . changed into gold 
mohurs free of charge P— Certainly. 

9333. And, therefore, there will lm no loss?— There 
will be no loss. 

9334. That is, no doubt, the reason why you recom- 
mend that there should ho no charge? — That is one 
reason. 

9336. Are there any other reasons for that par- 
ticular recommendation, that the coinage should be 
absolutely free P— I think that is desirable in order 


to encourage people to accept gold and to bring gold 
tu the mints, whether it is in the form of sovereigns 
or bullion or ornnments or whatever it may be. 

9336. You recommend tho abolition of the gold 
standard reserve by fusing it with the paper 
currency reserve. Will you expand your reasons 
for that recommendation? — It appears to no that tho 
gold standard reserve can only servo the samo 
purpose, under a proper system of regulating 
exchange, us the sterling securities of tho paper 
currency reserve, Sind therefore there seems to 
me no object in holding it separately. 

9337. “ Existing as a separate? entity,” you say, 
“ of the gold standard reserve. Rupees must be 
locked up iu India out of cireiilntion to the amount 
equivalent to the reverse sterling drafts drawn on 
that reserve.” I gather from that that, in your 
opinion, it is a defect of the pre-war system that the 
locking up of rupoos against drafts on the gold 
standard reserve was an optional matter and not 
a necessity of the constitution of tho reserve? — 
Yes, Hint is my opinion. 

0338. Ami that must ho a weak point in the basis 
of any system of reserves, that there should be a 
necessary relation between the amount of the reserve 
and the amount of the currency ugninst which those 
reserves are held? — Exactly. 

9339. Then you refer to tho criticism that, if the 
whole reserve is constituted in this man nor on a 
unified basis, tho deflation might be to rapid, and you 
point out that this would be to a certain extent 
replaced by notes. You say : 14 Tho best reply to 
this is that the circumstances would necessarily 
have to be closely watched uL the time the deflation 
was being carried out, and if tho pressure on hanks 
seemed to lie becoming unduly severe, tho notes 
cancelled on account of sales of sterling drafts 
could lie to a certain extent, replaced by notes issued 
against commercial bills of exchange.” Stopping 
there, that is very much the present system of 
providing for emergency expansion of tho cur- 
rency? — Yes, it is tho present system. 

9340. You say further on : 11 or against Govern- 
ment of India securities actually purchased in tho 
stock market.” Do you consider that is a desirable 
alternative ?— Not necessarily. 

9341. Might, it not be said that the bill, after all, 
is self-retiring? Yes, L prefer tlw issue against 
bills of exchange. If for any reason it didn’t seem 
desirable to adopt it, 1 would certainly rather liavo 
any necessary is *ue made against securities actually 
purchased than ngaint created securities. That is 
in.v meaning. 

9312. How would you then provide for the contrac- 
tion which ought, to follow the expansion when tho 
need for seasonal currency is over?— Well, Govern- 
ment, having purchased these securities, may soil 
them again. 

9343. They would have to sell them again? — Possi- 
bly at a slight loss, though not necessarily. 

9344. You could only say that that is a less refilled 
method? — Yes, T prefer tho bills of exchange method. 

9345. Then you say that tho permanent constitution 
of the paper currency reserve ns defined required an 
unnecessarily large backing for the note issue? -1 
think so. 

9346. What standard are you assuming as the 
standard of comparison to show what is necessary or 
unnecessary?--- Well, l was considering partly tho 
history of the drains there have been upon rupees and 
the ability which Government has always displayed 
to meet that drain until the very exceptional circum- 
stances of the Greut War, in 1918. 

9347. in view of the experience in past years as to 
the possible contractability of the note circulation, 
you are of opinion that a metallic holding of 30 per 
cent, of the total circulation ought to he sufficient. Ts 
that not rather the minimum that is found adequate 
in other countries?- Well, conditions, of course, are 
so different in most other countries that it is difficult 
to argue, I think, in this case on a comparison as to 
percentage. 
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9348. You do not think tho expericnco of other 
countries casts much light on India? — No, not on 
this question of percentage. I don't think it dooa. 1 
think tho history of India is far more useful to it. 

9349. What are the Indian conditions which make 
it, if T am right in thinking so, necessary to hold 
rather a smaller percentage than in other countries? 
- It must not he understood that this is meant to he 
tho normal percentage, hut the minimum. In prac- 
tice tho Government has been able to buy silver and 
ship it rapidly to India or buy it in India and convert 
it into rupees. It is always possible to replenish the 
rupee holding quickly. 

5350. You think that is a real strength, even when 
ono considers the difficulties of variability of the 
silver market and so on, both of supplies and prices? 
— Well, one has to take into account of course tho 
question of the probabilities as to what is the extent 
of the drain that might be experienced. That figure 
sums up my opinion. 1 am afraid I cannot go 
further. 

9351. In the next paragraph you express yourself 
decidedly against transferring to the Imperial Jlnuk 
the solo right of the issue of notes in India, such 
notes bearing only its own promise to pay. Do 1 
understand that your opinion there refers to an 
actual transfer of control and responsibility? Would 
it apply equally to a transfer of the management of 
the note issue to the Imperial Bank, the notes re- 
maining the notes of the Imperial Government? No. 
My objection to the second kind of transfer would be 
very much less. The objection to the first is the 
danger of its bringing confidence in tho bank ns a 
bank into question. 

9352. If wo assume that the reserve, which you 
have estimated in paragraph 16 is adequate, why 
should there be any weakening of the position by the 
transfer to tho Imperial Bank rather than by remain- 
ing in the hands of the Government? — There would 
not be a weakening if that reserve was set aside in a 
separate issue department as in the case of the Hank 
of England. But if that reserve becomes part of the 
ordinary cash holdings for banking purposes then the 
bank would have to hold a very considerably larger 
proportion, I think. 

9353. May l put it in this way, that in any case you 
would make it a condition of transfer on this basis of 
tho reserves to the Imperial Bank that there was an 
issue department separate from the banking depart- 
ment? -Yes. I would make that condition, for the 
next 30 years. 

935 1. -Supposing that condition to lie made, would 
you still feel the same objections against tho transfer? 
—Well, then, on that basis my objection would 
amount- to the question purely of management, in 
which of course the opinion of the bank itself ought 
to carry considerable weight. The Imperial Bank has 
only been established and organised ns it is at present 
for say five years and is still adding to its branches. 
It appears to mo a little early to put upon it the 
burden of managing so big a business as the issue 
of notes for the whole of India. 

9355. Let ine put to you, Professor, one or two 
alleged positive advantages which might be derived 
from such a transfer, in order to ascertain your 
opinion as to the weight which should he attached to 
them, in the first place, it is said that the business 
of the ■ ontrol of the note issue is essentially hanking 
business which can be hotter managed by bankers, 
than by Government- officials with no practical ex- 
perience of hanking. What would your opinion be 
nliout that? — Well, I would reply that, in many cases 
the State does issue its own notes. "We have in 
Kiighiud the treasury notes. In Germany they had 
treasury notes as well as the Imperial Bank of 
Germany notes. America has always had Govern- 
ment currency notes. T think that it is just tho one 
knid of currency business which the Government can 
very well manage. 

9656. Tn point of fact, is it not contemplated that 
there should bo a transfer of the English note issue 


to the Bank of England at an early date? — Well, I 
am not aware of that myself. 

9357. You would not contradict itP — No, I would 
not. 

9358. And in other countries, generally speaking, 
with the march of civilisation has the tendency not 
been to trust to u central bank this particular form of 
activity rather than to tho State?— Well, the general 
tendency of progress has been somewhat in thut 
direction. The main line of progress, however, has 
hit'll to take note issues away from private banks 
and put them into a central hank. 

9359. Secondly, it is said that the reserves of a 
country of wliutcver sort — banking reserves on tho 
ono hand, reserves against currency on the other,— if 
they are to be employed in the most economical and 
efficient manner for the benefit of the country should 
be subject to a unified control, and that a division of 
control between the hanking reserve and the currency 
reserve leads to lack of co-ordination and to ineffici- 
ency. What would your view be upon that conten- 
tion? — I would say, not necessarily. That it is the 
business of the Government currency department to 
keep in touch with tho hanks, particularly tho Im- 
perial Bank, and other banks and the money market. 
If it fails to do that., of course, well— the system 
cannot be .said to work so well possibly then. It is a 
question of the management — of the people in charge 
understanding what tho principlos are on which 
currency should bo worked. 

9360. You would not attach much importance to 
Lhc contention that the management is easier when it 
is in one hand rather than in two? — I think it is 
undoubtedly easier, and therefore T quite look for- 
ward to the date when it would bo desirable tn 
transfer the rights of the note issue to tho Imperial 
Bank. T think in my evidence 1 said, 41 within tho 
next 10 years.” 

9361. This contention has been pul in an even 
stronger form, that the control is now not in two 
bands but in three, the India Office, til© Government 
of India and the Imperial Bank, and that there 
must bo a gain in efficiency by having one rather 
than tlireo authorities exercising an influence over 
the currency. What would .your opinion be as re- 
gards that aspect of tho triple control?- -I should 
imagine that tho Imporinl Bank is in constant con- 
sultation with Government, both in India and in 
London, with the Secretary of State. I do not know, 
personally T am not acquainted, with any special 
difficulties having arisen from this triple control that 
you speak of. 

9362. In paragraph 19 you suggest that “ the 
members of the Commission should make themselves 
familiar at first hand with the very intricate business 
carried on in the Currency Offices of Calcutta and 
Bombay.” How would it affect your opinion as re- 
gards the policy of transfer if one were to contem- 
plate tho possibility of the staff and work of the 
Currency Department being actually transferred to 
the Central BankP — I should regard that ns an 
essential condition in any case, because of the 
iulricacy of tho work and the necessity of carrying 
it on in the manner in which it has been carried 
on previously. 

9363. You have not in fact assumed that in your 
previous reply P — -Well, I think I assumed that when 
writing this, it appears to in© that the kind of 
(piestinns which arise in relation to a currency issue 
arc not mainly questions such ns Bank officials hay© 
to deni with from day to clay, excepting the big 
questions of tho volume of the currency and the 
composition of the reserve; and that all the technical 
details of the work are of a specialised character and 
would need always separate high officers in charge of 
the currency issue, 

9364. In your next paragraph you express an 
opinion, which has already been expressed in 
evidence, that the transfer, if made, should be ft 
transfer of management rather than of control P — 
Yes. 
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9985. Tho notes remaining as those of the (govern- 
ment. You refer Again to the separation of tho 
Banking Department ami tho Issue Department, and 
you say, “ No regulations could he framed as to the 
backing of tho note issue, unless the Issue Depart- 
ment was distinct from the Banking Department,” 
that is to say, no regulations which would not im- 
pede ordinary bunking business. Can you explain 
that. It iA the common form of organ isation in 
continental countries that there should he a single 
Department. Have they found it impossible to frame 
regulations for the issue Well, a regulation can be 
made ef course to control tho issue. There was tin* 
well-known olnstic limit system which was in force in 
tho Imperial Bank of Germany Wore Ihe war, which 
is a question of controlling the amount of tho circula- 
tion, and tho Imperial Bank of Germany used to pay 
an increased rate of interest on issue ahnve a certain 
fixed amount. But that is not the question I was 
dealing with here, which was, regulations ns to tho 
reserve to be held, and regulations as to the reserve 
when that reserve served tho two purposes of tin* 
currency and of the hanking reserve, which is going 
to hamper banking business. 

9380. How does that come about: whnt is the 
hindrance?- -Well, your regulations will hnve to 
provide the amount of reserve which tho Bank 
must hold in relation to its deposits. You cer- 
tainly place restrictions on tho discretion of the 
hanker which are quite unusual and which I should 
think would he found to handicap the bank in its 
ordinary work. 

9307. TL is not unusual, is it, to have a regulation 
defining the relation between Hie banking reserves 
and tho banking deposits? Has that been found 
to hamper hanking business in Continental systems? 
— I cannot definitely say as to that. 

9368. Do you know of any type of central hanking 
system which has operated under tlio regime of such 
regulations? I cannot say definitely about that.; I 
am not aware of such regulations. 

9309. Finally on them* matters, in paragraph *21, 
you say: “ The more the use of small notes is 
popularised the better.” I gather that you recom- 
mend the re-issue of the one rupee note? Yes, I do. 

9370. You make certain practical suggestions for 
reducing tho cost. Have you considered whether this 
would be at all likely to increase the danger of 
forgery? - -I considered that point, and I certainly 
think not. 

9371. Whnt would he tho advantages of the re-issue 
of the one rupee note? — Simply public convenience. 
The general hody of the public prefer to carry one 
rupee notes to silver rupees. 

9372. And tho substitution in course of time of tho 
expensive silver note by the economical paper note? 
—•Yes; that is not, of course, an important point 
at present because we have a lingo stork of rupees, 
hut the eouveilience of the public. 

0373. Now let mo ask you to expand a little your 
fundamental recommendations as to the currency 
system. You recommend a gold standard in the 
sense that, the note and the rupee are to he con- 
vertible into gold in course of time? — Yes. 

9374. But that the rupee shall remain unlimited 
legal tender?- -Yes. 

9375. Will you sketch to ub by what stages and by 
whst mechanism you would propose to bring those 
recommendations into effect?— The first step would 
bo to pass an Act defining tho rupee ns a gold coin 
of the weight and fineness that I have mentioned 
here, cor responding with the gold exchange rate of 
Is. 6d., and to establish a mint in India for minting 
gold. Government might wuit to see how much gold 
was brought into the mint before taking any further 
step, or it might decide that it would immediately 
make the rupee notes and silver notes convertible into 
gold, and in that case it would bo wise to provide 
itself with a somewhat larger holding of gold in the 
paper currency reserve and to coin that gold into 
10 rupee pieces. When it had placed in the paper 


currency reserve altogether, say, 50 rrores of rupees 
worth of gold at this standard of Is. 6d., then 1 
think it could safely make the notes and silver rupees 
convertible into gold, possibly beginning in a tenta- 
tive manner with certain restrictions as to quantity. 
That, however, could only lie judged by experience. 

1 am of opinion personally that if there were 50 
rrores worth ttf gold actually in the reserve. Govern- 
ment could safely make the notes and silver rupees 
convertible. 

9370. Thai would be 50 mires in addition to tho 
present holding? -No, including the present holding. 

9377. Then, to lie clear, 1 understand that von 
would discard, as it were, the mechanism of tho 
exchange standard, nml leave it to the export and 
import of gold under the impulse of natural forces 
to keep Ihe exchange value of the rupee sternly?- - 
Well, I would not altogether discard it. L think tho 
Government might sell Council Bills for its own 
requirements in London as it does at present, but it 
should not provide for trade purposes. So far as 
the demand exceeds the actual requirements of the 
Secretary of State, then it should he left for gold 
to flow into India. 

937K. Would you accept any obligation on behalf 
of lie* currency authority to buy and sell the medium 
of international exchange? No, 1 think I would 
accept no obligation. 

9379. Then you would undertake, in the first, place, 
as I understand, some form of limited obligation to 
convert rupees into gold; you would not undertake 
a full obligation at the outset? I think 1 would 
undertake the obligation by making the statement 
that was made about 1 90S, if | remember rightly, 
that Government, would undertake that as a normal 
course, so far as possible, they would issue sovereigns 
again. -3. rupees or notes. That would give them the 
right to refuse from time to time if it was so found 
necessary, judging by tho nature of the demand. 
After they had tested the public demand for gold 
over a series of yea is, I believe as much as for 10 
years, then the Government might undertake tho 
final compulsory obligation of converting. 

93H0. Have you licen able- to form any estimate 
as to the first and last amount of rupees which you 
would expect to be presented for conversion?- Well, 

1 think personally that provided no statement wern 
made which would bo in the nature of requesting 
the people to bring the rupees to convert them into 
sovereigns, no large, amount would be brought for 
conversion. People at present are satisfying the need 
for gold through the ordinary market channels. I 
see no reason why they should want a much larger 
quantity of gold simply because wo make gold coins 
coined in India available. Curiosity might impel 
some people to possess one or two of these coins at 
first, which might lead to a certain amount of drain; 
hut after a time these coins would find their way 
back to the reserve; and to the extent to which they 
were actually taken out. from circulation, which 
might happen in the Punjab and a few other parts 
of India, t hero would bo a drain upon tho currency 
reserve. 

9331. There are two categories of rupees, us it 
were, to be considered, are there not; first of all the 
rupee in active circulation; and, secondly, the rupee 
that is held as a store of value, or, as it is called, 
a hoard? -Yes. 

93S*2. Have you distinguished between those two in 
forming your estimate that there is not likely to 
bo any very great presentation of rupees? — Certainly. 

1 sen no reason to anticipate that hoarded rupees 
would lie brought out. from hoards for conversion into 
gold, unless any kind of announcement were made 
by tho Government which might he interpreted or 
distorted by gossip to mean that if they did not 
convert them now it. would ho difficult- later oil. I 
should certainly think that any not Nation to the 
effect that tho rupee would become a limited legal 
tender, even if the limit wero fixed at 11s. 100, would 
immediately give a shock to confidence and lead 
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people to bring their rupees out of honnls. That is 
one very strong argument against any attempt at 
limiting the legal tender ol‘ the rupee. Apart from 
that danger, it appears to me that practically 
nothing would happen. People are already buying 
gold at a price which corresponds with the exchange 
value, Is. 6d., and so nothing serious would happen, 
unless Government raised exchange rate to Is. 8d., 
say, ut the mnnuMit they undertook to issue gold. 
Then, of course, gold would ho selling milch cheaper 
in the form of coin than it would he in the form of 
bullion, and there would he a rush to take the coins. 

9383. Then on your basis you estimate that it is 
unnecessary to strengthen tho reserves, except for 
the conversion into gold of a certain amount at 
present held in sterling sccuri ties? ---Yes. 

9384. The cost of your proposal would ho tho hiss 
of interest on whatever part was thus converted?-- 
Yes, say, about 80 lakhs per annum Ionn of interest 
possibly, and the loss due to the cost of coining. I 
would like to emphasise that T think it is most 
desirable that no seigniorage charge should be made 
for coinage, so that gold bullion and coin may ho 
absolutely interchangeable. 

9385. Yon would not anticipate that tho result of 
theso provisions would ho that any large amount of 
gold would pass into circulation in replacement of 
rupees?- -No, I do not think so. Presumably 20 or 
30 crores might possibly circulate at first, lint I 
think a good deni of that would come hack; after 
tliut the circulation would gradually grow. 

9380. (Tail the present reserves provide 20 or 30 
crores in circulation without reinforcement? -Not 
at present; hut, T say, if the holding were increased 
to 50 crores before any obligation were undertaken 
for eonversioii, it would ho particularly safe. 

9387. Supposing that, out of those 50 crores, 20 
crores pass into circulation and are no longer in the 
reserve, do you think there will he no necessity to 
reinforce the reserve by some other means to replace 
these 20 crores? No, l don't think so. T am assum- 
ing that when 20 crores had passed into circulation, 
the drain would have more or loss censed. Of course, 
there would he a recurring drain every autumn or tin* 
end of the year. That always happens. But then 
most of it conics back again. That really is ft point 
which must be judged ns the circumstances happen, 
and Government eon always import more gold or 
it may simply allow the exchange rate to rise a little 
and gold would flow into^the country. 

9388. That is assuming, is it not, that tho 20 crores 
which are in circulation are ns available for the 
support of the exchange value of tho internal cur- 
rency ns they were in the reserve? — No, 1 was not 
in that reply assuming that. The question of main- 
taining tho rupee in the case of an adverse balance 
of trade is one in which l would recommend reliance 
upon the sterling securities of the reserve, that is 
to say, of the united reserve. 

9389. You have depleted them to the extent of 
20 or 30 crores?- Yes. At present we have over 70 
crores valued at Is. 6d., so that it leaveB a largo 
margin. 

9390. Then it appears, does it not, that your cal- 
culation assumes that the present reserves nre in 
excess of what they need be?— I think they nre in 
excess of any reasonable demands, other than those 
of n great catastrophe. 

9391. And that you can deplete them to the extent 
of 20 or 30 crores without unduly impairing the 
stability of the systom?— Yes, I think so. 

9392. With regard to the last question, assuming 
that you have not substantially reduced the number 
of rupees outstanding; that you have not, os it 
would appear, got rid of whatever drain there is 
to the rupee circulation; that, duo to a rise in the 
price of silver, you have not rid yourself of the 
necessity of holding a silver reserve against your 
notes; and that you have not got any substantial 
amount of gold in circulation, what precisely have 
you gained?— You have taken one step on to the 


road of the development of the currency, towards 
a more perfected and stable gold system. 

9393. And the next step would be what? — Well, 
the next step would depend very greatly upon the 
extent to which the public took to using gold. Per- 
sonally, 1 should hold that they would not take to 
using gold if encashment of notes was always irassihle 
and forgery prevented; and I think the notes would 
continue to be at least as popular ns they are now 
4 iml would probably increase in popularity. Govern- 
ment then could go to the whole extent of muking 
notes unconditionally convertible into gold, and 
silver rupees also convertible. 

9394. Aro you looking forward beyond that 
step? — Beyond that? 

9395. Yes. Do you contemplate any further 
change, or would you be content to let it rest 
there?— I should follow tho habits and customs of 
tho ijooplc. If tlioy gave up using silver, thou one 
might for convenience of creditors limit the legal 
tender amount of tho rupees. That I regard only 
as a subsidiary point. The abolition of the general 
use of silver currency must be gradual, in my 
opinion, if it is to bo safe and stable. 

9.‘196. If you are looking forward to filially 

taking the step of limiting tho legul tender of the 
rupee, if and when that period comes, then, as 1 
think you told us, you would expect a large demand 
for the substitution of rupecB by gold to 

materialise?- No, because I should think that any 
such limitation should he postponed until such 

period as rupees had como to ho used so little ill 
circulation that it would create no shock of confidence 
at all. Tt would he merely a minor change, following 
rullier than leading, the habits of the people. 

9397. If that happy day comes when the out- 

standing rupees have so far been reduced, that 
will only como by the rupees having been gradually 
presented for conversion into gold, will it notP — 
No; limiting the amount of legal tender for the rupee 
does not innun that the rupee would cease to be 
convertible. The Government would always convert 
any quantity of rupees presented. Therefore they 
would maintain their value precisely os they were 
Iwforc. 

9398. £ understood that you would not finally 
limit the legal tender of the rupee until tho situation 
as regards tho rupees outstanding had become 
manageable? — il meant rupees in circulation. By 
outstanding, possibly you aro including rupees 
hoarded ? 

9399. Yes? — I am not. 1 meant not until rupoca 
in circulation had become much less than they are 
now; till tho common currency was notes, a certain 
amount of gold, u few rupees and small change. 
Then would he the appropriate time to limit the 
legal tender of tho rupoo. 

9400. Then there would have materialised the 
demand for tho conversion of hoards P— « No; I do not 
think it would. 

9401. £ understood it was your opinion that, os 
soon as you limited tho legal tender of tho rupee, 
rupees would bo presented for conversion P— If you 
did it now it would create a shock to confidence, 
hoenuse people simply would not understand your 
proposul. The rupees being so commonly in use, 
people would think that there was going to be less 
use for them than before. It would create amongst 
the ignorant masses a suspicion that the rnpee might 
not he convertible at some later time. They would 
net on the impulse of their thought. In my other 
suggestion that ultimately the rupoo might be 
limited legal tender, I am thinking of some date 
40 or 00 years hence, when the habits of the people 
have changed and the great mass of the people are 
educated. 

9402. If I hold Us. 50,000, say, in a box in a bock 
garden, and T am told that the rupee is going to 
cease to he legal tender and that I can have my 
rupees converted into gold, why should that make 
less of a shock to my confidence iO years hence than 
it doce now, whatever the conditions might have 
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beenP — I think wo are discussing two different 
hypotheses. When I say limited legal tender I menu 
simply that the amount which may be tendered in 
any transaction will not exceed the limit, say, Its. 50. 
Silver rupees will still he legal tender, will still bo 
convertible or receivable by Government in payment 
of revenue, so there will be no devaluation of the 
rupee at all, simply a slight loss of convenience 
according to the present habits of the people; and 
no loss of convenience according to Lho habits which 
will havo developed before the time at which I 
suggest it should be put into operation. 

9403. If that be so, why then, supposing you wero 
at once to say that the rupee should he legal tender 
up to only Its. 100, should it create this demand for 
conversion? — Because we have to deal with milliions 
of peasants and poorer classes in the towns who are 
very ignorant and who simply would not understand 
what this limitation of tho amount of the legal 
tender means. They would assume that they may ns 
well be on the safe side and convert now. 

9404. My difficulty is no doubt due to a misappre- 
hension of your argument. Wlmt is tho clmngo 
which is going to mnko that difference in the effect 
hy tho lapse of timoP — Well tho difference between, 
say, the Indian people as they now are and the 
English people ns they were, say, in 1810 or 1830. 
There may still he some of them wdin will he illiterate 
hut there will ho among tho mass of the ]>coplo a 
bighgr general level of understanding and education. 

9405. Are you quite confident that tho circum- 
stance that you limit the legal tender of the rupee 
is. going to make no practical and material difference 
to the value of the hoarded rupees to a .substantial 
amount P Supposing I hold 50,000 rupees to-day 
in a box, and the Government says that, in future, 
insteud of being unlimited legal tender they are to 
he legal tender only up to Its. 100, is that going 
to make no difference to tho value of tho rupees I 
hold? — Simply the difference due to the possible cost 
of carriage to tlin Government Treasury. If you 
happened to he situated far from any Government 
Treasury, you would have to take them there ami 
convert them into notes if you wanted to make 
payments with them. 

9406. But I cun only tender up to Its. 100 at a 
time?— -Oh no, the limited legal Lender is as between 
the members of tho public and not as lietween the 
Government and the public. 

9407. You contemplate that they should continue 
to be received in unlimited quantities hy the Govern- 
ment? — Oh, yes, that is absolutely essential; for all 
purposes — for Government revenue ami at the 
currency offices for conversion. 

9408. Finally, a memorandum has, I think, boon 

shown to you in which sonic suggested measures for 
the introduction of a gold standard and a gold 
currency are sketched. We have gathered from your 
answers in what respects your own proposals differ 
from these proposals; hut would you point out to us, 
perhaps in general, what you consider the compara- 
tive disadvantages of the proposals contained in that 
memorandum? — My impression of the two schemes 
set forth in this memorandum 

9409. Let me make it clear. There is a scheme 
for a perfected gold exchange standard. 1 am not 
referring to that, hut to the further proposals for 
a full gold standard?— T hog your pardon. My 
observation in general would he that the proposals 
hero attempt to make too many specific recommenda- 
tions and assume that the whole of the change must 
necessarily bo carried out at once, which course 
would, as assumed in the memorandum, involve 
Government in* considerable expense. What I fed is 
that looking at the history of currency changes which 
took place in the 19th century and also, in India, in 
the 20th century, we see how these changes havo 
been made step by step in a certain direction, and 
that the result can he achieved more certainly, and 
without doubt, more, cheaply in that wny than by 
trying to devise a complete scheme and to put it 


into o|>eratic>ii at a given time. Personally, I feel 
that if the Great War had not happened in 1914, 
probably the circulation of gold would have gone on 
gradually developing to a small extent, that tho 
habit which had been established of cashing notes in 
sovereigns when required would have developed into 
a permanent custom and possibly hy now into an 
obligation of Government; and that in duo course — 
it might have been hy now — the Government would 
have under Lake ii the minting of gold in this country; 
tliul the steps a ere already in progress for, as I 
might say, transposing the gold exchange standard 
ultimately into n gold standard, and that a stable 
system of currency was being developed. Tho fatal 
defect of that system as it developed was the ratio 
being at Is. 4d., and the system being liable to bo 
destroyed hy the riso of tho prieo of Bilvcr. It 
appears to me that wo havo to go hack somewhat, 
to follow the same course that was followed before 
the Great War ami proceed somewhat in tho radio 
manner, step by step. For that reason I think that 
any proposal to sell large quantities of rupees ns 
bullion is wasteful. We know that the trade of India 
is constantly growing, tho economic development of 
the country is proceeding, and so tho rupee circula- 
tion is likely to he increased, even though wo do put 
a certain amount of gold into circulation. 1 see no 
reason to suppose that in 1.0 nr 15 years tho whole 
nl the silver now in the paper currency reserve 
might not ho demanded in circulation. If melted 
up and sold now the equivalent silver would have to 
he coined again, perhaps 10 years lienee, or even 
earlier. 

9-110. Your principal object ion to the scheme is 
that it goes too Inst ? It a l tempts to go loo lust and 
therefore introduces certain complexities, and creates 
certain difficulties for itself which need nut ho 
incurred. 1 do not know if you wish me to make 
any detailed observations? 

0-111. I have got the substance of the assistance 
which we desire to obtain from you on that point? - 
You do not want any further observations? 

01I2. If iliero is any other heading which occurs 
to you in the nay of criticism of these proposals, 
please mention it? — Well, L would like just to 
lurther observe that this memorandum seems to over- 
look the fact that in most countries which huve the 
gold standard tho gold has been brought into tho 
country hy the ordinary method of commerce. 
Government has sometimes, for instance Germany, 
had a nucleus to establish a system; hut the idea 
that Government should necessarily have to provido 
most of the gold hy purchasing it is quite 
unnecessary. By limiting their sales of exchange 
hills when exchange is favourable, putting up the 
rate, say, to Is. tj, 3 6 d., they could ulwnys induce 
ii special (low of gold into India. 

0413. That is, of course, necessary under this 
scheme in anticipation of the bigger demand for 
gold as the result of the shock which you have 
described of limiting the legal tender of tho rupee? 

Yes, quite. 

0414. Finally, l understand that tho system you 
recommend is, in substance, this. It is a gold 
standard system in which you contemplate, in the 
foreseeable future, two forms of token currency 
circulating in the country, the note and tho rupee, 
both fully convertible into gold; gold passing freely 
into and out of circulation hy the normal processes 
through Lho Mint or in exchange for the token; 
reserves against those two forms of tokens, and a 
single reserve held hy the currency authority for 
supporting the exchange value of the token ?— Yes. 

9415. No effort to force gold into circulation in tho 
country or to accelerate the rate of conversion of 
rupees, but. to allow that to take place in the nutural 
process? — Yes. 

9416. You would expect the natural process of tho 
conversion or substitution of tho rupee hy the note 
in circulation, which would finally reduce tho out- 
standing rupees to manageable dimensions? — Yes. 
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9417. And prepare the way for the reduction of 
the rupee somewhere to the position of a subsidiary 
eoini'- -Yes. 

941M. Will you now bo so kind as to deal with any 
questions which any of iny colleagues may wish to 
ask? Certainly. 

9419. (Sir Pursholanulas Thakurda j».) Which are 
the main heads. Professor J ovens, in your opinion, 
which would require adjustment before stabilising, 
at any rate, before one decades on any rate of 
of exchange ?— -I am sorry i am not quilo (dear as to 
your question. 

9420. You said, in reply to the Chairman, that 
you thought that the adjustment that had taken 
placo at IHd. was larger in proportion to tho mal- 
adjustment that still had to be adjusted? — No; what 
1 stated to the Chairman was that I thought there 
was less adjustment to be made in prices, wages and 
w> forth, to the rate of Is. Qd v which has been in 
Torre practically" for nearly 12 months, than the 
adjustment which would have to take place if the 
rate were reduced to Is. 4d. 

9421. Therefore tin? adjustment thut has taken 
place to Is. Gd. from Is. 4d. is greater than the 
adjustment which has still to he achieved between 
Is. 4d. and Is. Gd.? — Yes; the adjustment which has 
taken place in the past two or two and a half years 
from Is. 4(1. to Is. (Id. is greater, as you say, slightly 
greater, than tho adjustment which would have to 
take place from Is. Gd. to Is. 4d., because we have 
not filially adjusted ourselves to the Is. Gd. level. 

9422. Did you say just now for two and a hulf 
years? 1 thought that in paragraph 12 you say a 
permanent rate which has already been operative 
for several months?— I was thinking then (when I" 
said two and u half years) of the time when exchange 
was Inst at Is. 4d. up to the present time. 

9423. You mean Is. 4(1. sterling or gold? — Wo were 
speaking of the amount of adjustment which had 
taken place in exchange changing from Is. 4d. to 
Is. Gd. Now, 1 find that it was late in 1922 or early 
ill 1923 that exchange went above Is. 4d. f so that is 
getting on for three years. 

9424. Is. 4d. sterling? — Yes. 

9125. Which are the heads under which the 
adjustment is not complete? Wages?-- Wages is 
one certainly; and of course routs, too, is another. 

*9420. Rents for land?— Rents for agricultural 
land which were made say three years ago. 

9427. Does that include Government revenue 
demand then?- No, because that being based upon 
settlements made at long intervals, these compara- 
tively short periods of fluctuation with which we 
are dealing now have only to a slight extent affected 
the revenue. Of course, I am speaking of the 
fluctuations since 1920. In any settlements which 
were made at the period of very high priccB follow- 
ing the war no doubt the high prices have influenced 
tho Government revenue; hut that is a different 
question from this point as between Is. 4d. and 
Is. Gd. which we %re discussing just now. 

9428. Would you look upon adjustment of railway 
freights also as necessary? Freight rates oil goods 
carried both ways for export and import?— There 
are so many other factors that enter into tho ques- 
tion of railway rates that this is just one of the 
considerations. Railway costs of course depend upon 
tho pr.ee of fuel, that is, coal, and wages rates, 
very largely. In so far as those do not readjust 
themselves, then of course the railway rates could 
not be reduced; hilt 1 think that coal prices have 
and would readjust themselves; they are sensitive on 
the whole to exchanges; wages are not sensitive. 

9429. Without the railway freight being adjusted? 
-No. 

01. K). Lot me make inysclf moro dear, if I may. 
Tt has been pointed out that when an articlo for 
export is sent nut, there is a reduction, owing to 
the higher rate of exchange, in the rupees that 
the cultivator gets? — True. 


9431. The total cost of export, the f.o.b. cost if 
I may call it, of any commodity includes the cost 
of purchase at the village centre, plus the railway 
froiglit? — Yes. 

9432. if the railway freight keeps steady and doe8 
nob undergo the necessary reduction of 12£ per cent, 
that falls on the cultivator? — It does. 

94JJ3. Would you agree thut that would be n bad 
maladjustment ns far as the price available to the 
grower is concerned? — Yes; so far as the percentage 
of the price which it forms it would he. Rut it 
w'ould only work out between 3 and 4 per cent, of 
the price. 

9434. That depends upon what percentage the 
railway freight forms part of the whole f.o.b. cost 
of an artiele?— Yes. 

9135. Do you think there are many chances of 
wages in India coming down P — You mean if exchange 
remains stable? 

9I3G. Irrespective of the rate of exchange, have 
you heard of any case where the cost of wages has 
gono down or where it line boon possible to put 
down wages? Once you put labourers on n certain 
scale, lias it been possible in your experience to 
reduce those wages? — Well, I am not in a position 
actually to give you specific examples. It would 
require a distinct and special inquiry to do that. 

9437. I was only asking whether you in your course 
of study of the Indian currency problems and the 
general economic problems of India, hod heard of 
any case where wages had successfully been put 
down? My impression is that the wages of agricul- 
tural labourers have fallen in many parts of Lhe 
country, certainly within the last five years. 

9438. A Government report that I have seen says 
that wages have in fact been rising, and reports 
from district officers show that the tendency has 
boon for agricultural wages to rise; hut perhaps 
you have one province in mind and T have another? 

•As I say I do not profess to he able to pronounco 
a specific opinion; it is a matter of collecting 
statistics ami 1 have not set out to do that. 

9439. Would you look upon any sort of reluctance 
on the part of wages to decline as a very important 
part of the maladjustment which it is necessary to 
rectify before fixing upon a rate of exchange, or 
would you overlook it? — I think it is a highly 
promising feature as regards Indian life; the fact 
that working people can show resistance to forces 
tending to reduce wages is one of the most hopeful 
signs that we have ever had in India. 

9140. Rut what importance would you give it in 
deciding upon the rate of exchange to he fixed? — 
I should give it comparatively little importance, the 
reason being that it bears heavily upon the under- 
taker or entrepeneur, the factory or millowner, the 
employer whoever he may he; therefore it gives 
an impulse to him to substitute improved machinery 
to improve his methods of production. Unless you 
apply that pressure to employers in any country 
they are slow about improving their methods; and 
a foil of prices is generally regarded by most 
economists ns being a period during which improve- 
ments are mode in methods of production, because 
employers find they cannot carry on without 
mincing their costs, and when they cannot reduce 
wages they bogin to turn and consider what other 
ways there are of rod ucing costs. 

9441. You would not give it any groat importance, 
and you would leave the industries and the grower 
concerned to try to economise their costs of pro- 
duction ?— Certainly. To put it briefly this way, it 
must result in such an increase of the efficiency of 
tho industry after a period of years that the work- 
man himself has so much greater output of wealth 
per person to correspond with your reduction of 
prices due to higher exchange. 

9442. I sec. Although you would call complete 
adjustment of wages to the appreciation ^ of the 
rupee the real standard by which to stabilise your 
exchange! you certainly would tot give the malad- 
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justment any groat importance P—No, 1 do not 
think so. 

9443. What happens to the industry in the mean- 
time? 1 suppose the industry goes on? — The in- 
dustry feels vory sorry for itself. 

9444. And gets a set-back? — Yes, a temporary 
get-tack; but it goto, also a great stimulus and 
incentive to improve itself. 

Mi Tt 1 b not a stimulus tlmt you really seek?— 
It is the stimulus by which a great deal of progress 
has been made in the last one hundred years, un- 
doubtedly. 

9440. People have actually sought that stimulus 
in order that an industry nmy look out for more 
efficiency? — People have not sought it; but we know 
that the groat period of falling prices in Europe, 
from, say, 1873 onwards to 1890, was a period when 
manufacturers had the greatest difficulty in carry- 
ing on, and all the inventions adopted were in the 
direction of roducing cost. It was a great period 
for introducing labour-saving machinery. 

9447. Where you cunnoL avoid it, I mean, you 
would rather tolerate it; you would not seek that 
stimulus?— 1 would not exactly seek it; hut 1 do 
not think it is anything thut we should take any 
special measures to avoid, if I may put it that way. 

9448. You would not even do that when you knew 
that an industry had to face foreign competition 
which was taking advantage of il, or rather over 
it?— When you come to that question, of course, it 
raises the hig issues of Protection. Tt appears to 
me that if we take the Indian cotton mill industry 
as an example, at present we are suffering from 
a dumping, as it has generally been called, of cheap 
goods from abroad, largely from Japan; nnd Ihe 
measures which most countries have taken for the 
same purpose are either temporary or permanent 
increases of their Customs duties. To consider that 
question as affecting the rale of exchange, that is 
to say, the system of currency which you are going 
to establish, appears to mo to bo going outside the 
considerations which should he taken into account. 

9449. Any witness who urged any argu incuts based 
on that must ho considered to ho urging something 
which was not relevant to the question under refer- 
ence to the Commission? — Exactly; for which they 
had bettor seek some other remedy. 

9460. Even though it mn.v be admitted to a certain 
point that the appreciation of thn rupee docs put 
the industry to a disadvantage? -It does entirely, 
temporarily. 

9451. W r ould you still say that those considerations 
are irrelevant to our inquriy? — Yes. 

9452. Professor, in your paragraph 12 you have 
this: "To raise exchange to 2s. would have a very 
depressing- effect upon industries and agriculture; 
nnd the lowering of the general price level which 
would result must operate quite unfairly on debtors 
and tenants. 1 ' You yourself include that as a rele- 
vant subject, do you not?— Unquestionably. 

9453. Therefore any other witness who may ho 
raising that point could not be said to ho raising 
anything irrelevant to that inquiry? When I said 
irrelevant, I was speaking of the foreign competition 
in Indian markets. However, if L may explain wlint 
is meant by this statement here, it is that any rise 
of exchange will tend to have the effects here stated : 
that is to say, to loiver the price level in India, therc- 
forg.t® be a d ijMld vantage to tenants as against their 
landlords | and to debtors as against creditors, and 
so onr^Tf 'you’ raise the exchange to 2s. naturally 
the effects will be much greater than if you raise 
the exchange to Is. 8d. And if you keep exchange 
at Is. 6d., as it is now, then these effects will not 
oomo into force; and if you lower the exchange to 
Is. 4d. the effects will he reversed and you will tend 
tptmmr the price of produce and tend to favour the 
aeh|prj ta ps against creditors and tenants ns against 
landlords. " 


9454. Any rise or fall does make a difference to 
exports and imports? — Undoubtedly, it must make 
a difference. 

9455. That is the conclusion from this. In this 
case you say the adjustment has partially been com- 
plete? — It has nearly been complete, i think. 

9450. Now in paragraph 12 you mention only one 
reason why tho rate of Is. 6d. is more satisfactory 
than the reversion to Is. 4d. and that is because 
of the rise in the price of silver?-- Yes, that is the 
main reason. I do not know whether you would 
remember the evidenco I gave before the Committee 
of 1919. In common with other witnesses I laid 
special emphasis upon the need of protecting the 
currency system from a rise in the price of silver, 
pointing out how the currency systems of England, 
France, Germany, and the United States had been 
put upon tho gold standard at a time when the price 
of silver was still high, still round about 57 pence 
per ounce, and that consequently they had a high 
ratio, and that India in common with some other 
countries like Japan had attempted to get upon the 
gold standard, or at any rate upon the gold exchange 
standard, when the price of silver had already fallen 
considerably, and wiin therefore at a disadvantage 
in comparison with the countries that l have 
previously named. 

9457. Hut those considerations do not apply to-day, 
do they? I mean tho 1919 considerations were based 
on tho higher prire of silver?— Well, we cannot 
assume that thn price of silver is necessarily going 
to remain round about 33 pence. 

9458. Wliat is your opinion about the future of 
the silver markot? - Well, I cannot make any esti- 
mate of the future nL all, hut I do think there is 
quite a possibility of tho industrial demand for silver 
growing considerably so ns to establish a generally 
higher level of prices, round about 42 or 45 pence 
per ounce perhaps. 

9459. One view put before the Com mission has been 
that as India is not likely to he a buyer of silver 
for coinage of rupees, it is possible that tho silver 
market may remain fairly quiet for tho next live or 
seven years? - Oh, yes, [ quite agree with that. 
Mut. I am lookng further ahead. 1 take it that any 
system of currency now established is intended to 
be permanent ; just as tho English system established 
in 1815 still exists, with modifications made si nee 
the War. It was in operation practically for 100 
years without change. So we may hope that the 
system to he shortly established in India will last 
a hundred years or more. 

9400. With 90 crores of rupees in the Govern merit 
treasury and with the gold coin which you suggest 
should bo put into circulation, do you renlly think 
that after five or seven years India would require 
very large quantities of silver? — No, I do not say 
large quantities, but I certainly think that India 
might he requiring silver again after that time. 

9461. For the roinago of rupees P — To some extent 
for the coining of rupees; and tho ordinary indus- 
trial demands for silver will continue, of course. 

9462. 1 see. You still think that, in spite of the 
gold coinage that you recommend, the consideration 
of the silver prices must he home in mind in fixing 
a ratio?— Oh, certainly. 

9463. You would not agree with those who think 
that this ought to he looked upon ns a subsidiary 
consideration or secondary consideration? — No. 

9464. At the end of paragraph 12 you mention that 
u valuation of Is. 6d. would not make a round 
number of rupees nnd therefore you go on to con- 
sider the question of raising tho exchange rate to 
Is. 8d. in order to get an even number of rupees? 
— Yos. 

9465. And you say this:— “By waiting for u 
general rise of prices throughout tho world, a rise 
of exchange to Is. Hd. could he effected without 
lowering prices in India.” It may be without lower- 
ing prices in India, hut it certainly would mean by 
depriving the Indian grower of .the rise that those 
in other parts of the world get? — Certainly. 
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9460. Do you think that is a policy that should he 
followed by Government, except under very extreme 
circumstances!' — Well, it is n question of opinion. 

9467. 1 am asking your opinion. If you will givo 
me the benefit of your opinion ubout it P-- 1 do not 
think 1 should do it. Otherwise I should have 
recoin mended the rate of Is. Sd. 

94HK. | just wanted to ask whether you think that 
should be done!'- No, I do not recommend it. lint I 
can conceive that the majority might he in favour 
of it. 

9409. Anti you particularly would not recommend 
it because in case a fall in world prices should 
follow, you would not recommend loitering (he ratio. 
It should only he done once and one way only!' - 
It should he done only oiicu and one way only, and 
only to a figure which Government can he sure of 
maintaining. Hut I think that Government could he 
practically certain of maintaining Is. Sd. with the 
resources which it has. Of course, I am not saying 
that I advocate it, hut 1 say the resources are such 
that Government could he practically certain of 
maintaining the Is. Sd. rate if it were adopled in 
the period of rising prices that I propose. 

9-170. Hut you made a very important condition 
there. In your paragraph 14 you say: “ If the 
hanks should not, in fad, work harmoniously with 
Government it might, prove difficult to niantain 
exchange ”? Yes, that is an important condition. 

9471. And in your hook, Professor, you say not 
only the exchange hanks hut also the Indian hunkers 
should he asked to work in co-operation with Govern- 
ment for this purpose. And \ou further say that 
the hanks which the Government consult- should not 
he greedy and should he satisfied with a certain 
advantage only!' Ignite true. 

9472. So, there are so many conditions which you 
lay down in this connection that, knowing human 
nature as we do, it may perhaps lie very difficult of 
attainment!'- No, I do not think so, if the need of 
it is understood. You see, there has been a great 
change in the hanking system in England during the 
last 40 years or so, and during the last 16 years or 
so in America. 1 n America, the hanks as a whole 
are organised at any rate, if not specifically united, 
with the Federal Reserve system; yet, as in England, 
they have the practice of working together, consult- 
ing together, and meeting a situation which requires 
deflation hy common action. 

917.4. Do you think that is feasible in India!' - 
Not at the present moment, until hankers have 
discussed this problem amongst themselves. 

9474. Do you think there is a beginning made 
among those even after the two or three crises we 
linvc passed through ? - 1 do not think it is difficult 
to begin the education. 

9476. Has it not been your experience that each 
one pulls his own way under these crises':'- So far. 
Hut it need not. continue so indefinitely. 

9470. Now, in paragraph 2d you have this:-- 
11 I have recommended almve that a rupee 
defined in gold should he the standard coin of 
India. ’ ^ May I ask whether till 1914 the rupee 
defined in gold was not the standard coin of India? 
—Oh, yes, it was. 

9477. Hut, owing to expediency, the Government 
elianged it from that into a subsidiary coin? On 
the outbreak of war, you mean. 

9478. Or after, a little later? According to the 
most generally used definition of a standard coin we 
eun certainly xn.v that the sovereign was the standard 
enin of India in the period immediately preceding 
the War. 

94/9. But immediately Government Tensed to issue 
it. f put that- question in order to leud on to the 
next one. My point is that before the War or till 
the outbreak of War, a rupee was a tli part of a 
gold sovereign. Why do you. Professor, recommend 
a change in the ratio? -Well, for the protection of 
the currency system against a rise in the price or 
silver. 1 


9480. Only for that aud nothing else? — That is 
the main reason. The secondary reason is the dis- 
turbance to trade, and the adjustments which would 
he required to go hack from the Is. 6d. to the Is. 4d. 
level. 

9481. Now, the first one we understand dearly and 
we have discussed it. Regarding the second, you are 
not able to tell us which adjustments you think are 
complete and which are incomplete P I have men- 
tioned to you the incomplete part of the adjustments 
as they have been put before the Commission. Can 
you tell us the complete part of the adjustments, if 
you remember those?- -Well, the adjustments most 
likely to ho complete are the prices of the staple 
com modi ties in the markets, and the wages of 
unskilled labour. 

9482. You tlink they have been adjusted — wages of 
unskilled labour? — I say they are the most likely 
to have Wen adjusted.. . I am not acquainted with' 
the actual facts. 

” 0483. You lire only naming these? - Wo know that 
in other periods of declining prices or rising 
exchanges, the rate* of wages that have been adjusted 
have followed most closely' the cost of living. That 
was the universal experience throughout the latter 
part of the 19th century in Europe. 

948|. These arc the two most important points 
you cun think of? Yes. 

9486. Now, it has been suggested. Professor, that, 
since the Fawcett Committee reported (the difference 
IIiimi was In* tween Is. 3d. and Is. 4d.) f Government 
had to deflate in one mil liner for a period of veVy 
nearly six years. They did not coin rupees even on 
their own account and they therefore abstained from 
supplying the currency necessary for tlm (annual 
and) increasing requirements of the country. There 
also coincided with that period two of the biggest 
iniuiiicK that we have known in India. It was owing 
lo these reasons that the rupee finally hocniue 
stabilised at Js. 4d. and the adjustments Took place. 
The famine acted very usefully for the adjustment 
of wages. It has therefore been suggested that, if 
Is. 0d. is stabilised, a long and hard struggle may ho 
involved as far as capital and labour is concerned. 
Have you any views about this? Well, one cun only 
speak ol tendencies in these cases. The tendency 
is, ol course, for the struggle to he more severe if 
we leave exchange at Js. 0d. than if exchange were 
to he reduced to Is. 4d. In fact, if exchange were 
to he reduced to Is. 4d. the probability is that there 
would he no considerable tendency for reduction of 
wages now. 

9480. No demand for reduction of wages? 
Yes. Probably there would he no strong demand 
on the part of employers to reduce wages, because 
they would Hud that prices had risen — in the 
majority or industries, 1 do not say all. The majority 
of industries would find it easier to go on paying 
the wages which prevail than they do now. Hut 
it 1 might be allowed to offer an observation, if 
such a consideration is to he taken into account, 
Unit is to say the advantage to the industrial situa- 
tion within the next two or throe yours in nu 
alteration of the exchange rate from is. (id. to Is. 4d., 
we are /setting out upon a policy of stabilisation 
of prices and of an unstable exchange; and after 
a few years the reverse effects might coiue into play. 

9187. Why do you say “ unstable exchange ”P- ■ 
I mean, allowing the price situation in India to 
influence your judgment on the question of exchange; 
and mice you do that, you nr© setting out on the 
alternative, for a policy of stabilisation of prices 
rather than stabilisation of exchange. The two 
policies must be kept dearly distinct. 

9488. You mean you would only look at the 
stabilisation of tlie prices for the purpose of 
stabilisation of exchange? — You must make up your 
mind whether you arc going in for a policy of 
stabilisation of exchange or stabilisation of prices. 
If, therefore, in considering about wliat exchange 
rate is to be established, you take into question the 
existing price level and the difficulties which in- 
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du 8t lies find in paying the existing wages on account 
of the low price level, you aro setting out to deter- 
mine exchange on the basis of tin* “ stabilisation of 
prices ” principle rather than on the “ stabilisation 
of oxchauge M principle. It just so happens that in 
tho present trade and industrial situation we are 
at a point wliero it might be very advantageous to 
low'd 1 tho rate of exchange and brighten up industry. 
Throo or four years hence, with a considerable world 
demuitd for India's raw materials, and a highly 
favourable balance of trade, you might have the 
reverse effect of an outcry for exchange to rise, to 
preveut prices rising any higher, as the cost of living 
would lu* going up in India. 

9189. Would that not adjust itself, I mean, tin 1 
question arises at present for once, and that is more 
for the purpose of conversion of the rupee into your 
gold currency ? -What 1 am tiding to point out is 
that in taking such an argument into consideration 
you are allowing temporary conditions in trade and 
industry In influence >our decision as to your 
permanent policy. 

9*190. Which you would not approve off' -l think 
the two must lie kept separate. 

9491. I was looking at the evidence you gave before 
the Hahington-Smilli Committee, Professor .1 evens, 
and l see that you supplied them with a memoran- 
dum containing your considered views on the ques- 
tion of fixing the permanent rate of exchange, and 
you there attached very great importance to the 
rate, or any rate to he fixed, being liable to he 
maintained ? Yes, I did. 

9492. Do you think that the same importance 
should lie attached in fixing the rate of exchange now, 
or would you attach any less importance now than 
you did in 1919? -F attach equal importance now 
to the necessity of seeing that the resources are 
adequate to maintain the rale of exchange fixed. 

949.'1. You have told us earlier that you think that 
at Is. fid. our resources are ample? - S’es. It is not 
a question at present of difficulty of maintaining 
exchange but of keeping it from rising. 

9491. That would happen with any rate ot 
exchange, would it not, if Government have a dead 
inoperative ratio on the statute which prevents gold 
from being tendered to Government at all? The 
present situation is unsatisfactory, of course. 

9495. Therefore it is contended there is nothing 
special that Government have done in preventing 
the ratio rising from Is. fid. Gold, which is a very 
necessary natural thing for the expansion of 
currency, cannot he tendered to Government at nil? 
The whole question is whether with Is. fid. and with 
the liability of India to adverse balances of trade 
qr to famines, you think the Is. fid. runs llie risk 
of being disturbed?- I do not, personally. 

9490. Sir Manerkji Vntlahhoy: In paragraph 2 you 
niako a very wise recommendation about the legis- 
lature being consulted as regards the ultimate pro- 
posals. But will you please tell the Commission how 
you will guard against speculation and financial 
disturbance between the period of tin 1 report and 
the ultimate adoption of the proposals? -Well, it is 
impossible altogether to avoid such speculation; but 
if the period for adoption is not fixed, but left to 
Government to notify suddenly, then the un- 
certainties will not he of the kind to encourage 
speculation. 

9497. Even if the period of adoption is notified 
by Government, still it would be some future date 
mid some measure of speculation would be indulged 
in? — Tit need not bo some future date, ns was done 
in 1920. Government brought the alteration into 
effect ini mediately they made the notification, and 
that is still practicable, although the notification, 
is made in respect of a principle which has been 
determined on any time previously. 

9498. Then in your opinion, on the whole, tho 
advantage of consulting tho Legislature, would bo 
greater than the disadvantage of financial disloca- 
tion? — Yes, I think so, on tho whole. 


9199. In paragraph 8, where you speak of the risk 
of a falling exchange, you maintain that the fall of 
exchange is quit* 1 sufficient- to deter English investors 
from purchasing rupee securities otherwise sound 
and attractive. Now will you please tell tho Com- 
mission that when the ratio remained steady for a 
period of 20 years at Is. Id., did it deter English 
investors from investing money in India and 
generally in Indian securities — the fact that it 
remained stationary encouraged English investors, 
when it was at. Is. -Id.;’ The helicf that it was likely 
to remain at Is. 4d. undoubtedly was an encourage- 
ment to English capital to conic out to India. 

9500. Hut at that, time the belief that it was going 
to remain steady for such a long period was not 
existent at the commencement? 1 venturi* to differ 
1 here. The law had already been passed that gold 
was to lie to the rupee at Is. Id. The. sovereign was 
to ho accepted, and that meant that exchange could 
not rise higher, and after I1KM), when the gold 
standard reserve was established, there was a prac- 
tical certainty that exchange would not fall. 

9501. So it induced further investment in tho 
country?- F think so, especially after 1900. 

9502. Take the reverse case now. You said that 
this high exchange has emit i lined now for a period 
of nearly 111 mouths, at Is. fid.; lias it brought any 
money from England during this period? No. not 
much L should say. 

9503. Any at all? I cannot say. The point, is that 
people would lint, lie inclined to invest tlicir money 
in rupees in India milch for tin* reason that, for all 
they know in England, the rupee might go down to 
Is. -Id. next year. 

9501. In reply to the Chairman, as well as in 
answer to Sir Dursliotaindas Tliakimlas, you stall'd 
there lias been a substantial adjustment in India to 
the INd. rate? Yes. 

9505. When did this substantial adjustment com- 
mence; how many months ago? -Well these adjust- 
ments must take place practically pari passu wit If 
"thcr-fli'a'iigi* or exchange in regard lo the prices of 
ccrTaTii staple commodities; and in regard to all other 
tilings they take place side by side. Without an 
enormous investigation one muld not say exactly 
at uliat dates the adjustments came about. 

9500. Is it not very material in order to correctly 
find out if the adjustment Imd actually taken place 
to see when it really started? I think economists 
would he very pleased if the Commission would 
undertake that, imcstigatimi. They would require a 
sufficient staff lo do that, and I am ccrtaiulx not 
aide to say. 

9507. And the adjust men t is not complete even 
to-day? On theoretical grounds I should say it in 
not yet complete. 

950N. And one cannot state when the adjustment 
would ho quite complete? — 4 ii a sense these adjust- 
ments never become complete because before they 
become complete something else causes a disturbance. 

9509. Supposing a famine starts next year, all 
these* arguments will lie of no use?— The causes 
influencing prices arc* so varied that questions of 
exchange arc only one of them. 

9510. If we have a famine next year or a couple of 
years after, all these calculations are upset? — Well, 

F would not say that a famine next year or the year 
after would upset, the exchange if it lie stabilised 
at. Is. fid. I. think our resources are quite sufficient 
to maintain it, even in the face of a year's famine. 
Hut iT we hud a series of families so severe as those 
of the 'nineties, there might he a temporary diffi- 
culty. The only resource that the Government of 
India would then have, after it had exhausted its 
sterling resources, would he to raise loans in fjomlon; 
it could raise £10 millions in Loudon in a moment-, 
and so there would lie no difficulty in tiding over 
a period of adverse balance. 

9511. In paragraph 12, among three or four 
reasons you have given for maintaining the Is. fid- 
rale, you have stated nhnut the protection to £*» 
currency system against the rise in tho price of 
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silver. Sir Purshotnmdas Thakurdas has asked you 
already a question or two about it. Now in this 
protection which you now speak of, there is the 
margin of safety P — Yes. 

95] 2-3. So it is n mere question of grade P You 
want a gradual protection. If you first make it 
In. Hil. p a further protection at 2s. After all it is u 
question of graduation P — Yes. 

9514. Now taking all the circumstances into con- 
sideration, the present price of silver being 31d. and 
the silver at 43d. per ounce, iB not the margin 
between 31 and 43 a sufficient margin ?— I should 
prefer to see the margin greater. 

9515. As a matter of over-caution? — Yes, as a 
matter of caution. 

9516. On no other grounds but as a matter of 
over-caution?— As a necessary caution, in iny opinion. 

9517. The price of silver during Ihe War went up 
to such a high pitch. Generally if you look to tho 
past history of the value of silver, it has not shown 
so much variation. It was the extraordinary circum- 
stance of the War that rained the price of silver? — 
Up till 1870 the price of silver always remained 
somewhere near 60d. per ox. Then came the long fall 
in the price of silver which has involved India in 
difficulties; and since the beginning of tliis century 
wo have Been on the whole a tendency to rise, which 
became enormously accentuated during the War. 

9518. And then, after the War, it haN gone con- 
siderably down? — Certainly, but not to the pre-war 
level. Its ratio to gold is higher now than it was 
in pre-war times. 

9519. So, do you nut think that, as England lias 
now restored the gold standard and all other 
countries have resorted to it, if you introduced gold 
standard into India, it is very unlikely that the 
price of silver will vary, because there will not ho 
large demand for silver in the country except for 
jewel purposes, for use by Indian women? — I admit 
that the Indian demand is less, but 1 liuve already 
mentioned that 1 think there is quite a possibility 
if the industrial demand for silver in the world in 
general expanding very considerably within the next 
20 years, in the vast increase of industrial uses of 
photography in which although much Rilver is 
recovered yet involves a certain amount of waste. 

9520. So in your opinion, for industrial purposes 
silver will he largely in demand in the next 20 yenrs? 
— Yes, in iny opinion. 

9521. Ami therefore we should udnpt the over- 
eautioii of keeping the ratio at Is. 6d.?--Yos. 

9522. l)o you want this to be a provisional 
ratio or a permanent ratio, because throughout your 
examination you were very sceptical so far as the 
maintainability of the ratio is concerned. You stated 
that it would hu easier to maintain a ratio at Is. 6d. 
than at Is. 4d.? No, no; it is necessarily easier to 
maintain a ratio at Is. 4d. than nt Is. 6d. 

9523. It is easier to maintain In. 4d. than Is. 6d.p 
— Yes. I consider there is adequate reserve to main- 
tain it ut Js. 6d. and possibly adequate to maintain 
it at Is. 8d. 


9624. You stated that when we adopt a gold 
standard, gold in demand would not be very much if 
we avoid inviting the public generally to exchange 
silver for goldP — Yea. 

9525. Will it be fair to the country that when we 
adopt a gold standard we should withhold from them 
any such information? That is, that the Govern- 
ment and the banks will exchange notes and silver 
for gold? — It all depends on whether the limitation 
of legal tender is imposed; and I have said that it 
iB desirable not to put any such limit on the amount 
of rupees which should be legal tender. 

9526. So your system is that in coune of time 
we should introduce gold standard gradually P — Yes. 

9527. Meanwhile the rupee riiould continue to 
remain unlimited legal .tender? — Yes. 

9528. And the silver currency should side by sido 
subsist with tho gold standard?.— Certainly. 

9529. Will not the existence of the silver currency, 
1 mean keeping the silver rupee as unlimited legal 
tender, affect or interfere with the buccoss of tho gold 
standard? — ft depends on whut you mean by 
“ success of the gold standard.’ 1 

9630. Making it quite a success? — What 1 regard as 
a successful gold standard is that you could maintain 
a gold exchange, a stable gold exchange, and allow 
the people to have such gold as they want in circula- 
tion. If they use gold, then, of course, the rupees 
would become redundant. But if they prefer using 
rupees, then a small amount of gold will be in 
circulation; but the system will be successful. 

9531. As regards paragraph 17, where you advise 
not to transfer to the Imperial Bank for a further 
period of 10 years the right of issue of notes, L 
understand that you will have no objection to the 
transfer of the note issue to tho Imperial Bank pro- 
vided they merely net ns Agents for the Government? 
— 1 certainly think there will bo no strong objection 
to that, provided the Bank is fully willing to under- 
take the responsibility. 

9532. That goes without saying; it is on that 
assumption, of course.— Yea. 

9533. And iin the Chuirniari said, or drew your 
attention .to tlm fact, that if the whole department, 
tho present existing department, will ho bodily trans- 
ferred und placed under the charge of the Imperial 
Bank, there could be not much difficulty.- Yes. 

9634. Chairman : Have you given any considera- 
tion to the question of the ideal constitution of a 
Central Bank for India? It is not included in your 
memorandum and I thought perhaps it might have 
escaped your attention?— No; I am quite satisfied 
with the Imperial Bank as at present constituted. 

9535. There are no substantial fundamental 
changes in principle as regards the constitution of 
the Imperial Bank which you desire to suggest? — 
No; not apart from the question of note issue which 
we have already discussed. 

9536. The separation of tho issue department from 
tho banking department?— Yes. 

9537. Chairman : The Commission is very much 
obliged to you for your memorandum and for your 
assistance hero to-day. 


{The witness withdrew,) 
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5938. (Chairman.) Mr. Murray, you are one of the 
Managing Governors ol' the Imperial Bank of India? 

; — Joint Managing Governor of the Imperial Bank 
of India. 

0539. In order that we may have it on our record, 
how long have you occupied that position? — 1 was 
confirmed in the position a year ago, hut 1 have 
acted in it on two previous occasions. 

9540. Has your experience of hanking been iu the 
Imperial Bunk of India? ■- Originally in tlic Bank of 
Madras which was one of the Presidency Banks. 
Thera were three Presidency Bunks from which the 
Imperial Batik of India was formed. 

9541. Von have been in the Imperial Bank of India 
since its formation? — Yes, Sir. 

9542. And that is an experience lasting over how 
many years? — Close on 30 years in the Knst. 

954.*). \Ve understand that in coming here to-day 
you collie to give evidence hosed on your experience 
of hiiAiuesH in the Imperial Bank of India, hut given 
in your personal capacity? — I should like it on record 
that I am here entirely in my personal capacity. 

9544. Your replies will not be given, ns it wero, on 
behalf of the bank? - No, they do not commit the 
hank in any way. 

9545. For the information of those of us who are 
not so familiar with these matters, would you tell 
us in general what is the nature of the business 
transacted by the bank at present at its chief 
offices and branches?— I would like to classify our 
business under three main bends. We do a general 
banking business; we are the Government hankers; 
and we nra the bankers 1 bank. 

9546. What would lie the chief activities of the hank 
as regards its general hanking business?— We collect 
deposits in the form of current accounts, fixed 
deposits and savings hank deposits. We grant 
advances in the form of loans, cash credits and over- 
drafts and discounts and we make transfers on behalf 


of our constituents. 

9547. Is there any minimum limit oil the amount ol 
your current accounts? — No, we have no fixed limit 
on the amount of our current accounts. We have a 
fixed limit on our fixed deposits — Rs. 500, and in 


the savings bank our minimum is Rs. 5.^ 

9548. As regards this general, banking^ business, 
are you subject to any restrictions by Statute or 
otherwise P— We are subject to restrictions* under 
the Imperial Bank of India Act. The main restric- 
tions aro that we are prohibited from granting 
advances for a longer period than six months; ae 
are prohibited from dealing in foreign exchanges; 
we are prohibited from granting advances on im- 
moveable property, and we are prohibited from grant- 
ing unsecured advances in excess of the amount laid 
down by the bye-laws at present, t.r.« 1 lakh. These 

are the main restrictions. . ... 

9549. Could you amplify that a little by telling 
us which of these constitutes a real practical limita- 


* 8** Statement No. 1, printed at end of Mr. Murray's oral 

evidence. 


tioii upon wliat would he the ordinary current busi- 
ness of an unrestricted hank and to what extent it 
imposes a mil practical limitation of such business? 
-To begin with, the restriction on exchange husincNM 
deburs us from what is a very profitable business. 
Outside that tbc restrictions do not put us to any 
very great disability. 

9550. Kxccpt as to this limitation on foreign 
exchange business, may 1 put it in tbiM way, that 
tbe other restrictions might be imposed upon any 
other bank without seriously impairing its profit- 
earning capacity? T think so, yes. 

9551. Ls this limitation oil foreign business abso- 
lute? — We arc permitted to make remittances for the 
hund fide requirements of our own constituents for 
their personal requirements but we do not engage 
in trading transactions. 

9552. Does the amount of business that you are 
permitted to do there come to any substantial volume 
of business? — Wo have made out a statement*; i 
have not got it before me, but l think it show's that 
tbc turnover is 6 millions. L think you have the 
statement, Sir. 

9553. You have had a statement prepared? — Yes. 

9554. Perhaps you would he so good as to put that 
in, Mr. Murray; I have not got it? We sold 6 
millions, against which we bought 4 millions from 
the exchange hanks. 

9555. That is all that- this statement to which you 
refer shows, that 3*011 sold 6 millions transfers to 
your private customers and you bought 4 millions of 
that from the exchange hanks? — Yes, Sir. 

9550. You have specified among your general bunk- 
ing business the transfer of funds. That is inland 
transfers? Inland transfers from one branch to 
another. 

9557. Ts that a novel .system recently established ill 
India? --No, we have done it for many 3’ears. 

9558. That is the Presidency Banks?— Yes. 

9559. Recently has it had a big extension?— Yes, it 
has had a big extension because Government has given 
ns a concession of free transfers from one branch 
at which there is a district treasury to any other 
brunch nt which there is 11 district treasury. 

9500. Will you enlighten my own ignorance by 
telling us whether that is a profitnhlo business, or 
an onerous business? -There is not very much profit 
in it from our point of view. It is n concession that 
is very useful to our constituents. 

<tt6l. I think you have not given us yet any 
analysis of the business which you conduct for the 
Government ? We keep the Government account at 
our local head offices and at our branches abm. Wo 
conduct the treasury work at our branchest and we 
conduct the Public Debt Office. 

• See Statement No. 4, printed at end of Mr. Murray's oral 

V f d ?We° e 8tatement No. 1 1, printed at end or Mr. Murray's oral 
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D/it#. Will you amplify a little wliai the Treasury 
business is? -We receive all collections from the 
general pulilii' for credit to Government account and 
we make payments to tlio public and also wo plueo 
funds at tlio disposal of Government whenever they 
may riM|iiir« thorn. Wo troat that account as a whole. 

9565. The Government has only one deposit account 
with the Imperial Hank of India? The Government 
lias one deposit account. 

9564. There are no compartments? — Thorn are no 
compart incuts. 

95 65. That is a result of tlio formation of the 
Imperial Hank of India? -It is the result of the 
formation of the Imperial Hank of India. 

9566. Resulting in an economy, no douht, to 
Government balances?-- -Yes, an economy to balances 
generally. 

*9507. What is the business comprised in the 
management of the Public Debt Office? That includes 
the calculation and payment of interest on ( Jovor li- 
me lit promissory notes.* 

9. r >68. What are those? They are the securities 
issued by Government or by the Public Debt Office 
on behalf of Government when they issue loans - 
Government paper. 

9569. Rupee paper? -Yes; we undertake tlio con- 
solidation, sub-division, cancellation and renewal 
ami enfaeement of these securities, and we provide 
the machinery for the flotation of new loans. 

9570. 1 am not acquainted with the course of busi- 
ness in the issue of a rupee loan. Is that loan made 
by nud through the Imperial Hank, as a Hritish 
Government loan is made by and through the Hunk 
of England?— The loan is issued by Government, and 
what generally happens, as far as the bank is con- 
cerned, is that we lake up a big block of it to begin 
with. It is not sold entirely by us; it is issued at 
the treasuries as well as through us; hut we tako 
up a big block when tbe flotation of the loan is made, 
and we sell it over the counter to the public. 

9571. if I am applying for a part of a new rupee 
loan, to whom do 1 apply; to you? -You could either 
apply to the treasury or to us. 

9572. You say finally that tlio Imperial Hank is a 
bankers’ bank; would you expund that and tell us 
wliut tbe meaning of that phrase is?- Most of the 
leading banks in India keep their accounts with ust 
and we also conduct the clearing houses at places 
where there are clearing houses. £ 

95711. You tell us that most of the leading banks 
keep an account with you, but apparently not with- 
out exception ?— There are probably some small banks 
in tlio districts which do not. III all the bigger 
towns, all tbe banks of any standing do keep 
accounts with ns. 

9574. Finally, you say that you mnmign tbe clear- 
ing house; that is, tbe actual working of the clearing 
bouse is conducted by tbe officials of tbe bunk? — 
It is conducted in our offices, where tbe representa- 
tives of tbe other banks meet under tbe supervision 
of an officer of the bank. 

9575. And you provide the necessary staff? We 
provide the staff. 

9576. What is the distribution of the clearing 
houses? How many are there in India?— There are 
1] in India. 

957" We may take it that those are in tbe prin- 
cipal t-ilies? — Yes, all tbe principal cities; I have a 
list of them here. 

9578. Are nil tbe clearing houses organised upon 
the same model? — Yes, they all are. 

9579. How does ii bank become a member of tbe 
clearing bouse? — By consent of the members already 
existing. 


* See Statement No. 2. printed at end of Mr. Murray’s oral 
evidence 

f Set Statement No. IS, printed at end of Mr. Murray’s i ral 
evidence. 

1 See Statement No. 10, printed at end of Mr. Murray's oral 
evidence. 


9580. Does the Imperial Hank exercise any 
authority in deciding who is to be a member of the 
clearing bouse? - Not more than any of tins other 
banks. 

9581. Such being the nature of the business trans- 
acted by the Imperial Hank, will you tell us to wlint 
extent and in what particular branches of its busi- 
ness does the bank come into competition with other 
banking organ isatious in Indin?— There are n good 
ninny of our brunches (1 think there are 75) at which 
we have no competition at all with uuy other hank. 

9582. Because there is no other hank there? 
Yes. At the other branches wo do come into com- 
petition with tbe other hnnks in general banking 
business; including the cities, w*e come into com- 
petition at about 100 of our brunches. 

9585. And that competition is subject to whatever 
rules you may have? — Subject to tbe restrictions 
which are placed on us under the Act. 

9584. As to which you tell us the one that is prac- 
tically effective is the restriction on foreign exchange 
business? — Yes, that is the most important of them; 
of course, there are oth f, r restrictions under which 
we cannot grant advances on more than one name 
or on tbe security of shares; that is an important 
restriction I forgot to montiou. 

9585. That is the restriction that you cannot grant, 
advances on tbe security of one name only? — One 
name only. 

9586. Or on tile security of shares P— Yes. 

9587. Will you explain bow this limitation as to 
not granting advances on tbe security of one inline 
only becomes a practical restriction in Indian busi- 
ness? It is quite possilrle that a customer of good 
standing iiiigbl wish to borrow either on bis own 
name or on the security of shares and in such a case 
we would have to let tbe business pass us. 

9588. Do other banks do iiiucli business on this 
basis? I should think other banks must do a certain 
amount of business on shares. 

9589. And on a single name? — I could not say. 

9590. It is not a marked feature of Indian hnnkiug 
business?- I think not. 

9501. Them are some figures and statistics that I 
thought you might perhaps usefully be able to give 
us; first of all, a statement of tbe assets and liabili- 
ties of the bank outside India? I have two state- 
ments here;* one is tbe statement of the affairs of 
the Loudon Office of tin* Hank; tbe other is the 
statement of the affairs of our Colombo office. 

9592. By putting these together we can arrive ut 
a general total of tbe non-Indian assets and liabili- 
ties located outside India?--- -Our assets and liabilities 
in London, you will kpo from tlmt statement, prac- 
tically bnlnuce each other. 

9595. Tbe statement as to tbe affAirs of the London 
Office as on tlio 181li September, 1925, shows a 
bnlnuce between liabilities nud assets at 1*77 crorcsr 
— No; £175,000; tlmt is equal to Rs. 20,59,000. I 
have the sterling figures on one ride there and tbe 
rupee figures on the other. 

9594. 1 seif ; these are double columns, sterling and 
then rupees. What iN tbe total of your London 
assets? — Shall l give it to you in pounds or in 
rupees? 

9595. In both? — About £ one million and ten 
thousand. 

9596. Tlmt shows a practical equality between 
assets and liabilities? — Yes. 

9597. What is the total of the assets in Colombo? — 
In Colombo our liabilities very largely exceed our 
assets. They are mostly on current account ami 
fixed deposit; they exceed our assets by over two 
ernros. 

9598. Tbo assets being how much, just to get the 
order of the amount? — Our assets are 147 lakhs und 
the liabilities are .'148 lakhs. 

9599. The second statistical question iB as to the 
average maturity of domestic bills held by the hank? 
— The maximum maturity is 90; the average would 
he about 60 duys. 

* Nos. *6 sir! 6, printed at »n<l of Mr. Murray's oral evidenoe. 
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9000. Next, tho average maturity of overdrafts 
granted by tho bank; is it possible to give any 
figure P — It iti very difficult to give u figure for over- 
draft* and cash credits because they arc all 
running on domaiid and liable to be called up at 
any time. 

9601. And tbe actual period lor which they run, 
[ suppose, varies with tbe nature of the business!' 

It varies considerably according to the nature of the 
business. 


9602. Is it possible to give any approximate figure 
for tho average duration ? 1 think it will he ipiite 

impossible, Sir. 

960ft. Next 1 wanted to ask you for some par- 
ticulars about tbe securities held by the Hunk, and 
1 am going to ask you to divide them into four 
beads, (a) Government of India, giving the date of 
maturity; (ft) Other Governments, giving tho date of 
maturity; (r) Provincial or local Governments, ami 
01) Other Securities? I have a statement here* 
showing- - 


Government of India semi it ic; 
Provincial GovcrunicuU 

Municipalities 

Port Trusts 

improvement Trusts 


Its. 

1 .027 lakh'. 
H2 .. 

49 .. 

90 ., 
.35.000 


Miscellaneous (that is, State-aided and District 
Board Hallways) — Its. 15,24. 000; that makes a total 
or about Its. ]H, 05,00,000. 

9604. That shows that the proportion of Govern- 
ment of India securities to the total is approximately 
as 8 to 9? — Yes. 

9605. The next heading of inquiry is the turnover 
of the sterling exchange dealings of the bank during 
tbe last financial your? — Those are the figures which 
you liuvc been discussing. 

9606. Have you a statement giving them in more 
detail? -No, it does not give it in detail. I will 
band you the statement. t 

9607. This shows an item of approximately 4} 
millions of purchases from the exchange banks; the 
other item of importance is one million ami u-linlf 
approximately on cheques, hills, ifcc. ; purchased from 
your own customers? Yes. 

9608. Now I come to your Loudon office. What is 
the character and extent of tin 1 business which is 
done by the Jjotuloti office?- - Wo open current 
accounts and deposit accounts, receive fixed deposits 
but only from persons who have within I he previous 
three years been customers of the hank in India, or 
of ono of the Presidency hanks, and we make 
advances in the form of overdrafts on current 
account. 

9609. Fa there any distinction between the deposit 
accounts and fixed deposits? — Fixed deposits are 
accounts which are fixed for given periods. In our 
caao, it ia always six or twelve months. 

9010. Those are the fixed deposits. And deposit 
accounts, they are at notice? Sir Noreot Warren 
will be able to tell you better. 

9611. Sir Noreot Warren : We take deposits at 
seven days' notice. 

9612. Chairman : Deposit accounts are at seven 
days' notice? 

9613. Sir Noreot Warren : Some arc at six months. 

9614. Chairman : I understand that is the distinc- 
tion between theHo two, the deposit, accounts and the 
fixed deposits? — Yes. 

9615. With regard to the people for whom you 
accept these accounts in Tjondon. must they have 
been customers in London? — They must have been 
customers in India before they became customers 
in London, 

9616. Had the Presidency Banks any branch in 
Tjondon? — No, the Presidency hanks hod no branch 
in London. Each bank had its own correspondent, 
in London. 


• No. H, printed at end of Mr. Mur ay’s oral evidence, 
t No. 4, printed at end of Mr. Murray’s oral evidence. 
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9617. So tho persons from whom you accept deposit 
accounts in Loudon must have hren customers of the 
Imperial Bank or of the Presidency Banks at any 
office in India or Ceylon? -Yes. 

9618. That is the first category. What is the next? 

Then loans ale granted against securities deposited 

with the hanks in India. Funds are borrowed when 
necessary from London hunkers and hills on India 
a ro collected lor other hanks and cheques and bills 
aro purchased under credit opened h.v the hanks 
head offices in this country. Drafts and T.T.s oil 
India are sold principally to other hanks for small 
amounts. 

961 9. How d*»es tlmt relate to this restriction on 
foreign exchange business? It is only done to a 
very moderate extent and is a means of providing 
funds to meet, our own constituents’ requirements. 

9620. This comes under the exception of business 
l‘»r the lmna fitfr requirement:- of your own cus- 
tomers? Yes. 

9621. Are there any further headings of business? 
-I don’t know that they are of importance. 

Securities are kept in safe custody only on 1»ehnll a 
of our own constituents. Tho flotation of loans on 
behalf of public bodies in India is undertaken. 
Subscriptions are recoiled for rupe.* loans issued by 
the Government- of India in India, and subscriptions 
for Government id' India sterling loans are dealt with 
on receipt of cabled advices from hanks’ head offices 
in India. 

!J(i22. That is coiimv|UciiI i.il in regard to Lhe busi- 
ness done in these loans in India? Yes. 

962ft. You say the flotation id' sterling loans? - 
Not for the Government of India hut for public 
bodies in India. We have nothing to do with the 
llotation of sterling loans for the Government id' 
India. That is undertaken hv the flank of 
England . 

9621. You say that subscriptions for the Govern- 
ment of India sterling loans are dealt with. What do 
.von mean hv 11 dealt with”? Well, that is just a 
matter of procedure. They are remit toil from this 
country, from India, and paid at that end towards 
tho hum. 

9625. Subscriptions from India? Yes. 

tM>26. You tell us that the whole management of 
the sterling loans of the G'ovcrumcut of India is in 
lie hands of the Hank of England? Yes. 

9627. Has any suggestion ever Imsmi made that the 
Imperial Hank should deal with the business now 
transacted in this regard by the Hank of England? 

I. have heard it suggested, hut I think there nr** 
difficulties ill that. 

9628. There are statutory difficulties? Yes, statu- 
tory difficulties. 

9629. Could you refer us to the statutes? T could 
not . 

PliftO. No doubt reference can ho made to these. 
Apart from statutory difficulties, the question might, 
arise whether there arc any practical difficulties? — 

I think there are no practical difficulties. I think 
the trouble is entirely statutory. I could look up 
that, matter and let >ou have further information. 

9631. Further information being directed to the 
statutes or to the question of practical difficulties?— 
No, the statutes. 

SMI32. We need not trouble you, I think, Mr. 
Murray. It is quite easy to identify them. Is 
there any further business transacted by the Loudon 
office on behalf of the Government of India?— The 
London office manages the rupee debt in Isiudoii, in 
the same way that they manage the rupee debt out 
hero. 

903.3. Can holdings of the rupee debt he trans- 
ferred in London? They can »he transferred from 
India to London. 

90.3 1 . And from hand to hand in Loudon? Yes. 

9635. The management includes tho payment of 
interest? — Yes. 

9636. What remuneration do you get for inat 
work? The remuneration for that is £300 per eroro 
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of rupees. We took that over from the Bank of 
England. Its remuneration was greater than that. 

9037. How much greater was the remuneration of 
Lho Bank of England ?— £200 per crore greater. We 
also have the account of the High Commissioner for 
imlia in London. 

9G38. You are his bankers? —Yes. 

9039. That is on an ordinary commercial footing? 
— Yes. 

9040. Before we continue, T think it might be con- 
venient at this point, Mr. Murray, if we were to 
complete the picture ns regards the relations in the 
matter of remuneration and services between the 
Tmperial Bank and the Government of India. We 
have just dealt with the remuneration received under 
one small heading, that is the management of the 
rupee debt in England. Could you, for convenience 
sake, give us a general account of any form of 
remuneration received by tho Imperial Bank from 
the Government of India on the one side of the hook, 
and, on the other side of the hook, tho services 
performed in addition, if any, to those of which >ou 
have already told us by the Imperial Bank for tho 
Government of India. Docs the Imjierial Bunk 
receive any other payments from the Government of 
India? The only other payment wo receive from the 
Government of India is payment for the manage- 
ment of the public debt office. 

9011. On what basis is that payment?— Tho re- 
muneration received there is Us. 12,000 per crore per 
annum. 

9642. What percentage is that? -That is a \jfch per 
cent. 

9643. There are no other payments by the Govern- 
ment of India?-— There are no other payments by tho 
Ca'overiiinent of India to the Imperial Bank. The 
treasury work we conduct without payment. That 
entails a very considerable amount of work and n 
very considerable amount of expenditure, both 
capital and current. As compensation for that wo 
have the Government balances on which we pay no 
interest. 

9644. Are the statistics as to tho Government 
balances held from timo to time readily available in 
any convenient form?—! have a statement.* This 
statement shows tho highest and lowest public de- 
posits during each year since the amalgamation of 
the three hanks. Also tho highest and lowest 
bankers' balances and tho highest and lowest bankers' 
borrowings. 

9645. This is a statement in lakhs? — Yes. 

9646. it shows that, in 19*25, the highest figure for 
public deposits was 2,896 lakhs and tho lowest figuro 
430 lakhs?— Those are the figures. 

9647. You also provide us with a statement*? giving 
the details, into which we have already entered, as 
to the management of tho public debt of India by the 
Imperial Bank of India? — Yes. 

9648. To complete the picture, is there any other 
matter which we ought to take into account 'n con- 
sidering the services rendered by the bank for the 
Government and the remuneration received? Should 
we, for instuuoe, take into consideration the opening 
of branches? — We have done a great service, T think, 
to the Government and to the country by the 
opening of our new branches. 

9649. Are all those branches remunerative P~It is 
rather too early to judge these new branches. They 
are still in their infancy, but a certain number are 
already remunerative, several others nrc building up 
quite a healthy business and only a few show no 
prospect of ever being able to cover their overhead 
chargee. There are 32 of these new branches work- 
ing at a profit — 56 of them are still working at a 
loss.J 

9650. But you have hopes that some of these 56 
may build up remunerative business P— They have 
not had time yet to show results. Taking all these 

• No. 7, printed at end of Mr. Murray's oral evidenoe. 

t No. 2 printed at. end of Mr. Murray's oral evidenoe, 

evfd«!Se SUtem * nt N ° § ,6> printed at end of tfr ' Murray's oral 


new branches together the credit balances of the 
current accounts amount to 3 crores and 10 lakhs, 
our savings bank balances are 1 crore 68 lakhs, and 
our fixed deposits 3 crores 57 lakhs. We have alto- 
gether collected over 8 crores of deposits. 

9651. Can you give us the figure for advances by 
those branches?— Our total advances at these new 
branches are 3 crores and 46 lakhs. 

9652. What woukl be the policy of the Bank in 
regard to the opening of further branches?— There 
iB no doubt that the policy of the Bank will con- 
tinue to be progressive, and wherever a demand 
arises for a new branch with reasonable prospects of 
business, I am sure the Bank will meet the demand. 
But the strain thrown on our Btaff in opening these 
UK) new branches in the past five years has been 
very heavy, and I think that for the present it 
would be wise to concentrate on consolidating the 
business of these now branches rather than on any 
rapid expansion. As far as further development 
goes, my own view is that we should concentrate 
more on developing business in and around the 
branches already opened than on looking for uew 
branches. We could do that by meanB of outstations 
which would bring banking facilities into villages 
where there is not sufficient business to cover vhe 
overhead charges of a full branch. Tho main diffi- 
culty in that is tho matter of training our staff, and 
I think we would lie ablo to do that gradually. 

9653. Tho outstations, as I understand it, are 
outstations of branches P— Yes, radiating from 
brunches and managed by those branches. 

9654. To bo quite sure wo have not omitted any 
consideration in this matter of the relations between 
the Government and tho Bank, is there any other 
matter which suggests itself to you to bo taken into 
account in considering the b«argain. ns it were, 
between the two P— In addition to these new branches 
I can think of nothing else. 

9655. Let me put to you a supposition. If tho 
Imperial Bank were to take over the paper currency 
and the control of the reserves, and were to be given 
the sole right of the note issue, with tho obligation 
of maintaining exchange between certain gold points 
would you anticipate any practical difficulty in the 
Hank providing the funds for meeting the sterling 
expenditure of Government?— Assuming these cir- 
cumstances, tho Bank’s position would be practicnlly 
tho same as the position in which the Government 
aro now and I do not foresee any practical 
difficulties. 

9656. With regard to the seasonal expansion of 
currency, how have the arrangements recently intro- 
duced worked? ^ Are there any suggestions to bo 
mndo for improving them? — In practice, tho arrange- 
ments have, I think, worked satisfactorily and hove 
served their purpose. The main difficulty that we 
have experienced has been in finding a s uffic ient 
quantity of domestic bills for the purpose, and this 
difficulty has been met by the manufacture of bills 
by transfer from cash credit accounts. Objections 
have been raised to this procedure on the ground 
that these bills are not considered to be self- 
liquidating. 

9657. Do you consider that a substantia] objection? 
--I do not. I consider that the business which is 
stiiind these advances is tho business which does 
create the true seasonal demand and that tho 
ndvances do gradually liquidate themselves. Take, 
for instance, jute. The advances are granted in the 
oarly part of the year and gradually run off as the 
stocks are manufactured towards July when they are 
completely liquidated. 

9658. I understand the position is that the busi- 
ness which might, in other systems of procedure, bring 
the bills into existence is there, but owing to the 
business methods in India the bills are not brought 
into being?— The present system of advancing busi- 
ness by cash credits is a very old custom and it is 
one which has worked very satisfactorily both from 
the point of view of the bank and the borrower. 
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' 9650. What would you propose to moot the situa- 
tion, that the nature of the security upon which the 
seasonal currency can bo brought into being should 
be changed, or that in some way the creation of bills 
should be promoted ?— 1 The only other way in which 
I see that you could alter the form of the security 
would be that if you reduce the Stamp Duty* oil 
these bills to a merely nominal figure, mills might 
be induced to take a portion of their advances in 
the form of currency hills which would run oir at 
an earlier date. 

9660. That would promoto the creation of bills?— 
That would still be promoting the creation of bills. 

9661. Do the restrictions as to dealing with hills 
with one name affect tho matter at all?— That does 
not affect that particular business. The bills on one 
name which might become available for that business 
are the bills wo tako from the small cultivator and 
the small dealer in the districts when we grant them 
advances against grain. These loans are all sup- 
ported by actual goods and these loans do create a 
seasonal demand. 

9662. Can you take those bills now? Wc do not 
take those bills now. Those are loans as they stand 
at present and not bills, and they have no fixed date 
of maturity. 

9663. Is it desirable thut you should bo able to? • 
I only suggest it us a possible alternative if this 
other business is objected to, but 1 sue no advantage 
in it myBelf over the existing method. Another 
method possibly of creating a larger supply of trade 
bills would be a considerable reduction in the Stamp 
Duty. That might tend to encourage them. 

9664. That is the method 3*011 have already referred 
top — I was referring to it as a method which migliL 
encourage trade bills in the bazaar. What I was 
speaking of just now wds really advances on produce. 

9665. It is not. 3 'our opinion that the provisions in 
this regard should he supplemented by extending the 
categories of securities against which the seasonal 
currency can be advanced?- -I do not think it is 


necessary. 

9666. As to remittance business, what is your 
opinion regarding the method of purchasing sterling 
in Tndia? Has it workod satisfactorily ? You are 
in favour of sale in London of bills on India?— 1 think 
it has workod very satisfactorily and I am in favour 
of its retention. 

9667. What are the characteristic advantages of 
. the method P— Tho advantage that 1 see in the method 

—we are talking of the purchase on this side— is 
that it is on this side that the liability to make tho 
remittance is created, and as it is by India's exports 
that this home charge has to be met, I think India 
is the natural place in which to make this purchase. 

9668. You are in favour of tho purchase of sterling 
in India by tenderP Has that been found to be a 
workable plan P— It worked very well in London before 
the War, and I see 110 reason why it should not work 
equally woll out here, but I think, at tho samo time, 
that while, as a matter of practice, the business 
might be worked by tender, Government should still 
retain tho right to go into tho market whenever they 


thought it advisable. 

9660. What would be the circumstances under 
which the Government, or tho bank on behalf of the 
Government, would find it preferable to make its 
purchases privately P — In recent practice, on a rising 
exchange the Government have found it a very 
useful method of making their purchases. 

9670. What would lie the advantage obtained or 
the evil avoided by making the purchases in the 
market rather than by tenderP- -It leaves things more 
in the hands of the purchaser. 

9671. la it a question of it being desirable under 
some circumstances that the intentions nnd proceed- 
ing. of the purchaser should not be too well known r 

That is my idea. ... 

9672. The point has been pressed upon us that 
publication of the amount purchased should be made 
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as soon as the purchase is made. Is there any objec- 
tion to that course P If so, how often should the 
publication be madeP — Under the tender system 
publication was automatically made once a week; and 
I think under n system of purchase the same informa- 
tion should be given periodically. 

9675. That is, it should be given weekly P— Weekly . 

9674. That would not sacrifice this advantage ol a 
avoiding too great a publicity ?— I think it would be 
a lair arrangement as between the taxpayer on the 
one hand uml the market on the other. 

9675. Now as regards reserves, can you assist us 
by telling us what precise advantages would, in your 
opinion, result, in the first place, from the adminis- 
tration of the banking and curreiic 3 f reserves of the 
country being under one control, and, secondly, 
another aspect, the amulgumatioii of the currency 
and gold standard reserves in the bands of the bankP 
First of all, the administration of the banking and 
currency reserves of the country being under ono 
control? The advantage that I see from placing the 
administration of the currency and the control of 
credit under one authority is that under two autho- 
rities working on different policies, the policies might 
clash and therefore stultify each other. 

9676. It is a question of greater co-ordination of 
control ? -Yes, unification. 

9677. As regards the amalgamation of the currency 
and the gold standard reserves, wliut are tho con- 
siderations there ? — 80 far as it might be necessary 
to strengthen the currency reserve under any new 
standard which may he adopted, 1 can see an advan- 
tage in transferring such portion of the gold standard 
as may he ncrcNsar.v. 

9678. That is only a transfer of some of the assets 
of the gold standard reserve to the currency reserve 
and imiintnining a separate reserve? — Yes. 

9679. Apart from the possibility of any such 
transfer, wliut is your opinion about the advantages 
of the unification of these two reserves? — Tho unifica- 
tion of the two reserves would mean automatic con- 
traction of currency when the currency reservo has to 
lie drawn on. Hut 1 think it is quite possible that 
circumstances might arise in which it would be in- 
judicious to contract currency at the time when it 
was necessary to draw in support of exchange and 
in such n case I think the portion of the gold stan- 
dard if hold separately would be convenient. 

9680. Is it not indeed rather a feature of any 
sound system thut contraction of currency against 
diminution of reserves shall be automatic? -Yes; 1 
quite see that. 

9681. You fear that the contraction might, under 
such conditions, be too severe? ■ Yes. 

9682. Could not that he dealt with by a familiar 
provision giving permission for an emergency exten- 
sion? — It could be. 

9683. And that is tho manner in which, in fact, 
in other systems this situation is dealt with? — Yes. 

9684. If we preserve nil independent gold standard 
reserve, which would not so act as to automatically 
reduce currency in times of had exchange, would 
that introduce an element of management into the 
system? -It would introduce 1111 element of manage- 
ment, yes. 

9685. Public opinion in India is likely to he very 
suspicions in regard to management?— Yes. 

9686. Now on a wider question, do you desire to 
express any view about- the policy of India having 
a gold currency in active circulation either (u) as 
a feature of an exchange standard or ( 6 ) on a full 
gold standard, and fully convertible internal cur- 
rency? — Under a gold exchange standard I see no 
advisability in putting gold into circulation. In 
fact, I think it would be inadvisable to put gold into / 
circulation unless there is a reasonable certainty of 
your being able to continue the supply; because if ! 
you put the gold coin into circulation you create 

a belief that the other formB of currency are readily : 
interchangeable into gold coin and if you fail to 
supply the gold coin, you destroy that belief, and I 
think it is better not to create thiB belief than to 
create and then destroy it. 
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0687. But under the conditions, assuming a gold 
excliangu standard, there would he no undertaking 
to convert either notes or rupees; the gold currency 
would simply ho obtained by the minting of gold 
held by private holders? — Yes. 

9688. Have you any opinion to express as to the 
desirability nr the reverse of having such an addi- 
tional gold coinage under an exchange standard? * 
No, T do not poo any desirability. 

9689. Would it, in your opiuion, serve uuy useful 

purpose?—] think under a full gold standard. . . 

9690. J4o; 1 was thinking for the moment of an 
exchange standard?— I do not see any advantage in 
it at all if there is any risk of its being withdrawn. 

9691. Have you any opinion to express as to the 
desirability of n gold currency on a full gold stan- 
dard, that is convertible notes and rupees? I think 
under a full gold standard with rupee merely as a 
token coin, it ivould be very advisable to have a gold 
coin in circulation. T think the country would wunt 
it and 1 think it would have this advantage that if 
people realised thut they could at any time change 
their notes into gold coin, it would decrease the ten- 
dency to hold gold coin in reserve and would free 
the reserves for in vestment in Government securities, 
Post Office cash certificates and similar investments. 

9692. I will ask you further about that, if I may, 
in a moment. At present, just to continue our pre- 
sent line of thought, what is your opinion os to tho 
extent to which a gold currency would bo actively 
used in circulation? Would it displace notes or 
rupees to any material extent, and, if so, which? 

I think, to begin with, it will go into circulation a 
good deal. I myself have hud no experience of a 
gold coin in circulation except when 1 was working 
in a brunch office some 20 years ago, when we began 
to put out gold into circulation. The gold disap- 
peared to begin witli and nothing came back to us 
but rupees. There were no notes then. Alter a 
few years it freely circulated in the huxuar. That 
lauds me to think that if the gold coin goes into 
circulation it will go out very rapidly at first; but 
as soon as people begin to realise that they can 
always get gold coin in exchange for notes, they will 
find notes more convenient to bundle, and notoJS will 
take the place of gold in circulation. 

9693. Where was that branch?— That was on the 
west coast, Cochin. 

9694. At first you think that, when gold was going 
out into circulation, it would he displacing notes 
or rupees? — At that time there were no notes; it 
was only displacement of rupees. 

9695. You have not had any experience ns to what 
the exact results will be upon the relative demand 
for gold, notes and rupees?— -No, I have not any 
experience. 

9696. Assuming a gold currency and a gold coin 
in circulation, what ought the coin to be? OugbL 
it to be a sovereign or an Indian gold coin ? — That 
must depend largely oil the rate adopted. If the 
rate adopted is one which is divisible into an equal 
number of rupees, I don’t think it is very material 
whether you have tho sovereign or the separate gold 
coin. Sentiment will probably prefer a separate 
coin. But if the rate adopted is one which could 
make it divisible into an equal number of rupees. 
I think it will be certainly desirable to have a 
separate coin. 

9697. Apart from that very material consideration, 
and supposing the rate was decided, are there any 
specific advantages in one rather than the other for 
the convenience of trade? — I do not think so. 

9698. There is no point in having the sovereign 
because it is familiar in international trade?- ! do 
not think so. Whatever coin it is, I do not think 
it will remain to any large extent in circulation. 

9699. What ore your views about the issue of 
small notes, notes for less than Rs. 5? — I very much 
regretted the diconti nuance of the small note; 
because T think it had a great value in educating 
the people to the use of the paper currency. At 
first there was a prejudice against it, hut that 


prejudice disappeared as it became more familiar 
ami 1 think if it is going to he reintroduced it 
should he introduced ns early ns possible before the 
effect of its previous issue has beon forgotten. But, 
on the other hand, if any new standard which may 
he contemplated would entail an obligation or a 
liability for redemption of rupees at their currency 
value, 1 think it would be a mistake at present to 
increase that liability by issuing notes which will 
take the place of rupees and so increase the numlier 
that would he available. 

9700. 1 understand that would drive more rupees 
hack for conversion? — Yes. 

9701. It has been suggested that if small notes, one 
rupee notes, he re-issued, they should he mode 
limited legal tender— legal tender only for a certain 
small amount. Have you any opinion about that? — 

I would not limit its legal tender as long as the 
rupee remained full legal tender. I would make no 
difference lietwcen the rupee and the one rupee 
note. 

9702. You would not give any colour for the 
opinion that there was any difference in status 
between them? — I think it would he a mistake to do 
that. 

9703. Now as regards this question of limiting the 
legal tender of the rupee, I think there lias been 
put into your hands a memorandum, has there not. 
in which a scheme is outlined for introducing a full 
gold standard, with gold currency available, and 
subsequent li mi tat inn of the legal tender of the 
rupee after nil opportunity lias been given for its 
conversion into gold? — Yes, I have seen that. 

970-1. What is your opinion ns to the present 
system? Do you see any serious disadvantage in 
the present system, under "which the rupee is un- 
limited legal tender, and are those disadvantages 
of sufficient importance to justify the scheme to 
which I have just referred? — The disadvantage T see 
in the present system is the danger that what 
happened before might happen again when the silver 
value of the rupee might rise over the currency 
value, and then your rupees would disappear. 

9705. I understand you would have a full gold 
stumlurd? — If you have a full gold standard tlint 
disadvantage would disappear. 

970(1. Because, after you hud limited the legal 
tender of the rupee, you could substitute some other 
form of small change P— Yes. 

9707. You have referred to the desirability of a 
gold currency under n full gold standard. Have 
you ever been interested to make any of the 
estimates which are necessary in considering the 
practicability of the introduction of a full gold 
standard involving the acceptance of the obligation 
to convert rupees into gold for a period preparatory 
to limiting the legal tender of the rupee? The 
principal estimates have been two in numlier: (u) 
the amount of gold which would he required in order 
to carry out that policy, and (h) the coat of the 
policy P— No, I have never attempted to work that 
out, Sir. 

0708. Do you desire to make any suggestions, 
supposing that there were to be a transfer of the 
management of the paper currency to the Imperial 
Bank, as to the detailed arrangements for that 
transfer? — No, I have no suggestions to make at 
present except that in the event of a transfer I think 
the transfer would also have to be made of the 
expert and experienced staff of the Currency 
department.* 

9709. Would that present any practical difficulties? 
— I do not think so. 

9710. The Currency department could then operate 
with equal facility as a department of the Bank? — 
As a department of the Bank, yes; I do not think 
there is any practical difficulty. 

9711. What do you consider to be the outlook 
as regards co-ordination between the Government 
of India and the Imperial Bank. Supposing that 
the Imperial Bank becomes responsible for the note 
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issue, tlu* control of tin* reserves and the remittance 
business, would there be any difficulty in geographical 
position, separation between Delhi mid Calcutta and 
so forth, in iiiiiintuiiiing the necessary co-ordination 
and consultation between the two?— 1 do not think 
there will be any difficulty ns long as the Controller 
of Currency is, as at present, in (‘lose touch with 
the Bank authorities. 

9712. 1 understand that you picture the situation 
would he very much the Name ns it is at present ns 
regards coiiiiiiuuicii lions? -■ 1 think so, Yes. 

9713. Carried on through the same channels?— 
Yes. 

.. 9714. Have there been any complaints from the 
Indian joint stock hanks about the competition of 
the Imperial Hank, and, if there have, in your 
opinion are such complaints justified? What policy 
would you propose to avoid any legitimate complaints 
of the sort supposing the note issue were to he 
transferred? — Since the Imperial Bank came into 
existence we have only received one complaint from 
an Indian joint stock bank and that came to us 
through the Government of India. Their main 
grievances were that we opened lip at places where 
they had already broken ground and opened up 
branches, that we were in a better position than they 
were to secure business because of the facilities of 
free money which we enjoyed from the Government 
of India and hcciiu.se of the facilities for transfer 
of money from one branch where there is a treasury 
to another branch where there is a treasury. I 
have a certain amount of sympathy with that par- 
ticular bank because they did useful pioneer work, 
and for some time they enjoyed a tnono|>oly of 
business at the hrnnehes which they had opened, and 
they naturally did not welcome us when we went 
there; hut our going there was part of n larger 
policy, the policy of opening a hundred new branches, 
and those brunches which we did open were with 
one exception treasury branches, and it was im- 
portant for our policy to take over the treasury 
work from (lovernment in these places. It is quite 
true that we are competing with them there, hut, 
at the same time, we are competing on very fair 
terms, and if we can give facilities to the public 
which they cannot give to the public, I think it so 
much the better for the public. 

9713. Have you been able to meet the contention 
as regards the greater facilities for transfer enjoyed 
by the imperial Bank? — We have now made an 
arrangement* under which we supply banks at places 
where we are nvorking and at which they are working 
with the transfer of funds at & per cent, between 
places at which there are district treasuries. 

9716. What almut the banks’ contention that yon 
are getting the Government balances free and so 
getting a pull? — That is a very misleading conten- 
tion, because they do not take into account the 
fact that we aro doing a very great deal of work 
for Government, and though we pay no interest 
on those balances, we are paying very heavy charges 
in the conduct of the treasury work and doing a 
very great deal of work. 

9717. In general you would contend that, although 
the competition may not be liked by another bank, 
it is n good thing for the public?— Tt is a good thing 
for the public, I think. 

9718. We have gone into the existing state of the 
account ns between the Bank and the Government 
and the relative advantages and considerations, and 
we are considering again the possibility of a trans- 
fer of the note issue. Have you any opinion as 
to what the terms of such a transfer should ho in 
view of any additional advantage which would be 
given to the Imperial Bank?— I think it is very 
difficult at this stage to make any suggestion in 
regard to the terms because one does not know 
exactly what scheme will he adopted or under what 
conditions the currency will he handed over to the 

* A* Statement No. 19, printed at end of Mr. Murray's oral 
evidence. 


Bank; but a simple solution would be to guarantee 
the shareholders of the Bank a fair return on their 
money, that is, a return equivalent to what they 
are getting, or not less than they are getting now, 
and let the Government take the whole of the rest 
of the profits. 

9719. 1 understand that you lay great emphasis 
on the simplicity of any arrangement lietwecn the 
two ? — Yes. 

9720. What effect would such an arrangement liavo 
upon the general policy of the Bank as regards 
profit-earning? — Well, nil arrangement of that sort 
would free the Bank from entire dependence on its 
profits on its banking side for payments of its divi- 
dends, and to some extent, would remove the necessity 
for considering the question of profits in any develop- 
ment of new brunches of business throughout India 
which it might undertake. 

9721. It might he said that the limitation of the 
shareholders’ dividends would encourage public con- 
fidence that the business of the Bunk was being 
conducted in the general interest of the country? — 
Yes, that is what I mean. 

9722. Various alternatives have lieen suggested 
in the course of the evidence, Mr. .Murray, and 
perhaps T may put them to you in order to ascertain 
wlmt your view is upon them. Another alternative 
suggested is that part of the consideration to 
Govern men t for the transfer of the profitable busi- 
ness of the note issue might take the form of a 
participation in the shareholding of the Bank?-- 
For political reasons I think it would he a pity to 
bring the State into it ns a part owner if it can 
he avoided. 

9723. Another suggestion, differing slightly from 
your original suggestion, is that, without any limita- 
tion of the shareholders’ dividends, the Government, 
might take a share in the profits of the hank?— A 
fixed share? 

9721. Yes, a proportionate share. That would, at 
any rnt.o, not involve the specific disadvantage to 
which you refer of making the bank free? — Quite. 

9723. Then it has been suggested that, there should 
be a separate profit and loss account of the note 
issue department of the Bank and that the Govern- 
ment might take annually all, or nearly all, the 
profits shown therein. What, is your view upon that? 
— I have not gone into the relative merits of the 
different methods, hut the one which ( have suggested 
is the one which appals to me most. 

9726. With regard to the last suggestion to which 
1 have referred, that m separate profit and loss account 
should Ik* kept of the note issue department, would 
that involve a Government scrutiny of the actual 
account of the note issue department in a very close 
manner and a certain amount of Govern men t control 
over the expenses of that department? — It would 
necessitate very strict Government super vision. 

9727. It would lend to something of the nature 
almost of divided control of the maimer in which the 
note issue department conducted its business?— It 
probably would, yes. 

9728. The final suggestion made is that the bank 
might pay the Government n percentage on tlie 
amount of the invested portion of the currency re- 
serve over and above a fixed figure which would lie 
free, and excluding any amount on which 6 per cent, 
would lie paid in accordance with the suggestion* 
made as to seasonal expansion or emergency expan- 
sion of the currency. Have you considered this sug- 
gestion? -It is quite feasible. 

9729. Have you any opinion to express ns to its 
relative desirability in comparison with the simpler 
method which you have suggested? — I would prefer 
the simpler method to any of these alternatives which 
have been suggested. 

9730. Finally, there is one matter which, though 
remote, is not irrelevant to the subject under refer- 
ence, and that is to ask you whether you have any 
suggestions to make in regard to the means of spread- 
ing the habit of investment and the use of banking 
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facilities in IndiaP— I have already suggested how 
I think the Imperial Bank should spread its banking 
facilities; and the Imperial Bank are also at present 
interesting themselves in taking active steps towards 
the formation of an All-India Bankers* institute 
which will provide hanking education, and I think 
that the spread of hanking education and the spread 
of banking facilities is likely to do more than any- 
thing else to encourage the spread of the investing 
habit. In addition to that we have at present in- 
structed all our branches throughout India to 
purchase nnd sell Government securities on behalf 
of the general public in addition to our own con- 
stitutents at a fixed charge, nnd I think that may 
help to facilitate the investment habit. 

9731. Are there any other statements or returns 
which you have been able to prepare for the informa- 
tion of the Commission to which you have not referred 
in the course of there questions? -I do not think 
there is any other statement of any importance.* 

9732. {Chairman.) Perhaps you would be so good 
now as to deal with any supplementary questions 
which my colleagues may ask you. 

9733. (Sir Itci/iuald Mnnt.) The Chairman asked 
you just now how Government would maintain touch 
with tho bank if the note issue were transferred to 
the bank, and you said that you supposed it would 
do so through the Controller of Currency, but I 
understood you to say that the hank would take over 
the currency department with its personnel? — There 
would still, would there not, have to be some officer 
of the Finance Department wlw would take over a 
good many of the duties of the Controller. 

9734. You mean that Government would still main- 
tain an officer P— Yes; 1 may bo wrong in using tho 
word Controller: I meant some officer of the Finance 
Department. 

9735. At Calcutta? — At Calcutta, or wherever we 
happen to be. 

9730. Government would have to keep some officer 
at tho headquarters of the hank? — Government would 
have to keep some officer in touch with our head- 
quarters. 

9737. Just one other question : Hnve yon thought 
out a system of tender for purchase of sterling in 
India? — I have not worked it out, hut T do not think 
it should necessarily present any insuperable diffi- 
culty. 

9738. The tenders would have to he collated at 
one centre? — They would have to he collated some- 
where. 

9739. And you would do that by telegram?- Yes. 

9740. The Bombay Chamber of Commerce 
expressed a strong opinion in favour of remittances 
being effected by public tender; they say that this 
method is more equitable and promotes a greater 
feeling of confidence in the minds of the public. 1 
understood you to any that you would still maintain 
the present system of purchnso as supplementary to 
the tender system? - -In normal practice I think the 
system of tender would be more equitable. 

9741. Could you not get over the objection raised in 
Bombay by some arrangement such as is occasionally 
adopted in Tendon of selling intermediate council 
bills at a fixed rate between weekly sales? Could 
you not do that in IndiaP — You could still do that, 
yes.""- 

9742. Tf'jYUL Copied a system of that kind, you 
would avoid alnW^ckm nn the ground of secrecy?— 
Yes. 

9743. And you think that that would be a possible 
systemP— Yes. I tliin\ >t would. 

9744. (Mr. Pmtton.)\[^ regard to these state- 
ments you put in of tHM bank’s sterling Halos for 
12 months, you make the! total amount to be six 
millions. These sales rcprpf ent Absolute sales to your 
own constituents P— Yes. 


* Certain further 'Uttmtnta wofc «b™uently jmtjnby 
Murray, and are printed below toJrther with those which are 
terred to in hii oral evidence. ’ " 


9745. In every sense within the Act P— Within the 
Act. 

9746. With regard to the statement you make of 
your assets in London, I did not catch exactly what 
you explained to the Chairman as to the nature of 
those loans P — All those loans are loans granted on 
securities which are held in India, to our own con- 
stituents. 

9747. Loans given in London against securities 
here P- -Yes. 

9748. Does that come within the Act P— There is 
nothing in the Act against that, os long as the 
borrowers are constituents of the bank. 

9749. Going back again to that sterling position, 
it would look ns though you were uncovered in ex- 
change on this bain nee, is that so?— That is so, yes. 

9760. ( Sir Punhotamdm T hale uniat.) A few wit- 
nesses have mentioned to tho Commission a general 
suspicion lurking in the minds of the Indian public 
that the Imperial Bank do not give full facilities to 
the Indian Commercial and industrial community on 
a par with the European commercial community. 
Can you put before tho Commission any figures or 
facts to challenge this allegation primd facie ? — We 
recently took out some figures showing the amount 
of our industrial advances to Indians and to Euro- 
peans. I havo a copy of that statement* here. This 
concerns only industrial advances and it shows that 
our industrial advances to lndinns totalled Rs. 
13,14,00,000 while our advances to Europeans totalled 
Its. 7,70,00,000. With regard to deposits and general 
loan facilities if tho Commission would like to call 
for a statement showing our deposits under the head 
of Indians and Europeans and our advances under 
the hood of Indians and Europeans I hnve no doubt 
the hank would he glad to submit it, and 1 am sure 
tho statement will show that wo receive more deposits 
from Europeans than from Indians nnd we lend more 
to Indians than to Europeans. 

9751. I must «ny that those who made this allega- 
tion have not, for reasons which they have not been 
able to explain to us very fully, been able to give 
us facts in support of their allegation; and I felt that 
if you could put forward any figures primd facie 
which would show there could not he much in it on 
the whole, it might help us?- 1 am sure the hank will 
he very glad to produce figures to show exactly the 
extent of our advances to Indians and to Europeans. 

9752. (Sir Purshotamdas Thakvrdat.) May I then 
take it that you would then send the Secretary a 
statement of the commercial advances on similar 
lines? 

9753. (Chairman.) Let us first understand that it 
can be provided. Perhaps we may mention the mat- 
ter afterwards amongst ourselves, as long as Mr. 
Murray knows just what he has to send. Would you 
repeat it, Mr. Murray P — It would be a statement 
in which we would show the total amount of our de- 
posits divided under tho head of European and In- 
dian, and the total amount of our advances in the 
same way; because it is quite untrue to say that we 
discriminate in any way unfairly between Euro- 
peans and Indians; in our own interests we have to 
consider every proposition which is put before us 
on its own merits as a proposition. t 

9754. (Sir Purthofamdat ThaJcurdat.) Regarding 
the reply that you gave to the Chairman in connec- 
tion with the terms of the division of profits if you 
take over the currency department, I understood you 
to say that you would suggest government guaran- 
teeing the present dividend and the Government tak- 
ing the balanoe of the profits?— Yes; that is really 
a personal suggestion thrown out by myself. 

9755. Your whole evidence being personal as you 
have said already, I take it that this is your personal 
opinion alro. I just wanted to follow that up in 
order to understand it a little more clearly; you 
recommended that suggestion of yours strongly in 
preference to other suggestions, owing to its sim- 

• No. 8, printed st end of Mr. Murray's oral evldense. 

t See Appendix No. 48. 
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plicity. It strikes mo that unless you also have in 
mind substantial alteration in the constitution of 
the Board, both central and local, controlling the 
bank’s interests, there would hardly be any incen- 
tive to representatives of shareholders for progress 
in the direction of additional prosperity to the bank? 
— What I had in mind war to ensure prosperity to 
tho shareholder by guaranteeing his dividend and to 
suggest what I thought would make for the greatest 
prosperity of the country. 

9766. You mean to ensure to the tax-|myer that ho 
would get the benefit of any facilities which may be 
enjoyed by the Imperial Bank P—What I really felt 
was that under this arrangement any development 
of banking in the country would he i\l the expense 
of the tax-payor and not at the expense of tbu share- 
holder of the imperial Bank. 

9767. But would you not recommend a change in 
the control then?- -I think in tho event of the 
currency and the responsibility for the maintenance 
of exchange being handed over to tho hank that 
there probably would ho some change in control. 

9768. In fact, the shareholders’ representatives 
should be, if not in minority, at least hall tho total? 
— I would not like to make any suggestion in regard 
to that. 

9769. Because 1 really feel that unless you givo the 
person or tho interest which is going to have tho 
surplus of tlm profits after a guaranteed dividend, 
substantial representation and control ?- There would 
have to he, l do not say control, hut there would 
have to ho very substantial supervision. 

0760. Supervision over tho controlling body? 
Supervision over tho general business of the hank 
and its management. 

9761. 'Even when you take over the currency, I 
take it that the Imperial Bank would have to do the 
day-to-day business which it does to-day? — That is 
what I would like to see. Under any circumstances, 
whatever happens, T hope the Imperial Bank will 
continue to work on the lines on which it is working 
now, because 1 think that is what is in the best 
interests of the development of hanking in the 
country. 

9762. That being so, the question of management 
and a live management is very important?— It is 
very important. 

9763. And if tho interest of the shareholder is 
restricted by a fixed dividend? The interest of tho 
shareholder would still lie very important. 

9764. Not in tho shape of any increase on dividend 
at all, Mr. Murray? — lie would still draw a dividend 
equivalent to what he is drawing now. 

9766. Which would ho guaranteed by tlm Govern- 
ment irrespective of profit or loss? — Quito so. That 
was the suggestion L threw out. 


9766. Chairman : I rather gather your view is that 
what India needs as regards hanking is courage in 
developing a class of business which will not ho 
remunerative, at first at any rale?-— Wherever we go, 
as has been shown by tho opening of these new 
branches, we must be prepared to face loss for some 
little time to come. 

9767. And you propose your recommendations as 
regards tho guaranteed dividend to the shareholders 
in order lo produce such a position that the directors 
of the hank would have courage in developing busi- 
ness which would not at first he remunerative? — 
They would have lo he prepared at first to do that 
without prejudice to their shareholders. 

9708. As regards tho question which was mist'd in 
thu course of previous questions about tho manage- 
ment of Indian sterling loans in Tiomlon hy the Bank 
of England, my attention has boon called in the first 
place lo Section 23 (6) of tho Government of India 
Act, which is as follows: — “ There shall he raised in 
I lie hooks of the Bank of England such accounts ns 
may be necessary in respeet of stock vested in tho 
Secretary of State in Council; ami every such 
account shall be entitled 1 Tho slock account of the 
Secretary of Slate in Council of India.’ ” That, 1 
understand, is one of tlm statutes to which you 
referred which stands in the way of advancement? 
—Yes. 

9769. Secondly, it lias been called to my attention 
l hat there are certain privileges as regards stamp 
duties which are attached by statute to sterling loans 
by the Secretary of State for Tndia which are carried 
on the hooks of the Bank of England, and it is said 
that these privileges are peculiar to the Indian loans. 
Is Mint within your sphere of knowledge at all?— 
No, it is not. 

9770. (Chairman.) I am (old that such privileges 
are not shared by Colonial and Dominion Government 
loans. 

9771. (Sir Nanuf U'anrn.) It is within my know- 
ledge, Sir. 

9772. ( Chairman .) We may take it t lint- that is so, 
that there are such special privileges in respect of 
certain stamp duties. It is suggested that, it is a 
matter for consideration whether there is any danger 
of losing such privileges by any new arrangement. 
That, no doubt, is a matter which will have to be 
taken into consideration?- -Yes. 

9773. Are there any matters in regard to which 
you desire to supplement any of tlm questions which 
have been asked?— No, none ut all. 

9774. (Chairman.) Then tlm Coin mission is very 
much obliged to you, Mr. Murray, for your assistance 
and your very full answers to our qucstioiiK to-day. 


(The u?ilnvss withdrew.) 


STATEMENTS SUBMITTED BY Mh. NOII.MAN MUBBAY. 


No. 1. 

Imi’kuial Bank or India. 

ltestrietions on Busin pm undvr the Imperial Bank 
of India Act. 

The Bank is specifically prohibited from: — 

1. Making any loan or advance— 

(a) For a longer period than six months. 

(h) Upon the security of stock or shares 
of the Bank. 

(e) On tho original security of immovable 
property. 

2. Discounting hills for or lending or 
advancing in any way to any individual or 
partnership firm an amount exceeding at any 
one time Rs. 20 lakhs except on the security of 
trustee stocks, funds and securities, securities 
issued by certain State-aided railways, tho 


debentures anil other securities issued by District 
Bonrds under the authority of tho Legislature, 
and goods or documents of title thereto. 

3. Discounting or advancing on bills, otc., of 
any individual or partnership firm payable at 
the town or place where they are presented for 
discount which do not carry on them the several 
responsibilities of at least, two persons or firms 
ii nco n nec ted with ouch other in general partner- 
ship. 

4. Granting unsecured overdrafts in excess of 
Rs. 1 lakh. 

6. Opening accounts in the London Office for 
persons other than its Indian constituents. 

Tlm Bank is yen? rally prohibited from transacting 
any business not specified in the Act; *Hs prevents 
it from sharing in the finance of the * eternal trade 
of the country. 
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Similur restrictions, with the exception of that on 
tho business of London Office, were pluced oil the 
lmsiiiess of the Into Presidency Banks hy the 
Presidency Bunks' Act, 1876. 

No. 2. 

Management ok tiik Public Dkbt ok India by thk 
Imperial Bank ok India. 

1‘ndcr the Banks’ Agreement with Government 
the entire niumigeineiit of the registered Public 
Debt and Securities for the time being of the 
Government of India and the Secretary of State is 
undertaken hy the Bank. This includes: — 

1. The calculation and payment of interest. 

2. Tho consolidation, division, cuncellution, 
renewal and cnfaceincnt of Govern incut 
Securities. 

.‘I. The flotation of new Louiih. 

The Bank's remuneration for the work is ns 
follows : — 

Hs. 2.000 per crura per annum. The total 
amount received in 1924 was Hs. 6,33,100. 

The Bank's Isnidon Office manages the Govern- 
ment of India Rupee Debt inscribed or enfaced for 
payment of interest in Kn gland. 

The Hank's remuneration is as follows:- - 

£.300 per croru per annum with a minimum 
of £.5000 per annum hut if tho balance falls 
below K crores in any one year thu commission 
to he reduced to £.1000 per annum. 

No. 3. 

State in nit of Covernment and Other Authorised 
Securities held hy the. Imperial Hank of India 
as on 11 111 Herein her, 1925. 

Amount (Pace Total (Face 

Securities. Value). Value). 

H*. Hs. 

GoVKlt.VMK.YT OK INDIA. 

Maturing within five years 2.16,70,200 
,, within ten years 7,22,72,200 

,, at longer date ... 0,88,27,400 

16.27,09,800 


Provincial Governments. 

Maturing within ten yours 
„ at longer date ... 

Municipalities. 

Maturing within five years 
within ten years 
at longer dnto ... 

Port Trusts. 

Maturing within five years 
within ten years 
at longer ditto ... 

1 M PROVEN KNT T RUSTS. 

Maturing at longer date 

Misckllankouh. 

Maturing at longer date 


57,48,700 

25,06,300 


7,80,000 
15, 13,000 
26,84,800 


69,900 

11,12,000 

78,25,600 


82,55,000 


49,77,800 


90,07,500 


15,24,600 


15,24,600 

18,65,70,200 


Tot. n I Book Value of Government and 
Other Authorised Securities as on 
J 1 tli December, 1925 Hs. 

No. 4. ’ 

Imperial Bank ok India. 

The Bank's Sales of Sterling for the 
12 months December, 1924, to 
November, 1925, amounted to 

Covered by - 

(1) Sidling purchased from the Ex- 
change Banks 

(2) Cheipics, hills, iVc., purchased 

from constituents, &c. 

(3) Balances in London 


16,67,00,000 


0,097,851 


1,41)9,545 

1,402,144 

220,162 

£6,097,85 


Public Deposits 
Other Deposits 
Sundries 


No. 5. 

Imperial Bank of India. 

Statement of the Affairs of London Offer, as on 1 8//i 
Liarilitikh. 

£ Hs. 

139,200 20,88,000 lamiis 


Central Office and Local 
Head Offices Cr 


1,008,800 1,51,32,000 
15,500 2,32,500 

1,163,500 1,74,52,500 

17,300 2,59,500 


September , 
Assets. 


lain ii.h 

Cash Credits 
Inland Bills ... 
Dead Stock 
Sundries 

Balance with other 
Cash 


Banks ... 


£ 

1 ,023,500 

60.700 

18.700 
4,700 
4,900 

65,000 

3,300 


Its. 

1,53,52,500 
9,10, 5fXl 
2,80,500 

70.500 

73.500 
9,75,000 

49.500 


1,180,800 1,77,12,000 


1,180,800 1,77,12,000 


No. 6. 

Iaii'Kkial Bank or India 
Statement of Affair s of Colombo as on 18 th 
Liabilities. 

Tin. 

Currant Accounts 1,80,03,000 Lomus .. 

Fixed Deposits 1,58,84,000 Cash Creel 

Bankers’ Balances 46,63.000 Inland Bi 

Series 2,34,000 Dead Sto< 


September, 1925. 
Assets. 


Lonna 

Cash Credits 

Inland Bills 

Dead Stock 

Sundries 

Bulancc with other Banks .. 
Cash 


Ha. 

19.34.000 

56.07.000 
18,50,1X10 
23,03,1X10 

56,000 

1,16,000 

28.78.000 


3,87,84,000 1,47,44,000 

Imperial flank General Account* 2,40,36,000 

Mad ran Circle Ixtndon 

Account* 4,000 


8,87,84,000 
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No. 7. 


No. 12. 


lamsiUAii Hank or India. In lakhs. 


Public Deposits. 


IlMlMm* 

Balances. 


Bankcm' 
Horro wings. 


Highest Lovmt. Highest/ IjjwcHt. > Highest 


1921 

24,17 

401 

37,51 

17, r »l' 

2HG 

1922 

33,19 

571 

24,53 

664 

439 

1923 

29,74 

623 

23,31 

465 

618 

1924 

31,93 

787 

15,07 

193 

10,18 

1926 

28,96 

430 

13,37 

192 

688 


liOWPHt. 


12 
43 
26 
H .“» 
M 


Savings Fixed 

Bank. Deposits. 

nt date of Amalgamation... 112 IS, 27 

on lltli December, 1925 ... 12,2S 26, 56 

Deposits at New lira lie lavs on 20th May, 1023. 

Current Accoiinls 310 

Savings Bank KiS 

Fixed Deposits 337 


No. 8. 

Atfranrct in Furrty Imhishinl ('unreins. 


Iaii*kriai. Bank of India. 

( i me rat Jtulvs of Buxines*. 

Us. 

Fixed Deposits : — 

Minimum amount accepted on Fixed 
Deposit is 600 

Saving* Hank : — 

Minimum sum accepted when, account is 

first opened o 

Minimum sum accepted as further deposit 1 

Maximum sum which may lie deposited 
between 1st January to 31st December ... 5,000 

Maxiiuiiin sum which may be maintained at 
interest in Savings Bank Account 10,000 

Saving s Hank Deposit Account : — 

Transfers (‘an only lie made to Savings 
Bank Deposit Account when Savings 

Hank Account balance reaches 10, 000 

M illinium sum transferable on the nlmvo 

condition is... 2,000 

Maximum balance accepted in Savings 

Bank Deposit Account 50,000 

The whole or any part of the balance may be with- 
drawn on three calendar months' notice. 


Indian. European. Total. 


Bengal ... 3*74 lacs , 5*74 laca 9*48 Inert 

Bombay ... 8*50 „ Cut ., i Sl-lft „ 

Madras ... -SKI „ . 1*31 „ , 2*21 

13*14 la cm 7*70 Inert |20*84 lacs 


ludim — 63 per e.-nt. of Total 

7 th February 102O. 

No. 9. 

NuiiiIhu* of places in India where there are 

District Treasuries 308 

Number of places where there are Blanches ot 
the Imperial Bank of India and also District 

Treasuries 108 

Number of plaivs where there s: i-t* Distiict I rea- 
suries but no Branch of the Imperial Bank of 
India 


No. 13. 

In the following iiioiiIIh Bankers' borrowing from 
us exceeded their balances with iis. 

(In C lores.) 


Month. 

linliimvK. 

Borrowings. 

February 1921 ... 

... U 7i 

8 9* 

March ,, 

... :u a 

91 

April 

i <>| 

71-9.i 

May ... 

... 4}— 6 

«i 8 

June 

... 1J-7 

41 71 

July 

... u u 

»-f>i 

February J925 ... 

... IJ--7J 

3.J .i 

March 

... 6.' -8 

41 » 

April 

... IJ 7 

4J M 

May 

... 4--SJ 

3J 6J 


No. 11. 

I u 1 ‘kiiiMj Bank of India. 
Hank rate. 


No. 10. 


Bankkrh Clearing llouHKH in India, Burma and 

(•KYI.ON. 


Clearing House* 

are at present established at the 

19*21 

following towns : — 



19*2*2 

Alunediihad. 

Colombo. 

1 Madras. 

19*23 

Bombay. 

Delhi. 

Hangimn. 

19*21 

Calcutta. 

Karachi. 

j Simla. 

19*26 

Cnwnporo. 

Lahore. 

i 



No. II. 


] Average 
| Bank Hate 
' for year. 


Highest 

Kate. 


Lowest 

Rate. 


5*533 

5*810 

5*047 

6*674 

o*635 


No. 15. 


GOVERNMENT TREASURY IIUMINKHM l»KRFOH3IF.D IIY TIIK 

Imi'Kiiiai. Bank of India. 

1. The Bank net ns Bankers for Government, and 
pay, receivo, collect and remit money oil helm It of 
Government. 

2. The Treasury fund* and balances at cadi Office 
of the Bunk is made available for transfer to any 
other Office, i.e., Government can make practically 
unlimited deposits and draw practically to an 
unlimited extent at any Office of the Bank. 

3. Government maintains a Currency Chest, i’.r. t a 
Branch of the Currency Department, at practically 
every Branch and the Bank affords the public overy 
facility for changing notes into coin and vice versa. 


Nkw Branch km. 

Number of New Branches working nt a profit 
(inclusive of interest received from or paid to 

Head Office Account) 32 

Number of New Brunches working at a fa** (inclu- 
sive of interest received from or paid to Heed 

Office Account) ••• 

Number of New Branches o|wited nt places where 
the Allnhiihad Bank was already opened ... 12 
Of these 12 Branches II are Treasury Branches. 

1 is a Sub-Treasury Branch. 

Of the-e 12 Branches 4 Branches were opened after 
the Alliance Bank of Simla failed. 
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No. 16. 

Stamp Duty on Hundis. 

Fixed hy Stamp Act , 1809— 

per Re. 10,000 Ha. 6 

Increased in March , 1910 — 

per Us. 10,000 H*. 9 

No. 17. 

Imperial Dank or India. 

Number of Indians in charge of Branches, Sub- 
Agencies, Pay Offices or Outstations. 

An at 1st December , 1925 — 

Bengal 38 

Bombay 20 

Madras & 

70 


No. 18. 


Imperial Bank oy India. 
Trade Advances . 



Highest. 



Lowest. 

4 

Amount in 

Date. 

Bunk 

Amount 

' Data. ■ 

Bank 

lacs. 

Rato. 

in lass. 1 . 

Rate. 

1921 

58*98 

* 

Dec. 16 

Per 

cent. 

6 

42-30 

Sept. 2 

Per 

cent. 

45 

iusa 

56*27 

Mar. 31 

8 

43-74 

Aug. 4 

4 

1923 

67*18 

Dec. 28 

7* 

49*79 

Sept. 21 

4 

1924 

86*19 

Mar. 14 

9 

54*67 

Dec. 5 

6 

1925 

76*05 

April 10 

7 

45*67 

Sept. 4 

4 


Raised to 8 per cent, in.tho following week. 


No. 19. 

I m curia j. Bank oj India. 
Transfers for other Hanks. 


| jural 11 end Offices" and Brandies have been 
instructed that the normal rate to Banks for transfers 
between our Local Head Offices and Branches at places 
at which there is Treasury and at which there are 

Mr. Ditraihwaml Aiyar 

9775. (Chairman.) Mr. Diiraiswnmi Aiyar, you are 
acting University Professor of Keonomicn in the 
University of Madras? - Yes. 

9776. Since when have you held that appointment? 
_lt is now about eight months. 

9777. And before that?— I was a Reader in I lie 
same University. 

9778. For many years?— For years. 

9779. And before that? I was lecturing in a first- 
grade college on History and Bolitieal Keonoiny, and 
More that for years 1 was in a first-grade College. 

9780. Ynnr experience has been that of a teacher 
and a professor P — Yes. 

9781. You have been good enough to provide ns 
with a full and very closely reasoned memorandum* 
setting out your opinions upon the subjects of our 
reference. As I -find from yoitr memorandum. 
Professor, it would appear that your object ljps 
•been to nnticipata every possible question, which 
leaves very fow questions to bo asked in this case?. 

I would, if I may, just ask you a low questions to 
elucidate anything which seems to require further 
explanation in the course of your memorandum. I 
understand from paragraph 6, that, after a 
very full analysis of the position, you coine to the 
conclusion that the time is ripe for some measure for 
the regulation of Indian currency and the stabilisa- 
tion of the rupee?— Yes. 

9782. Indeed, I understand your view to lie that tho 
time is over-ripe for that purpose? — Yes. 

9783. If i pass over paragraphs of your memo- 
randum it is heenusn I find them so full that they 
leave really no questions to lie asked, and L must not 
delny you with a repetition of what you have so 
kindly explained in full in your memorandum. I 
understand that you are amongst those who place 
special emphasis upon stability in exchange? — Yes. 

9784. And you would not sacrifice stability in ex- 
change for the sake of any attempt at stabilisation of 
internal prices?— Yes, it is a relative question; ex- 
change stability I prefer. 

9785. You are no friend to proposals for tho 
management of a currency with a view to the absolute 
stabilisation of internal prices?— No, as far as pos- 
sible it is better to avoid it, though there cannot but 
he some management in any kind of currency. 


* Appendix No. 4A. 


other Banks and also between such Branches will bo 
1*32 jicr cent. Thcso instructions do not apply to 
transfers oil Colombo. 

cnlled and examined. 

9786. You tell us that there must lie some manage- 
ment in any kind of currency?— Yes. 

0787. Perhaps you would expand that a little, by 
telling us what the management is in a currency 
based upon gold in the sense /»! having an internal 
gold currency and a fully convertible internal token 
currency. What is the degree of management in such 
a currency P- -In such a currency as you have men- 
tioned, the amount of management is very small. 
Kor instance, the bank rate may have to lie raised 
with a view to prevent the flow of gold from such a 
country whereas under a gold exchange standard or 
under conditions where you want to secure internal 
price stability, index numbers have to lie watched; 
there cannot be any certainty about the degree of 
confidence about the index number; and thus tho 
amount of management comes to lie extraordinarily 
great. 

1)788. Tlio management attains its maximum in a 
currency in which an attempt is made to fix tho 
standard hy reference to prices as evidenced by an 
index number? — Yes. 

9789. The management attains its minimum in a 
currency as that to which I have referred based upon 
a gold currency with fully convertible notes or other 
tokens P— Quite so. 

9790. Nevertheless i n such a currency as that there 
is a degree of management involved P — Yes. There is 
a slight degree of management. 

979*1. And that is the management which is in- 
volved, first of All in tho control of bankers’ money 
by the discount rate, nnd, secondly, if it can he snid 
to be management, to maintain the ratio between the 
reserves and the token currency P— Quite 'so. 

9792. I think I find the emphasis of your opinion ill 
favour of a stable exchange contained in the 
following sentence in paragraph 10: 11 There is 

severe competition in international trade, and 
wholesale traders engaged in the export and import 
trade of tho country work on the basis /if a narrow 
margin of profit on each unit of their turnover. 
Exchange fluctuations are likely to cut into the 
narrow margin of profit or bring about undeserved 
gains. The uncertainty involved destroys a largo 
amount of trade which otherwise will flourish. Specu- 
lation is promoted and healthy activity in trade and 
commerce is checked.” Is that, as it were, a sum- 
mary of your argument in favour of exchange 
stability P— Yes. 
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0793. Then in paragraph 11, where you turn your 
4 attention to the question of the effect of a high or 
low rupee, you rungo yourself with those who con wider 
that “ it does not matter whether the rupee has a 
high exchange value or a low one when once industry 
and trade have adjusted themselves completely to the 
high or low value.”- -Yes, Sir, except with reference 
to the burden of the debt where it matters and long- 
term obligations. 

9794. Long term obligations are the last to adjust 
themselves P — Y ob, and debt burden also; if there is 
a high rato naturally the debt burden is heavier. 

979Q. What sort of debt have you in mind now? - 
• The debt on the part of* private individuals, say 
agriculturists and also tho debt of the Government of 
India, the rupee debt. 

9796. LongMenu debt? — Yes, long-term debt. 

9797. That is a contract which cannot be termin- 
ated and replaced by a fresh contract? Yes. 

9798. That is a particular case in your generalisa- 
tion, in which you reserve the circumstance that 
industry and trade have adjusted themselves, bccauso 
as long ns long-term contracts are outstanding there 
cannot be a complete adjustment? -I was not refer- 
ring to that kind of adjustment ; I was referring to 
the short term adjustment; prices of commodities 
being ndjusted, wages being adjusted to prices, 
prices of raw material being adjusted and things of 
that kind. I do not includo in that adjustment long 
term obligations. 

0799. The time in which the adjustment takes place 
is only a question of degree, is it noLP The longer 
tho term of the contract, the longer the time must he 
before the adjustment can take place? Yes; it is n 
continuing burden. 

9800. The burden is continued us long as the con- 
tract is continued? Qfffto so. 

9801. Until it can be replaced by a fresh contract 
on a new basis?—' Vos. 

9802. So that wo may say that, only give it long 
enough, the effect of any change in the rato of ex- 
change is neutralised by adjustments in prices, rates 
of wages and other charges? Quite so; the price has 
to li« paid of course for it in the meantime. 

9803. Tho price in the meantime being some dis- 
advantage to either the debtor interest or the creditor 
interest, the exporting interest or the importing 
interest, according to whether the exchange rises or 
fallsP — Yes; or to the wage earner or to the employer. 

9804. Tt is an aspect of the debtor and creditor 
question?— Quito so. 

9806. You follow it by a very close analysis of the 
effect of a high or low exchange and a rising or falling 
rupee upon various important categories in the social 
complex P — Yes. 

9806. In thfi same paragraph, paragraph 11, you 
say: “As regards the influence of n high or low 
rupee on national fi nance, since land revenue in 
ryotwari areas is fixed for a term of 30 years high 
rupee means a greater real burden for the ryot.” 
You alto deal with the interest on the national rupee 
debt. Are there any other long term non tracts which 
nro worth specification in considering this analysis?- ■ 
Private contracts, for example the debt of the agri- 
culturist: though you cannot quite say about it that 
it is a very long term obligation, it is more or less 
continuously renewed. But still there is some point 
in this that with a high rupee, suddenly the real 
burden of thd'tteW'of ' fhe agriculturist is increased 
in tCTiiur of ■ commodities, 

9897. We have been given evidence to the effect 
that the debt of the agriculturist is in two forms; 
first of all, in the region of higher finance, in the form 
of mortgagee which may be for 5, 10 or 15 years. 
That seems to be the usual period : is that so? — I do 
not think the period is specific in a large number of 
cases. 4 

9806. For legal mortgage P- -I have not very great 
experience of such things; but to far ns my experi- 
«*»ce goes, usually they specify a year or two. 


9809. A shorter term than that I have referred to ? 
--Yes; hut it usually continues for a longer period. 
If the specified period is one or two years, tho 
borrower is not in a position to repay tho loan and it 
extends to 6, 7 or 8 years. 

9810. That is rather a second classification which I 
wus about to refer to, viz*, tho ordinary borrowings 
by the small cultivator from tho motley lender to 
which no term is fixed, which are either callable or 
repayable at any time? — Yes; it is more or less con- 
tinuously renewed. If you have good crops, tho debt 
is repaid. 

9811. That is not in form a long term contract? — 
Yes. 

9812. Tn substance you say it might nmouiit to 
such, because the borrower is tumble to repay? — Yes. 

9813. In paragraph 13 you say that tho producer of 
commodities which are nob exported and which have 
not to compete with imported goods is not affected 
adversely to the same extent os the producer of com- 
modities that find their markets abroad or that havo 
to compete with imported goods? -Yes. 

9814. [ understand that your view there is hast'd 
upon the argument that since there is no competition, 
rjr. hypothesi , lietwoen those goods such as grains, 
foodstuffs, and imported goods of a more expensive 
nature, the price of tho one does not affect that of 
tho other? — J do not think it does not affccL alto- 
gether. There is a time lug, of course. 

9815. There is a time lag? — Yes; in course of time, 
the adjustment must take place. After all there is a 
certain level of relative prices, us lietwecu the prices 
of commodities that are not in com petit ion with com- 
modities produced elsewhere and com modi ties that 
are produced in India and that compote with im- 
ported goods, hi course of time, therefore, there 
must ho adjustment, hut during the interval, there 
is a time lag. 

9816. That T understand, hut it is very difficult to 
find any commodity which suffers from no competi- 
tion at all? Chillies, for example, ragi, pulses, all 
these are produced largely for internal consumption. 
They have not got very large and extended external 
markets, und consequently tlieir prices are not so 
much regulated by any prices of imported com- 
modities. 

9817. What is ragi? — llagi is a kind of foodstuff 
that is largely used by tho poorer classes of the 
population, a very important commodity in so far 
as consumption is concerned. 

9818. Is it a cereal? — Yes, it is a cereal; it'is used 
in tho south. 

9819. Sir Absxantlrr Murray : Is it dhall? -No, it 
is not dhall. I do not know the MahrutLi transla- 
tion of it. 

9820. Chairman: The Secretary tells ii it 
resembles rice? — Yes, it resembles riee. 

9821. Sir Pursholninilas Thakunlas : Coarse riee? 
—It docs not come under the rice category. It 
resembles rice. 

9S22. Is it something like bnjiri?— Yes. 

9823. That is a millet? — Yes; it is used as a food- 
stuff by the lower classes. 

9824. But hajiri is used by us? But in our parts 
ragi is used by the poorer classes. India is a con- 
tinent, you know. The upper classes there in MadroA 
do not use ragi. 

9825. Chairman : We are considering here, in this 
paragraph, tho question of tho falling rupee. 
Generally speaking, supposing one desired to pro- 
duce a fall in tho rupee, the mechanism for it would 
be some form of increase of the internal currency? 
—Yes. 

9826. That would be an increase in the volume of 
the internal currency in comparison with the goods 
and services which tha't currency is used to buyP — 
Or it may ho a fall in the gold prices elsewhere. 

9827. Let me exclude that. Increase in the volume 
of internal currency?— Yes. 

2 H 
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9828. Which in, in its mom marked degree, 
ordinarily called by the aomewhat derogatory name 
of inflation? — Yob. 

9829. When you have an increase in the relative 
amount of internal currency, in the nature of in- 
flation, producing a fall in exchange, if (here is 
anything in the quantity theory of money must not 
that produce a general rise in all prices, whether they 
aro subject to competition or not? Yes; there 
ought to bo a general rise. The commodities that 
enter into international trade naturally will have 
to bo regulated by world prices. Consequently they 
ennuot get away from that inflation. Then tho 
result of inflation will have to ho adjusted to the 
need for price parity between the price of com- 
modities in tho country and the price of the same 
commodities elsewhere. 

9830. But they can only he hound to world prices 
in equity if the gold value of your currency is stahlo. 
I am assuming an inflation of the internal currency, 
which results in a fall in the gold value of your 
currency. Under those circumstances, on the 
monetary theory must not there he a general rise' of 
all prices whether they are subject to competition 
or not? — Quite so. 

9831 . You say in paragraph* 13 that “ the imported 
com modi ties will fall in rupee prices as a result 
of a rising rupee, and to the extent that the Indian 
producer, agricultural and industrial, consumes 
imported commodities, he gains from the fall in 
their prices.’ 1 Of what importance are imported 
commodities to the poorest classes of the Indian 
cultivator? — Not much, except that in a very 
distant uray the price of iron and steel, hardware, 
cotton goods and things of that kind, which they 
use will bo affected favourably. 

9832. Hardware and cotton goods ? — Yes, hard- 
ware and cotton goods; these are the goods that the 
ryot consumes, and, therefore, he will experience the 
favourable offect. 

9833. Are there any others? Sugar? — Sugar tho 
poorest classes don't consume. There is lint exact 
correspondence* between tlio country sugnr which hn 
consumes and the foreign sugar. To my mind there 
is no exact correspondence. 

9834. There is a lag lietween the jaggery and im- 
ported sugar? Yes; there is lag and consequently 
sugar, I do not think, will count for much. 

9835. Are there nny other imported commodities 
which he consumes? — As I told you, iron, steel and 
such other commodities as are produced and used for 
productive purposes have indirect or remote effects 
on all classes who consume the goods produced as a 
result of the application of machinery. In that 
distant way it has an effect. That is all that I can 
think of. 

9838. Continuing your analysis, you point out in 
this paragraph : 11 A falling rupee, on the other 
hund, will favour the producers of commodities 
the bulk of which is sold abroad, while the producer 
of pulses and jownr will not find his products rising 
in price corresponding to tho fall in the exchange 
value of the rupee until after a considerable lapse of 
time P” — Yes. 

9837. Are there nny statistics which will give us an 
idea as to tho relative importance of the interests 
involved in the case of producers of commodities, the 
bulk of which are sold abroad, and tho producers of 
such I'ommodities as pulses and jowar which nre not 
exported ? — The Agricultural statistics of India will 
give us figures relating to the acreage under ragi t tho 
pulses, the various millets, Ac. 

9838. ‘You have not by any chance got those figures 
out, have you P— No, I* haven’t got those figures. 

9839. We can refer to them in following up your 
argument on the basis, if your contention is corroct, 
that the producers of exportable commodities will 
benefit more from a falling rupee than the producers 
of unexportable commodities?— Ten. 

. 9840- In paragraph 14 you consider* the relative 
importance of land revenue, customs revenue and 


income tax from the point of view of the interests 
involved in a rising and falling rupee, and your 
argument there is summarised, 1 think, in the follow- 
ing sentence : “ Consequently the beneficial or ad- 
verse effect of a rising or falling rupee on national 
finance during recent years when customs revenue 
and income tax together bring double the amount 
that land revenue brings is not so great us wus the 
case before tho war,” your argument being that the 
land revenue does not adjust itself from the point of 
view of national finance to tho change in the rupee 
up or down, but that customs revenue and income 
tax do show adjustments in proportion to the rise or 
fall in the gold value df tho internal medium of 4 
currency P — Yes. 

9841. So that the importance of customs revenue 
and income tax having increased in contrast with the 
importance of the land revenue, the revenue system 
of the country has beconio more elastic in adjustment 
to- a rise or fall in the rupee than it used to be. Do 
1 follow your argument correctly?— Quite so, that is 
what I mean. 

9842. Now you proceed to consider tho rate at 
which the rupee should be stabilised, and you com- 
mence your argument on the basis that the rupee 
should hn stabilised in relation to gold. Hero you 
point out tlint one consideration which makes a 
difference between the absolute appropriateness of a 
higher or a lower ratio is the question of the value of 
silver? — Yes, that is one of the considerations. 

9843. The higher the gold valuo of tho rupee the 
less it has to fear from a rise in the silver market?- - 
Yes. 

9844. You point out that, whereas commodities in 
general have increased in pricn by about 50 per cent, 
compared to 1913 and 1914, silver which stood at 28d. 
per ounce in 1914 now stands at no more than 32d., 
bo that it has not risen in proportion to the general 
rise in the price of commodities ; and I understand 
you think it is more natural to contemplate, in view 
of that, a rise in the price of silverP — That need not 
mM'ossnrily follow. That depends on the demand for 
silver and the supply of silver in the world. Tt all 
depends to somo extent on what India decides. If it 
is decided not to have the old gold exchange stand- 
ard, with the rupee mainly circulating in India, if 
the minting of silver rupees as dropped altogether, 
the demand for silver is likely to he less than what it 
was under tho previous Atate of affairs. 

9845. And the price of silver would then he likely 
to he less? — Yes. 

9818. if India were not only to go out of the silver 
market in connection with any new currency system 
hut also to require to sell silver, then it would follow 
that she would get less for the silver she Alee i ml to 
sell, and that would, as T understand it, be. in your 
opinion an adverse circumstance from that point of 
view P— -Yes. 

9847. You point out that 11 if silver were to stand 
at a price at the present day on a parity with tho 
price of all commodities it must reach 42d., and at 
43d. per ouneo tho intrinsic valuo of silver becomes 
equal to tho faro value of Is. 4d.” That would leave 
a very small margin for comfort? — That dejiends on 
the supply of silver and the demand for silver. If 
the same demand were to continue, that is, if India 
were still to have the minting of silver, in that case 
there would be trouble. 

9848. It might prevent such a rise as might other- 
wiso be foreseeable to bring silver into line with the 
genera] rise in other commodities? — Yes. 

9849. A little lower down, in continuing your 
analysis of the position as regards the ratio to he 
fixed for the rupee, you say, towards the end of 
paragraph 15 : 11 In the controversy that is carried 
on over the rate for the ru|>ee the remark ie often 
made that the agriculturist loses 40 crores of rupees 
ae a result of the rise from Is. 4d. to Is. fid. of the 
rupee. This statement cannot reoeive scientific sup- 
port.” I understand the support for your latter 
opinion is contained in the following sentence: ,r It 
cannot be., forgotten that the rise in exchange will 



MINUTES OF EVIDENCE. 


483 


6 January, 1820.] 


Mr. Dubaiswami Aitah. 




bring down general prices in the country and conse- 
quently the agriculturist will gain on his purchases.” 
So that your argument, as I understand it, is that 
although the agriculturist goto less for what lie sells 
he pays less for what he buys, and you must look ul 
both sides of the book in considering what ho has lost 
or gained P — Yob. 

9850. In order to do full justices to your argument I 
should road the next sentence : “To the extent, 
however, which his purchases are of commodities 
which are locally produced have only a local market 
and do not suffer from the competition of imported 
goods, he will not secure tho benefit of a fall in price 
unless timo is given for tho adjustment of tho prices 
of such commodities to the rise in exchange.” That 
is what we have already dealt with?- Yes. 

9851. You then proceed to n very full analysis of 
tho reasons for and against the Is. 4d. and the Is. 6d. 
rate. If I may say so, the analysis is so full and 
clear that [ really need not ask you to cover tho 
ground again; hut we begin to approach tho con- 
clusion in paragraph 23, and l understand that, on 
a balance of considerations, you finally come down 
on the side of Is. 4d. Is that correct? -Yes. 

9852. “ The governing consideration,” you say, 
11 is the general interest of the country, and that 
seeme to point more in favour of Is. 4d. than 
Is. 6d.”P -Yes, Wir. 

9853. Should T he right in thinking that your load- 
ing reason for coming down on tlic side of Is. 4d. 
is contained in this paragraph, and particularly in 
the sentence : “Is. 4d. gold will moan in the oir- 
curnstancos at present increased rupee prices which 
w’ill servo to strengthen industrial enterprise”? - 
That is one of tho considerations and a very im- 
portant consideration. 

9854. tat me ask you, thou, in order to appreciate 
the etti|ilmsis of your arguments, which sire the other 
most important considerations in favour of tho Is. 4d. 
rate?- He tween 1899 and 1917 we had boon accus- 
tomed to Is. 4<1. gold ami with that ratio India pros- 
jiered more than during any other perns! in the 
history of the British connection. That is also an 
important consideration that has to l*' taken into 
account. Simplicity is gained ami a certain contin- 
uity is maintained, and in currency matters as far 
HA possible unless wo have strong compelling reasons 
I do not sis? sufficient point in departing from the 
rate of Is. 4d. Them is another point. Just as 
devaluation involves repudiation, an increase in the 
value means ail increased burden on tho taxpayer in 
respect specially of the debt charges that lie has to 
pay, and also on the private borrower in respect of 
his deb fa. Those are all considerations to lie taken 
into account. 

9855. I asked you the question in order to sno 
which of tho very nicely balanced considerations 
veally are foremost in your mind, tat us take them 
one by one; and in asking you questions to test your 
opinions in that regard you will understand that the 
questions imply no preference on tho part of the 
questioner. In the first place, you say “Is. 4d. 
gold will mean, in the circumstances at present, in- 
creased rupee prices which will serve to strengthen 
industrial enterprise.” What would you say in reply 
to a critic who said: That is a familiar argument 
in favour, qf inflation *3T over the world at any time, 
and tk’e common experience of countries which liavo 
tried inflation, increased prices, in order to 
strengthen industrial enterprise is that it brings 
with it a harmful reaction which does morn harm 
than the original benefit P— I don’t think it is right 
to compare this question of Is. 4d. gold with the 
sort of inflation which occurred in some countries 
reoontly and which brought with it great harm. 
That way of putting it I don’t think is quite fair 
to those who coll for Is. 4d. gold in this country. 

9856. There is a certain superficial similarity, is 
there notP — Very superficial. 


9857. What is the fundamental difference P— I 
should put it this way. Till a year back it did not 
reach Is. 4d. gold owing to tho disturbed conditions 
since 1920; so that to consider Is. 4d. gold as infla- 
tion, to consider such a rate the result of inflation 
is giving tho whole thing a had name which it does 
not deserve. That is what I fool about it, Sir. 

9858. 1 suppose what inflation means is increasing 
prices in order to stimulate trade by increasing tho 
quantity of money in relation to the things which 
the money buys? Yes. 

9859. Is it possible to distinguish between your 
argument here where you say “ Is. 4d. gold will 
mean, in the circumstances at present, increased 
rupoo prices which will serve to strengthen indus- 
trial enterprise,” and tho argument of inflation? — 

I should think so; there is a distinction. Inflation 
has an evil odour alxuit it. Where artificial cur- 
rency is promoted mid artificially the employer is 
benefited at the expense of the wage earner, that is 
ono thing; hero where industry is actually suffering 
as a result of a rise in the value of the currency, 
when an effort is made to keep to what has heen 
obtaining all along, I do not think that is the same 
kind of inflation as the other thing. 

98G0. finally, if I might construe your argument, 
it would 1 m> this, would it not, Professor, that this 
is not inflation, hccauso prices and conditions have 
not yet adjusted themselves to tho 18d. rupee? T 
do not think I would put it quite in that way. 

9861. Ho you think they have adjusted themselves? 

- They have not adjusted themselves, hut that is 
not my main point. 1 do not see any particular point 
in this Is. (ill. One could as well take Is. Hd. There 
does not seem to me any compelling character as re 
gurds this Is. 6d. rate. That is my difficulty ns re- 
gards accepting this rate. 

9802. We are going to examine tho four principal 
reasons which you give. Before I pass on, I should 
liko to say that I still do nob quite apprehend how 
you would distinguish in nature tho proposal which 
you make from a pnqtosal to inflate in order to 
stimulate industry, unless your argument is that 
prim and wages mul mi oii in the country are still 
substantially adjusted to the lftd. riliiee. Tf they are 
still substantially adjusted to the lGd. rupee, then 
Lo adopt that ratio need involve no inflation; if they 
arc substantially adjusted to the 18d. rupee, then a 
return to lGd. means, does it not, some measure of 
inflation? -The first question is whet.'ier they have 
adjusted themselves to the lGd. rate or even to the 
18d. rale. That is the first point to he taken into 
account. I do not know whether they have adjusted 
themselves either. There lias been a very short time, 
and that time has not been enough for the adjustment 
to come into being. Tho second point, as regards 
that question of difference in substance between one 
kind of inflation and another, I would put it in this 
way : when gold production increased and prices 
went up, the prices went up naturally and there 
was no evil odour about the word inflation then; one 
could not help it and there was nothing to he said 
against it; whereas if wo increase artificially the 
paper currency and if prices go up and in that way 
stimulus is given to employers, that is a different 
thing; .so that between the one kind of inflation and 
another there is a very important and substantial 
difference that lias to be taken into account. 

98(5*3. That suggests this question : the market rate 
now ruling being Is. 6d., could we establish Is. 4d. 
without some artificial increase in the currency? — 
There must be some increase in currency; or if you 
establish the Is. 4d. rate taking into account our 
reserves and tho condition of gold prices, Is. 4d. will 
immediately come into existence and there would be 
somo loss to certain interests. 

98G4. May I have that butt answer again? I am 
not quite sure that 1 followed you?— If, for example, 
India decides on having Is. 4d. now, to my mind 
immediately' the Is. 4d. rate will be the ruling rave 
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9866. Immediately upon the publication of an an- 
nouncomentP— -Quite so. 

0866. Supposing tho Government were to say: 

41 We are going to establish the Is. 4<1. rate imme- 
diately ,** we may agree that the operations in the 
nuirket would send the rate to Is. 4d. Hut supposing 
nothing else was done and no measures were taken 
to let out currency, would the rate stay at Is. 4d. P 
• No; the very fact that Government accepts the 
rate for the purpose of carrying out of certain 
measures which would result in a larger amount of 
currency being available to the public, that fact 
necessarily involves it. 

9867. Having arrived at that fact we need mot 
quarrel over tho nomenclature, mwxl wo, whether 
it is inflation or not. Let me take your second 
reason. You tell us that the Is. 4d. rate was estab- 
lished for a long period of time, ami that during 
that time India was prosperous. Now, as I under- 
stand your argument there, India was prosperous 
because the rate was Is. 4d.P— I do not agreo to that 
point. India did not prosper simply because the 
rate was Is. 4d. ; that is merely a coincidence. 
Fixity of exchange was an important factor; but if 
wo had had Is. 5d. I do not say India would not 
have progressed. Is. 4d. is a coincidence, but none 
the less there it exists. 

9868. One liurdly finds an argument there fur the 
return to Is. 4d. ; one finds an argument for fixity P 
—At any rate it is those who want any rate oilier 
than Is. 4d. that have to defend tho position; there 
it has been existing and consequently it has the pri- 
vilege of possession of tho field. 

9869. It does not possess it now? -Not now; but 
all these days we have had disturlxsl conditions. 

9870. You hare had many rates ruling since tho 
Is. 4d. rate?— Those were during disturbed condi- 
tions; Is. ‘Id. was the landmark; these others were 
passing shadows. 

9871. During the last two years has India been 
prosperous or not? -Yes; we have hod good mon- 
soons, and in this country if wo have good monsoons 
we always have prosperity. Hub if world trade 
flourishes we have? more prosperity. If world trade 
now flourishes as it did before tho wnr, we would 
have more prosperity. 

9872. Prosperity depends, as we know, in the first 
place upon good monsoons P — Yes. 

9878. And, secondly, in so far ns exchange is con- 
cerned, it depends upon stability of exchange?— Yes. 

9874. Your third argument in favour of Is. 4d. 
was, I think, from tho point of view of its simpli- 
city?— Yes. 

9875. Would you expand that a little, liccause 1 do 
not quite follow* that for the moment? What sort 
of simplicity do you mean? — There is not very much 
in that argument; it only means that we have been 
accustomed to that for a long time, for .about twenty 
years, which period we associate with budget sur- 
pluses and with expansion of various administrative 
organisations i fifteen rupees make one sovereign; 
there is that amount of simplicity which we would 
rather not depart from unless we have Btrong com- 
pelling reasons; that iN all I moan; it is not very 
much. 

9876. As regards simplicity, that really is only of 
iinportaiico if you are going to have a gold coin in 
circulation in India, is it not, particularly the sov- 
ereign ? — Yes. 

9877. It you are going to have the sovereign in 
circulation in India it would be awkward to have no 
simpler ratio between the sovereign and the rupee 
than 18 and a recurring decimal? — Yes. 

9878. Oould that be got ovor by having a special 
Indian coin which would be a whole number of 
rupees?- -To that extent it could lie got over; that 
particular difficulty could be got over. 

9879. Secondly, you refer to the advantages of 
preserving continuity. Might not a critic of that 
argument say that it is rather late in the day? — 
Quite so; there is not very much in thatj^it is not 


of very great importance; if you have strong reasons 
which induce us to depart from it, I would not press 
these considerations. 

9880. I mean, so many rates have ruled since 
Is. 4d., have they not? — Yes. 

9881. There has, in fact, been no continuity ? — 
Yes; hut that could not ho helped. 

9882. Then your fourth argument, which 
apparently ruled foremost in your mind, is the 
quQStipn of thu burden on the tax-payer P — Yes. 

9888. I ani not quite surd that I (fill to follow 
that, because it might seem natural to suppose that, 
if you reduce the gold value of the rupee to Is. 4d. 
from Is. 6d., considering that you have home charges 
to meet, that at first sight would involve an in- 
crease of tho burden on the tax-payer, would it \ 
not P- -Yes; but I did not mean home charges when 1 
I said that; I meant only the rupeo debt, tho 
interest on tho rupee debt; that interest bocomes 
more burdensome with a higher rate; that was all 
I hud in mind; and also the land revenue rate; : 
other things do not affect; they tend to adjust 
themselves to any rate. ' 

9884. That burden on thu tax-payer would adjust 
itself in the courso of the readjustment of prices 
to the now rate?- Quito. 

9885. As regards any temporary additional burden 
on thu tax-payer, it would be just, would it not, to 
take into consideration the additional burden 
involved ill meeting the homo charges as a result 
of tho fall in the rate? — I foci there is not really 
any substantial burden there; in rupees and in units 
of rupees there is an additional burden, hut there 
will ho more revenue with a falling rupee; the 
Customs revenues will grow. 

9886. It is of a like nature with the othor con- 
siderations, is it not, Professor, that counter- 
adjustments would make the position, in the course 
of time, the same ns it was before; hut in the 
meanwhile there would be a disadvantage : you 
would have to provide* more rupees to meet tho home 
charges? But the customs revenues would 
immediately improve and the burden on the rupee 
debt would immediately go down; so that as against 
tho burden in respect of home charges you will have 
these advantages; they will cancel each other. 

9887. And similarly, on the other side, customs 
would come down immediately?- -Yes. 

9888. So that it is really six of otio and half a 
dozen of the other? -Quito so; there is not much 
in that. 

9889. I do not think we quite exhausted the 
question as to whether rates of exchange, prices 
and rates of wages were adjusted. I should like to 
ask you in that connection, as a result of your 
study of this .subject, can you refer the Commission 
to any illuminating evidence on the question of 
whether prices huve adjusted themselves, and, if so, 
to whaf extent, to the Is. fid. rupoo, or to what 
extent adjustments are still incomplete ?— I cannot 
refer you to anything in particular. 

9890. For instance, in tho first placo, there is 
obviously the index number, for what it » worth; 
but I was wondering whother you had any other 
positive evidence, apart from mere surmise, as to 
whether adjustments have taken place? — There is 
no other positive evidence. The rise is from Is. 4d. 
to 1 b. fid. gold; the rise lias only been recent and 
consequently there has not been yet time for prices 
and wages to adjust themselves; it is very difficult 
to make any definite statement about it. 

9891. You would surmise that the time has been 
too short? — Too Bhort. 

9892. Now will you tell us in very brief outline, 
Professor, what your recommendations as to the 
basis for the Indian currency are, the standard for 
IndiaP— Tho minting of rupees is to be stopped; 
and further accretions to the currency should be in 
the form of notes preferably and gold coins. 
Immediately there ought not to be convertibility 
of rupees into gold for internal purposes. We will 
have to wait for some time and see how the whole 
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system works when we stop the minting of silver 
coins. Another consideration that luukcs me 
cautious ill respect of this affair is the extent to 
which the rest of the world would ugruo to havo 
a gold currency in future. It is not yet determined. 
The instinct for tho use of gold is so strong that 
one cannot he quite sure as to what European and 
American psychology would ho with referenoo to 
the use of gold an currency. Oil account of these 
co n si derations, 1 would not immediately advocate 
convertibility into gold of silver rupees. Hut tho 
goal is paper money hacked by gold. That is tho 
goal. That is tho best currency. Hut in tho 
conditions of this country with a large illiterate 
population it is better to havo gold coins also in 
circulation. Not that I am fond of gold coins ub 
such, hut that that is a stage through which j*ou 
have to pass in this country taking into account 
the general condition of tho country before wo 
have the host thing, paper hacked by gold. That 
is my position, Sir, briefly. 

9893. Practically you would ceaso the coinage of 
rupees; that is the first step?— Yes. 

0894. You would, as f understand, take no other 
immediate step?- Except as l point out that Clovern- 
niont and the leaders of public opinion should have 
a decided preference for the enlarged use of nnios 
and gold coins. To my mind, the great difficulty 
ill India, especially the war has made it a very 
real difficulty, is that we are tied not only to the 
value of gold hut also to the value of silver. That 
puts a double handicap on Indian trade and Indian 
industry, and I would havo it removed by the 
recommendation that 1 make. 

9805. Covcrnincnt, and tho lenders of public 
opinion, should uso their powers of psychological 
suggestion in favour of a more extended use of notes. 
In tho meanwhile, as I understand it, you would 
ensure the stability of the gold value of the rupee 
by a continuance of something in tho nature of the 
pre-war system ? — You mean council hills? 

989(5. Yes?— Yes, gold obligations are discharged 
by them. You want some such system. 

9897. You say the success with which the Is. 4d. 
system was maintained furnishes a clue as to tlm 
measures that havo to he adopted now; ro that you 
would continue, to maintain tho stable exchange 
value of the rupee by some such measures as those 
which are su list anti ally similar to the ordinary ex- 
change standard system? — Though as I said it is 
only a passing phase. 

9898. And you nvould meanwhile he preparing the 
way for n gold currency? -Yes. 

9899. You do, as I understand, contemplate that, 
as soon as possible, Tndiu should reach the stage at 
which it should undertake to give gold against 
rupees? — Yes, lmt I would wish Hint gold coins really 
do not circulate, that paper circulates. Hut I would 
undertake the liability to give gold in place of silver 
after gaining a certain experience. 

9900. In the meanwhile would you he providing 
gold for circulation in any formP — Yes. 

9901. In what form? By what measures? — When- 
ever industries increase in this country exchanges 
multiply. When foreign trade is prosperous, there 
will bo noed for more currency, either in the form 
of notes or in the form of gold coins, I would add 
to the currency. It is in that way that gold coins 
would comn into circulation. 

9902. Your notes would ho gold notes P — Not 
necessarily, for the time being. 

9903. Not at iirstP— I would wait so far as that 
is concerned. There is no harm in waiting. 

9904. Do I understand that you would have a 
mint, and mint gold bullion into gold coins for 
passage into currency P — Yes. 

9905. And that is tho only definito measure you 
would take at first to provide gold for currency? — 
Yes. 

9906. You would wait for the day in which you 
could convert rupees into gold P— -Yes. 
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9907. How would you prepnro for that day?--- 
Ry stopping the min ting of silver coins and hy 
introducing gold into circulation and when notes are 
in trod ueed to have a backing of gold. Increase the 
gold in the reserve, and then your direction must 
ho towards having a currency backed hy gold and 
also gold currency, since there will ho a demand 
for metal in this country. I take it that there will 
he for a very long time to come a very large number 
of rupees in circulation, but they must he reduced 
to real tokens in the course of timo. Experience 
must guide us. 

9908. If you open a mint mid mint bullion into 
gold at tho new ratio, would you expect very much 
gold to pass into circulation in substitution for 
rupees?-- -That depends, as l told you, Sir, on the 
lenders of public, opinion and the (lovermnent, and 
the education of the people in matters of curroncy. 
They were educated recently in respect of notes to 
a remarkable extent. And I hope also they will be 
educated in the direction in which 1 want the 
currency system to advance. 

9909. You have told us that, in order to con- 
front the day when you would undertake the con- 
vertibility of the rupoo into gold, you would have 
to strengthen tho reserves?-- -Yes. 

9910. What measures would you take to strengthen 
the reserves, and to what extent do you think the 
reserves would have to be strengthened P i would 
put it in this way. Tho interest on tho securities 
in tho gold standard reserve might he utilised 
towards replacing silver rupees in circulation hy 
gold. That does not strengthen the reserve hut it 
strengthens the general circulation in the direction 
of gold currency, and the silver rupees in the reserve 
might lie converted uIno into gold. And t.lio loss 
sustained might ho met from the interest on securities 
in the paper currency reserve. These are the forms 
in which I would have the reserves strengthened. 
Ami another method is that when notes are intro- 
duced the hacking will have to ho in the futuro 
more largely in gold. These are the methods by 
which [ should liko tho reserves to be strengthened. 

9911. Have you been able to form any estimate as 
to tho extent to which you might ultimately expect 
to have to convert rupees into gold when you finally 
announce the convertibility of the rupee into gold? - 
T have some idea, Sir. Of course, it cannot but be 
rough. Tt is in this way. [ find that tho amount 
of rupees in circulation is about 232 crores. And 
you find the paper in circulation is about 190 crnrcii. 
When you compare that with the pre-war figures of 
rupees in circulation and notes, you find that our 
present currency, that is notes and rupees put 
together, come to about 50 per cent. more. Which 
cor responds to tho increase in pricos. And of theso 
232 crores in circulation of rupees and notes, large 
masses cannot he presented. I cannot conceive of 
more than say 100 crores being ever presented. Even 
if 100 crores are presented for conversion, and 100 
crores at the utmost might ho presented for con- 
version, even that T feel is n largo figure. So that' 
is the extent to which I feel ono could contemplate 
tho amount of conversion that may ho callod for. 
It is a very rough estimate. Sir. 

9912. If l have understood you aright, you say 
that you would accumulate the gold to effect that 
conversion hy drawing the interest on tho gold 
standard reserve in India? — Yes. 

9913. And you would let the process take so long 
as is necessary to realise) that gold from that 
source?— It is not the only source, Sir. 

9914. What other sources are there? — For instance 
when there is an expansion of trade, and new 
currency is required, now currency will flow in the 
form of gold. 

9915. Biit that is required for addition to tho 
circulation. That would not redeem the hoards. 
That is new gold against a new note? — Yob. So 
that the total circulation will moro and more he 
favourable, "will contain less and less proportion of 
silver rupees. In that way the situation will be 
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advanced in favour of tho proposals that I have 
mnilo. 

9916. Thou tho cost of your suggestion to tho 
exchequer would ho tho loss of the present realisation 
of interest on tho reserves in aid of revenues? — 
Yes, Sir. 

0917. And its devotion to tho unproductive form 
of gold? 1 would not say unproductive. 

9918. Well, directly unproductive. It may have 
its ultimate benefits. That is tho direct cost? — Yes. 

9919. (Chairman.) That is all that I had to ask 
you in preliminary explanation. Perhaps you will ho 
so kind as to deal with any supplementary questions 
that any of my colleagues may wish to ask in this 
matter. 

9920. (Sir Alanrchji Dndahhny.) Mr. Duraiswami 
Aiyar, in discussing the question of ratio with tho 
Chairman, you stated that in your opinion there 
seemed to ho no compelling reason for adopting 
Is. Cd. Am I to gather from your discussion that 
tho balance of argument is as strong in favour of 
adopting Is. 4d. as Is. 0d.? That is what I think. 

9921. That is, any rate between Is. 4d. and Is. Gd. 
may ho selected on tho same balance of con- 
siderations? — It may ho selected if they find that it 
has the balance of advantage after taking the whole 
situation into account. 1 would not try any now 
rate if it can he avoided. 

9922. You have discussed tho situation fully and 
in your opinion the balance of advantage does not 
preponderate in favour of Is. Gd.- ■--Yes, you have 
put my contention properly. 

9923. That is your opinion? — Yes. 

9924. Speaking about convertibility, am f to 
understand that you don't advocate a full measure 
of convertibility at the initial stage ?— -I would rather 
wait 

992/5 How long would you wait? — That depends 
as I told you, Sir, on the experience of measures 
that L propose should he undertaken. 

9926. Yes, tho educational value you speak about 
or rather tho educational turn which you wish to 
give to the people round about will take some 
time?— That will take some time, hut my main 
difficulty was tho other thing. I njn not very much 
porturlx'd by that, Sir. My main difficulty is the 
extent to which in other parts of tho world people 
might care to have gold in the form of currency. 
1 am not quite so sure that the European world 
is not going to have gold as currency. If 1 am 
convinced about that, then l need not ho so cautious 
in the proposals that T have made. That iB my 
main point. 

9927. But in India tho conditions are so widoly 
different. Will the Indian mind accept tho gold 
standard without, some sort of gold currency at the 
initial stage? -Oh yes. 1. provide for that. I say 
that tho coining of rupees should bo stopped 
forthwith. 

9928. But will that alone bo sufficient P — As yon 
havo been noticing, in every country there has 

"been an accretion to tho circulation of currency 
from 1900 onwards and I hope, with thti recovery 
of the world to normal conditions, you will find the 
need for expansion, and that expansion 1 desire 
should be in tho direction of having gold or notes 
hacked by gold. 

9929. That is, accretions to the new currency? — 
Yes. ■ 

9930. But that itself will again take some timo? — 
Time will he taken. But after all, when we gain 
some experience, we need not thereafter adopt a 
very slew pace ; in the initial stages of courso that 
will ho so; hut wo see that the world » just 
recovering and we have not yet had the old foreign 
trade. Yon will find there has been an increase 
in the population of tho world by 9 per cent, hut 
we have according to the reports received not yet 
reached the foreign trade level of 1913, so that we 
are recovering. 

9931. Then you advocate the introduction of a 
gold standard without the statutory obligation of 


converting rupees into gold P— I would not make it 
a statutory obligation straightaway; 1 would rather 
bo cautiouB. But I would work in that direction, 
that would bo our ultimate aim. 1 do not mean it 
would tako a very long time. It must come fairly 
soon, but it all depends on circumstances. 

9932. In answer to the Chairman about the 
adequacy of our resources of gold, you have pointed 
out that 100 cto res may be brought forward for 
con version? -Yes, as a rough estimate. 

99il3. And one of your schemes is that to which 
you refer in paragraph 33 in which 3*011 say, “ The 
interest earned cm the gold standard Toservo in- 
vestments and the paper currency reserve may bo 
devoted to replace corresponding amount of rupees 
in cimilution hy gold.” Will that alone be 
sufficient? — A number of considerations have to be 
taken into account, that iB not my only recom- 
mendation. As I told you, further accretions to 
currency will take place in tho form of gold or 
notes backed hy gold. That alone will go a great 
way; and when experience teaches certain lessons, 
when we get to roach normality and see the extent 
to which gold will come into currency use in different 
parts of the world, wo may adopt a more rapid 
pace, providiMl our finances also improve. There are 
so many considerations to be taken into account, 
and so I would proceed cautiously by not advocating 
a statutory convertibility of rupees into gold. 

9934. You see when a Commission like this makes 
a definite recommendation for tho adoption of a 
gold sLandard, it must have before it some definite 
und reliable) data showing that thero will be a 
sufficient quantity of gold at tho initial stages for 
some years to meek the requirements. Without that 
it would not he safe to come to some definite 
decision. Now what is the position. 1 would like 
you to enlighten the Commission hy your views on 
the subject-— how we shall get over this difficulty 
of obtaining gold? 1 thought when I explained my 
position 1 had made my point sufficiently clear. 

9935. I have follow r od so far — from the point of 
view of accretions to the gold, that the accretion 
should ho gold notes only; now I will put to you 
11 concrete case. Supposing wo introduce a gold 
standard, there is a lot of silver in the hoards at 
present, a large quantity will he brought forward 
in the first year or two. How much would bo the 
quantity? — I do not know. But I do not think so 
personally, unless tho monsoons failed; then thero 
would ho a provision, and the gold standard 
reserve would huvo to bo used. But I do not 
expect a huge quantity of silver to como out. I 
do not think so, not a huge quantity. 

9936. You do not believe then in the theory of 
hoards?— Not to tho extent to which perhaps some 
others might believe. There are hoards. As a matter 
of fact 1 think in the Punjab and the ceded districts 
of the Madras Presidency when the cotton crop 
gets a very high price, naturally the peasant tries 
to keep in tho form of a hoard a certain quantity 
of gold; especially in a country like India where 
monsoons fail, there must he some sort of provision, 
and so instinctively ho turns to some sort of hoard. 
There is some sort of hoard, but it would not amount 
to a very huge sum. That would not bo a great 
difficulty. That is iny point. 

9937. 1 would like to draw your attention to 
paragraph 31 in which you speak about the transfer 
of the note issue to the Imperial Bank. I cannot 
exactly understand tho purport of that paragraph. 
Am I to understand when you speak about “ tho 
Government being directly associated with it ” when 
the transfer might take place, that you recommend 
that there should be some sort of provision that the 
Government should be in touch and supervision 
and powers of control should be exercised by them 
and that the Imperial Bank should not be given the 
sole charge, the sole control of the currency, the 
note issue?— All my academic training is in favour 
of the Imperial Bank doing the whole thing, but 
in respect of the conditions of this oountry I would 
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rather proceed slowly. After a certain time it may 
be that the Imporial Bank will have to do it. As 
I told you, iny prepossessions are in favour of that, 
but in view of the largo plnro which Cover n moot 
fills in our estimation, I would wait for some time 
especially in view of tho stopping of the minting of 
rupees and the extended use of gold ns currency 
or of notes hacked by gold. Now in these circum- 
stances 1 would rather wait for some years, say 
4 or 5 years. 

993ft. Then you mean you would not at present 
transfer the control to the Imperial Bank? — Yes, 
for 4 or 6 years. 

9939. Why not for 4 or 5 yours? You think in 
4 years’ time the Imporial Bunk will ho more 
efficient? — I am the last person to attack the 
efficiency of the Imperial Bank. Tho whole point 
is, — you already introduce certain fairly largo 
changes. Taking into account tho vast extent 
of this country, they would he fairly largo 
changes. The proposals that l make with respect 
to currency involved a striking departure. Tho 
Government already man ago tho paper currency very 
efficiently to my mind. It has largely increased 
in circulation ; so that 1 would keep it in the hands 
of tho Govern men t for some time. Not lhat 1 am 
very strong alatut this roeointnctidnlioii ; all my 
academic training, as I said, is in favour of tho 
Imperial Bank doing it hut £ would wait for some 
time. 

9940. ( Sir Fteginahl Mant.) Tu paragraph 15 of 
your memorandum you refer to the fact that tho 
prico of silver lias not risen to tho same extent as 
the price of commodities have risen, and you point 
out that there is a possibility of silver rising to tho 
same extent us other commodities and that would 
constitute a danger to tho Is. 4d. ratio? Later 
on you recommend the adoption of the Is. 4d. ratio. 
How would you get over the danger to which you 
have referred in paragraph lf» of your memoran- 
dum? — A h T explained to the Chairman, Sir, thcro 
is some difficulty about it. But I feel that if you 
stop tho minting of silver and if further accretions 
to currency in this country should he ill the form of 
gold or notes hacked by gold, the demand for silver 
is not likely to be ns great as it was before the 
war, and consequently tho prico of silver is not 
likely to rise to tho level of the price of other 
commodities. So to that extent the danger is not 
great; but there is that difficulty on regards that 
point, that is why I have mentioned it. That is 
one point in favour of a rate over Is. 4d. hut when 
one*© you adopt the method of stopping tho minting 
of silver, tho danger become* very much attenuated 
because we are departing from the use of silver 
rupees for currency purposes slowly and steadily,--- 
we are moving oil to another line and consequently 
the danger is not so great. 

9941. But do you think that the reduction in the 
demand from India will have such a largo effect 
on the world price of silver?— A fnirly large effect. 
The Indian demand bus not been small. 

9942. Would it bo sufficient to minimise that 
danger P — Yes. 

9943. Thoro is only one more question. What do 
you mean exactly by tho expression you frequently 
two, 44 paper backed by gold ”? Do you mean notes 
convertible into gold P— Yes. 

9944. Notes payable in gold on demand P- Yes. 

9943. Because you nay in your last paragraph that 

14 as a first Btop we may content ourselves with 
stopping the minting of rupees and increasing the 
circulation of gold coins or paper hacked by gold.” 
Do you propose then at the outset of your scheme to 
introduce . . . P — That I do not mean,-— that 

means the reserve will be strengthened in tho 
direction of gold. 

9946. What do you mean there by 44 paper backed 
by gold”? — That the reserve is to he in tho form 
°f gold; in course of time there ought to he 
convertibility, 
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9947. And 44 paper hacked by gold ” does not 
mean notes convertible into goldP — No it does not 
mean immediate convertibility. 

9948. (Professor Coyajrr.) You observe in para- 
graph 7: — 11 But recently it (i.«., internal price 
stability) has heen put forward as something to he 
main tained as against the stability of the external 
value of the rupee,” and also in paragraph 9, 
in tho last sontoncc, 11 The importance of internal 
price stability is therefore liable to exaggeration.” 
Might not a critic say this, that tho internal 
stabilisation of prices is particularly important to 
India chiefly because the population is poor? You 
see, the poorer tho population, the more they 
would feel nny swing upwards? — I do not think so. 

Of course it is a question of degreo. When prices 
go up very much, there is then always trouble, it 
is never healthy for any country; of course small 
ups and downs of price seem to bo inevitable. 

9949. f quite agree?— But that is all that is 
meant there. 

9950. Then in paragraph 13 you observe, 14 Tho 
prices of pulses, jownr, ragi, chillies, and 
similar commodities which are consumed in the 
main locally will lie affected very slowly by a 
rising rupee.” But now there is a connection 
between the prices of goods entering into inter- 
national trade and other goods; for instance if the 
price of wheat falls, then the cultivntor will divert 
his land to ragi and other things?- -That is why I 
say there is a lag; the lag should lie made up in 
course of time; i quite agree. 

9951. Then as regards the question of the ratio, 

1 would submit for your consi deration one argument 
which has been put forward for the Js. fld. rate, 
ft is said that since the pre-war period a permanent 
change has taken place in tho scale of production 
nf goods in India. That is to say, our cotton mills 
have largely increased their production, that our 
production of steel has increased and so on and con- 
sequently our imports have lended to become less 
and nur exports continue as they were and therefore 
the balance of trade is becoming more and more 
favourable to us as time goes on. That is the 
argument put forward and I submit it to you for 
your consideration? — I cannot agree to that. 

9952. Because tho local production has increased 
very largely, tho imports have fallen and therefore 
our halaucn of trade tends to become more and more 
favourable hence why should not tile rate of exchange 
respond- that is the argument? I put for your 
consideration this: — America has increased its pro- 
duction, its favourable balance of trade has grown, 
therefore why not the dollar he imido to contain 
more gold? — ft comes to that. 

9953. But the dollar relative to sterling increased 
very greatly in value? So that applying the same 
argument, why should they not put more quantity 
of gold into the dollnr? Tho argument dors not 
appeal to me. 

9954. (Sir Alexander Murray.) I think you said 
to tho Chairman that produce of exportable com- 
modities would benefit more than producers of non- 
exportable commodities by a fall in the rupee P — 
Yes. 

9955. What percentage must be exported to justify 
a commodity being classified as exportable? — You 
send them out largely; Oil seeds, liidus and skins, 
raw cotton and so oil. 

9956. Let UH deal with food grains particularly, 
hecauso you differentiate between food grains and 
other things, don’t you? What are tho food grains 
that are exported P — Wheat lias a world market 
and so the world prices have more to deal with 
wheat. 

9957. And riceP — Bice to a less extent than wheat, 
been u so our total production is ho large that this 
will have a greater effect on world prices than our 
production of wheat. 

9958. In view of the fact that the total wheat 
crop grown in India is about 10 million tone and 

2H4 



488 


ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE : 


5 January, 1026.] 


Mr. Duraibwami Aitar. 


[Continued. 


them is only 1 per cent, or 2 per rent, exported, 
yon inonn to «ny this 1 or 2 per rent, will affect 
the price of the remainder P— It is not that 1 per 
cent. The whole of the total crop of the world, it 
in that that affects the price of wheat. It is not a 
question of 1 per cent, or 2 per cent, which India 
exporU. 

11959. That is quite truo. But would you say that 
the exports of a smaller percentage than 1 per cent, 
affects the price to tho coiusuniers in India of tho 
roniaindor of tho crop? — No; that iH not what 1 
mean, because it is not right. 

9960. What do you actually moan P— I beg your, 
pardon P 

9901. What percentage of the crop is to be ex- 
ported to include it under the category of an 
exportable crop as against tho non-exportable 
crop? — It is not a question of percentage there. 
Say things like ragi, chillies, and milletB are non- 
exportable crops. 

9962. Will you include jowari ami bajri? — No; 

1 would not consider them as cxporLahlu crops. 

9963. We take it that rice and wheat are export- 
able crops and that jowari and bajri aro non- 
exportable crops P -Yes. 

9964. Now do the prices move differently?-— Yes; 

1 would put it this way: that is, those that inter- 
national prices affect and those which international 
price levels do not affect to the same extent readily. 

9905. In spite of the fact tliut food stuffs react 
on each other?- Yes; as I said alrcndy there is a 
time lag. It is all a short period difficulty. 

9900. Have you any figures to show that there 
is a difference in the prices ruling for the exportable 
commodities as against the non-exportable com- 
modities? — That is very difficult; because it is a 
question of various factors being taken into account. 

9967. In the Labour Gazette, I find figures here 
giving the price levels of tho four articles we were 
referring to, rice, wheat, jowari and bajri. Taking 
100 ns the basic price, the index figure in 1914, in 
October, 1925, rice was 129 points, wheat 124 points, 
jowari 128, and bajri 130. Now is there anything 
in these figures to bear out your point that wo 
must deffereiitiuto between the prices of food stuffs 
that are exported and of those that are not ex- 
ported ?- -These figures aro not an exhaustive 
criterion. No many factors enter into the problem. 
You can only deal with it from a theoretical point 
of view. 


9968. But wo are dealing with the actual prices 
paid for tliesn food stuffs in the country. Don’t 
they give you a fair indication that them is really no 
difference in the rise and fall of food stuffs whether 
they are exported or not exported? —It is not 
exhaustive; it is not conclusive; because tho question 
of supply enters and wo do not know about the 
supply of rice os against the supply of javari or 
bajri. 

9969. I will give you the figures of the total 
cropP — You know about the outturn figures. In 
the Taxation Committee they said that outturn 
figures are not quite reliable and commercial men 
do not so much depend on them except for jute. 

9970. You make tho statement that thero is a 
difference between the two sets of food stuffs and 
1 indicate to you from bucIi figures as are available 
that there is no difference and I produce figures 
and you simply say that no figures are reliable; 
but can you not produco anything to support your 
argument?— I am not weddod to anything here. My 
theoretical training inclines mo to believe that there 
seems to he some difference. 

9971. Then you give some data P— ft is not in 
_my power to give. These data must be furnished 
by other authorities. If they are available then 
one can weigh and interpret them. 

9972. You must have expressed your opinion from 
wm« Hato?-Not exactly. It is not that kind of 
data. Wo should bare tho figures of tho supply 


of crops. I would explain my position in this way. 
This is a question of commodities entering into 
international trade and commodities that have a local 
market. Naturally, the prices of commodities having 
world market will bo adjusted, must be adjusted, 
lo the world price, whereas the prices of commodities 
which have a local market need not be adjusted bo 
rapidly. Suy, for example, the currency of the 
country is very largo in which cose, if the world 
prices fall of the commodities that enter into inter- 
national trade, the prices of such commodities 
produced in this country also must fall; but as 
regards other commodities, this large currency will 
then tond to keep up the prices of the other 
commodities. 

9973. Thnt is perfectly true; but the point I 
want some information from you on is this. Do prices 
of the food stuffs not react on each other to such 
an extent that ultimately there is really no difference 
in tho price levels between exportable and non- 
exportablo food stuffs P —Ultimately it is true. 

9974. And I give you figures relatively to show 
that between. 1914 and October 1925 there is no 
difference? — Thero is not very much difference 
between your point of view and my point of view. 

9975. Exchange has been rising for the past throe 
years, 1921-22, 1922-23 and 1923-24. Well now, the 
exports on the other hand one would have thought 
would have hcon affected. But as a matter of fact 
they have also boon rising. The figures of export 
seem to show thnt tho rise in exchange has not 
unduly affected exports of rice or wheat or such 
like commodities from India? — That is quite con- 
ceivable. In the period, 1918-19-20, exchange was 
rising; exports wore rising. It is a question of 
world prices for particular commodities that India 
produces. Exchange is not the only factor. That 
is tho great point. Monsoons might be favourable. 
So that one can conceive that kind of correspondence. 
Other things remaining the same, it will be affected. 
But other things do not remain the same. Monsoons 
have been favourable. If world conditions are 
favourable, then with the increase in exchange thero 
should also be increase in exports as was the case 
in the period from 1917 to 1920. 

9976. In paragraph 22, you refer to index 
numbers of wholesale prices during tho period 
from October 1924 to August 1925. You refer 
to the prices ruling in the United Kingdom 
and those ruling in India. Now 1 have taken out 
hero the prices of those countries that have run on 
to the gold standard, namely, the United Kingdom, 
tho United States of America, Canada, Netherlands, 
Sweden. In 1924 India was roughly at least 20 
points higher than the average of the wholesale 
price level of those other countries. In August 
1925, that is tlio month you have taken, India is 
practically in line with all those other countries 
round about 160. Thero are six gold standard or 
exchange standard countries with a price level at 
the same figure. What does that suggest to you, 
Mr. AiyarP— I will put it in this way. Between 
1900 and 1914 there urns gold standard obtaining 
in different countries; but tho rise in prices was 
different in different countries; so that you can 
conceive of tho standard remaining the same, yet 
price levels rising differently in different countries. 
The use and abuse of index numbers, that is an 
important point. The way in which index numbers 
aro compiled in different countries, tho commodities 
that enter into this preparation, the extent to 
which the commodities enter into the world trade or 
have a local market, all these make me rather be 
very careful in the matter of arguing from index 
numbers. It is some sort of guide; but we cannot 
swear by index numbers especially where small 
changos are concerned. 

9977. Ifcjqi a coincidence, to Bay the ..least of it, 
that all these countries have their index levels at 
almost exactly the same figure. Would that not 
suggest to you that it is a suitable time to stabilise 
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nt Is. 6d.P— Tlint itself tuny tell me tlqit when nil 
those countries which had returned to their old gold 
parity maintain J60 and India also maintains 160, 
is. 4d. the old parity is more appropriate. That 
shows that there has been a lack of adjustment of 
the price level and therefore one must he more 
anxious about it. 

9978. If India had Is. 4d., then the price level 
i would not he 160 ? it is the fact that it has 


In. Cd. and that the price level is 160?- T won't 
dogmatise on that for the rcusou that 1 have already 
mentioned. 

9979. (Chairman.) Is there anything on which 
you care to supplement any matters which we have 
dealt with to-day? — Nothing in particular. 

9980. ( Chairman .) The Commission is very much 
obliged to you for your memorandum and for your 
attendance hero to-day. 


(The. witness withdrew.) 
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9981. (Chairman.) Sir Basil Blackett, you have 
been good enough to travel from Delhi in ordor to 
give us a further opportunity of obtaining the 
henefit of your assistance before we conclude our 
sittings in India. It is not our intention to occupy 
your time with any formal repetition of all tho 
matters we went into so fully at our Delhi sittings, 
hut we all feel that there are various new matters, 
new considerations, which have come to light in 
the course of the evidence which wo have received 
at Bombay and at Galcutta, about which it would 
bo very useful to us to have tho henefit of your 
opinion. In the first place, during tho previous 
evidence which we received from you, the greater 
part of our attention was devoted to tho discussion 
of proposals for a gold currency and a full gold 
standard, and it appears to me that it would bo 
very useful that we should go in a little more detail 
into alternative proposals for some form of an 
exchango standard in order that we may ho sure 
that we have ascertained to the full what your 
opinions and recommendations are about that alter- 
native. Let me ask, in the first place, a general 
question, and that is what, in your opinion, are 
the essential qualities or characteristics which we 
should seek to obtain in designing any reforms in 
the Indian currency system ? - May 1 preface my 
reply in the same way as before by repeating that 
I do not apeak on hchulf of tho Government of 
India; by way of precaution f think it best to 
mention that. The two essential desiderata in Any 
reform of the currency system of India should he 
that ^he-imHan people Bliould have full confidence 
in their currency and that tho system should be 
reasonably intelligible to them. Simplicity and 
confidence would be my two desiderata. 


9982. And confidence, no doubt, results from 
simplicity and intelligibility as much ns from 
anything else? — Tho two go togoLlicr, yes. 

998.M. In the past wo have rcusou to suppose that 
confidence has not been felt in the pre-war system, 
hut-, on the contrary, there wns a certain amount 
nf suspicion with regard to that system. What were 
the reasons for that? — I think tho defects of the 
pre-war currency system liavo boen greatly 
exaggerated. It is largely a question of psychology. 
There has been a widespend feeling that in some 
obscure way forces are always at work to manipulate 
anything hut a gold standard to tho disadvantage 
of India. It is a feeling which 1 think is entirely 
devoid of foundation hut is all tho more difficult 
to counter for that reason. 1 think that tho suspicion 
felt in regard to the pre-war system was in large 
measure duo to the fact that thu system was com- 
plicated, not easy to understand or explnin, and 
was open to misrepresentation. Tho common ground 
of attack was that it was a manipulated system, 
a managed or a manipulated system. Of course 
tho unfortunate history of tho reverse councils in 
1920, when there cer tainly wa s perh aps mia nny .. 
some lmsnmuugeineiit, has increased the suspicion, 
nud T think ttio primary demand of India in con- 
sequence is for a system which is not capable of 
manipulation. 

9984. Is any currency system wholly free from an 
clement of manipulation?- Every currency system 
is in a sense a manipulated system or at any rate, 
to use' a more neutral word, a managed system. 
You will see that in the attacks on the discount 
and credit policy of the Bank of England at the 
present time or the Fedcrnl Reserve Board. Thera 
is a public ut any rate there, which clearly recognise* 
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that the British and American system are managed 
systems; hut at the same time it is possible 1 
think and certainly desirable if possible and I should 
say it is essential in order to establish confidence Jo 
make the Indian system automati c. *** 

nJOfCT T^tilrtterstand’ “Unit any^ currency system 
that is known is, in a sense, a managed or manipu- 
lated system in so far as discretion is exercised in 
the control of credit through the discount rate? — 
Yes. 

99H6. And, to sonic extent, ill so far as there is 
any opportunity of a discretion or of legality in 
the maintenance of tho appointed proportion of 
reserves either to actual currency or to deposits? - 
Yes, an automatic system carries with it its own 
danger signals, hut if they are disregarded by those 
who are responsible for the credit and discount policy 
the system fails to work, and it is just as much mani- 
pulated if it goes wrong because the discount policy 
is wrong as if it goes wrong because the actual 
management has been wrong and additions to the 
currency have been too easily made. 

5)987. In India wo have the characteristic 
condition that, owing to tho nature of the civilisa- 
tion of the country, tho discount policy is still a 
matter of less direct moment than it is in Western 
Europe?- -I doubt if that is entirely the fact. It 
has loomed less large in the consideration of currency 
questions hut I believe that it is tho kernel of the 
matter in India just as much as in any other 
country. 

5)988. You arrive at the conclusion, then, that 
the Indian system must remain as free as possible 
from the element of manipulation? — Yes. 

9989. 1 am now discussing the alternative to the 
gold standard of an exchange standard of some sort 
at the present time, and in order to cover that 
ground fully I should like to ask you, on that 
assumption, what measures you would recommend 
to thnt end of freeing the system from the element 
of manipulation?— Tho assumption, I understand, is 
thnt for some reason the gold standard is regarded 
as impracticable. I think there are two important 
points. Ono is the fixation by statute of gold import 
And export points; the other is the amalgamation of 
the reserves, *tho gold standard and the paper 
currency reserves, the whole being managed by the 
Imperial Bank of India with statutory provisions 
regarding the reserves to be held. I think what- 
ever the system adopted, whether it is a sterling 
exchango standard or any other standard, the 
fixation by statute of gold import and export points 
makes the currency ns automatic as any othqr 
currency system in tho world. 

9990. The measures that you recommend are four 
in number, are they not; the fixation hy statute 
of the import and export points; the amalgamation 
of the reserves; the transfer to tho Imperial Bank 
of tho control of the paper currency ; and statutory 
provisions regarding the reserves to ho held? — Yes, 
they can he separated into four. 

9991. After tho adoption of those measures, 
expansion and contraction would then depend upon 
natural forces and tho discount rate?— Provided 
that tho discount policy was properly managed 
expansion nnd contraction would happen auto- 
matically and the exchange would vary within the 
gold points in accordance with seasons and state of 
trade nnd so on. So long as the dicount policy 
was properly managed there could be no variation 
except within the fixed points. 

9992. What defects would then remain in tha 
system?— I would say the two defects mentioned in 
my previous evidence are the main ones. Assuming 
it was a sterling exchange standard there would bo 
no provision against the possibility of sterling being 
divorced from gold again. 

9993. There would be that possibility ?— -There 
would bo that possibilty: and the other is that so 
long as the rupee is unlimited legal tender there 

"Di no protection in the system at that stage against 
the possibility of silver rising above 48d. Dnee 


silver does that, if the rupee remains unlimited 
legal tender, it would automatically become a silver 
standard. 

9994. Taking thoso two defects in order, can you 
muke any suggestion in order to deal with the first 
defect, that is the defect of tho possibility of tho 
divorco between gold and sterling? — Yes; that can 
lie" remedied fairly simply, though it involves a 
certain amount of cumhorsomenoss, by fixing the 
import and export points by stntuto with'reference, 
not to sterling only, but to gold standard countries 
generally on the lines indicated in the memorandum 
hy Mr. Denning on .tho subject of, I think, Transfor 
of Paper Currency. That would hriug India ready 
alisolutely into line with the currency system now ' 
in force in England and those countries in Europe 
which have restored their curyoncios to tlie gold 
standard. They call it a gold standard, but in 
point of fact it is really an international exchange 
standard. 

9996. Just one question before we pass on to that. 

T understand that the actual mechanism would be 
that the currency authority, instead of selling 
sterling only, would sell the currency of any 
recognised gold standard country P— It would be 
under a statutory obligation to do so, at any rate, 
on at least one other gold standard country liesidos 
England under this proposal. It would bo possible, 

I think; at least I have novor senn a satisfactory 
scheme, hut I would like to see some arrangement 
hy which i nstead of u ndertak in g to soli, .nxchaggo 
on a gold s toilfl arfl'TflTfn fry it gave gold for export, 
IfrBvTddd "it was -perfectly clear" that the gold was 
for export. 

0996. May I leave that for a moment bccauso T 
want to explore the first suggestion. If you under- 
take to sell tho currency, say, of two gold standard 
countries, I suppose thcoroticnlly if both those 
countries wandered from gold you would be under the 
same disadvantage as you were at first P — Yes I 
suppose you would; and of course it is always a 
probably contingency that if sterling goes off gold 
any other currency equally would go off gold also. 

9997. It might bo said that tho same shock which 
would shake sterling away from gold would shake 
almost any currency away from gold, with the 
possible exception of tho United States P— Yes, it 
would depend upon whero the trouble arose; ' and 
you might have the reverse position that the 
United States was shaken off the gold standard 
and England would be one of the few countries that 
was enabled to stay there. 

9998. So that, by increasing the number of foreign 
currencies which you sell against the internal 
currency, you are only increasing your practical 
guarantee of its being a gold standard, ~ and c ft'6t 
making ' fin ‘ absolute theoretically Impregnable 
defence? — I contemplate that the statutory provision 
would ho that at least one other currency besides 
sterling must always be specified for the Imperial 
Bank as a currency in which it must be willing to 
buy and sell at a fixed rate, and it would be within 
the competence of the authorities at any time to add 
other currencies to that list or to take currencies 
away from that list, so that if you had the position 
that both sterling - and the second currency which 
hod normally been used were off the gold point, the 
authorities would then have the duty of fixing some 
other currency which had remained at the gold 
point. 

0099. The authority would be free to pursue the 
currency which managed to maintain its parity with 
gold?— Yes. 

10,000 You tell us that this scheme which you 
have outlined would bring the .Indian currency jnjk* 
■'line with those of Cheat Britain and "tbe qthjr 
* countries which are now on a 46-calted g°U i&ndard ? 
—It would, subject to the question, which perhaps 
can be dealt with separately, the position of the 
over-valued rupee; and subject to this other exception 
that at the present time in the other countries which 
have adopted an international exchange standard, 
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gold is given for internal purposes by the currency 
authorities, in sonio cases gold coin ami in nil caws 
gokl bullion; the central reserve is liable to pay out 
gold bullion on presen tabion off internal currency, 
and it is not I assume contemplated under any 
exchange standard that that would lie done in India, 
because that is really tho kernel of Lhe proposal made 
in regard to the gold standard, and the assumption is 
that this is not a. gokl standard. 

10.001. But, as a matter of fact, in all other 
countries of importance from the jx>int of view of 
tho currency system, gold in not used in circulation? 
— *No; ail the advanced countries of the world have 
given tap gokl for circulation; but gold bullion is 
given for internal purposes from tho central rcservo 
in theory; in practice gold is obtained only to a very 
small extent, if at all, from the central reserves, and 
is purchased in the market in the ordinary way, just 
in the same way as India purchases gold in tlio 
market. 

10.002. ltefcrring to the system of Groat Britain, 
all that can bo obtained there is tho minimum 
quantity of gold bars, very little for internal use?— 
Of course you can get 4(H) fine ounces, 1 think that is 
the amount of gold in exchange for internal currency. 
Now that can bo obtained otherwise than for export 
a® I believe is the enso since the 1st .1 miliary. It is 
always possible for people who want gold for the arts 
and for the wholesale dealer in gold so to speak, to 
obtain it from the central reserve and to sell it in 
smallor quantities to his customers; hut in practice 
it is nearly always ns cheap or ehoaiH*r to obtain 
gold in the market rather than from tlio Bank of 
England. 

10.003. Under such a scheme as lias Ixvii outlined, 
would there he any difficulty on the part of the 
Indian public in obtaining the gold required for the 
arts and for purposes of female Adornment and so 
forth?— No more difficulty than there is at present, 
that is to say, none. At present India can get all 
the gold sho wants in tlio open market at the 
ordinary market price. (India is under no disability 
at the present time iis com pared with any other 
country in the matter of obtaining gold for internal 
purposes. It enn obtain it in the open market by 
using its internal currency in order to buy foreign 
exchange and using the foreign exchange in order 
to buy gold, and it is really in exactly the same 
position as regards obtaining gold an any one in any 
international exchange standard country. 

10.004. Silver hoards would come out to lie replaced 
by gold P— - It could bo don© even now; it is just os 
possible now; tb© holder of a silver hoard would he 
equally able to do it under tho proposed gold standord 
arrangement if ho wants to do it. 

10,00/5. But wo should still be loft, should wo not, 
with tho complication of a silver not© and tho con- 
vertibility of tho paper note into tho silver rupee 
distinguishing tho Indian system from other systems? 
— Generally speaking in the other international 
exchange systems the only u nlimited legal tender is- 
tlio pppor note , inconvertible for internal purposes, 
but mnae absolutely convertible into foreign exchange 
by the currency law. There aro as a matter of fact 
some exceptions; one was T think mentioned by mo 
when I was giving evidence beforo, namely, tho five- 
frnne silver piece in France; and perhaps more im- 
portant is the silver dollar in tho United States; 
there is a limited number of silver dollars in tho 
United States which are not being ad did to ; they are 
absolutely full unlimited legal tender which circulates 
mainly, not in tho form of the silver dollar, but in 
tho form of the silver noto based on tho silver 
dollar in the treasury ; hut subject to that the normal 
arrangement in other countries is that papgl, Jg, 
in convertible for interna l purposes, but absolute ly 

* Pfl.v I n 

Ihdia in addition to the papeF note there is in 
circulation the silver rupee with unlimited legal 
tender privileges and in addition the paper notes in 
India are convertible into silver rupees. This has 
always seemed to me to be th^o^M^CoL the 


iJiffieultMis and most of the complications of tho 
Indian currency system. 

10,000. If that lie so, if we are loft with those 
remaining difficulties and complications, is there, in 
your opinion, any manner in which they can bo 
remedied ? - 4 n my opinion (1 gave it last time) the 
only easy method by which this defect can ho got 
rid of is by making tho paper currency of India 
convertible into some other metallic currency, that is 
to say, into gold, and eventually Jo king a way the legal 
tender privileges of tho silver rupee? Bii t ttrat in- 
voTvestfi© ~ adoption of tho gold standard, and 1 
gather that the question put to me is what alterna- 
tive is there which r would advocate if the gold 
standard is for any reason found not to lie possible. 

10,007. Wo understand from your previoua 
evidence that, in your opinion, the most, and indeed 
jicrhapN the only, satisfactory method of remedying 
these defects in the Indian system is by making the 
rupee first of all convertible into gold and finally 
dethroning it from the position of unlimited legal 
tender ?- -Yes; 1 advocated tho adoption, of a gold 
standard with a certain amount of gold in circulation 
and the internal currency absolutely convertible into 
gold; hub L advocated it only ns a necessary step in 
my view- in the direction of the still more ideal form 
of currency, namely, an international exchange 
standard by whicliNjLjiicn.ii a paper currency incon- 
vertib l e, in ternally^ hub freely convertible on a gold 
fiasiSTfor external purjxfecs. The view T put forward 
was that it was necessary for India to pass through 
this in termed i ate stage of having gold in circulation 
although it is a wasteful and expensive system in 
order to arrive eventually at the more perfect one and 
1 advocated it because I believed and believe that the 
gold standard would inspire confidence and would 
provide the stimulus which i is so badly needed for 
investment and the banking habit. 

10,01 M. That was your original evidence which we 
have in mind. In order to explore the possibilities 
of ail exchange standard, assuming for the purposes 
of discussion that a gold standard is not to be had, 
the question then arises, could anything, and, if so, 
wliat, 1st done to remedy this element of difficulty 
and complication due to the douhle form of note, 
the pa; >er note mid the silver note?— -Si lice I gave 
evidence last time my attention has 1w*>n called to 
one plan for obviating the difficulty which has in my 
view very considerable attractions always assuming 
that tho gold standard itself is not available. The 
difficulty is that if silver rises above 48d. and tho 
silver rupee remains unlimited legal tender, the 
exchange standard liecomos deranged in if mini so that 
1 would make it as an additional proposal that the 
right of Lhe holder of the note to obtain payment in 
silver rupees should he taken away or ratlier that the 
existing notes should gradually In' replaced by notes 
which did not carry this right of conversion into 
silver rupees. 1 would suggest that the Government 
of India should cease to coin rupees, that there should 
ho. in place of the existing notes which sir© a promise 
to pay so many rupws, u noto like the English note 
which is a piece of paper representing ten shillings 
or one pound. In the same way you might have a 
piece of paper representing so many rupees, 10, 5, 
100 rupees, which would not have the legal privilege 
of conversion into silver rupees. Th© holder of such' 
a note would under this proposal have the absolute 
right of obtaining internationa l curre ncy at par for 
liis^Ttartfllt " ftp - wowl d-lioT hUVoThe legal right to 
get it changed into silver rupees. 

10.009. The note would then be on precisely th© 
same bnsis as the British note?- -Exactly tho same. 
It would ho a picco of paper representing so many 
rupees. 

10.010. How would this work out in prnctico? 1 
imagine that there would be no immediate difference 
to the holder of the note?*— No, I think tlio holder of 
a noto would really bo for practical purposes in the 
same position os he is now. So long as there was a 
largo surplus of silver rupees as we have at present, 
there would be no difficulty whatever in giving the 
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holder of the note change, in giving him silver rupees 
for his notes; tho Banks woukl give him silver rupees 
for his notes as a matter of ordinary practice, and ho 
would get notes or rupees whichever kind of currency 
he wanted entirely according to his own preference. 

I contemplate that the transition from Government 
notes convertible into silver rupees to Imperial Bank 
notes not so convertible would be a gradual process 
which would take several years, a good many years 
altogether, but the main transfer would take several 
years and the two kinds of note s woukl f or a lo ng 
time be in circulation side by side and interehaiigc- 
Trtrte; and tlib holdbir'of either kiml of note would in 
practice have obtained silver rupees for them when- 
ever he wanted. The position would lie lully 
established before the new note had entirely replaced 
the old one. Meanwhile the obligation, on the 
currency authorities to give silver rupees would liavo 
disappeared, and the note would be no longer a 
promise to pay rupees but simply a piece of paper 
representing a certain number of rupees, incon- 
vertible internally but absolutely convertible for 
external purposes. 

10.011. Then tho holder of the note would find no 
practical difficulty in obtaining rupees against his 
note, although it is no longer legally convertible 
into rupees, until the cessation of the coinage of 
rupees, coupled with the natural absorption of rupees, 
had substantially reduced the number of rupees out- 
standing, which would he a long period ?- We have 
of course a surplus at the present moment of IX) crorns 
of silver rupees in our reserves, and there does not 
seem to l»e any great probability that we should run 
short of rupees at any rate till towards the end of 
the next decade, that is to say not for nearly 10 
years if not for more. 

10.012. I)o you propose that the 90 crorcs should 
gradually pass into circulation?- 'Yes, that would bo 
the suggestion. 

10.013. The cessation of coinage would not imply a 
cessation of issue?— Certainly not. 

10.014. Would you altor the position of the silver 
rupee in circulation at all? — It would he unlimited 
legal tender for the time being but the holder of 
a note would no longer have the right to obtain 
rupees for it although tho rupee and tho note would 
be unlimited legal tender. 

10.015. Then as, on tho one hand, this proposal 
would make no immediate practical difference, so, 
on the other hand, it would provido no immediate 
practical remedy for the complications of the 
system?— I think it would provide a very considerable 
remedy, not perhaps a complete remody, for the 
complications of the system, but it would I think 
provide a very useful remedy Against tho contin- 
gency of silver going above 48d. because if tho 
contingency arose in India, in which the bullion 
vAlne of the rupee was greater than its currency 
value, it would he a simple enough mattter to print 
off one rupee notes ami allow the silver rupees to 
be melted down. 

10.016. Tho difficulty now being that you must have 
rupees to provide for the right of conversion into 
rupees?- -There is tho promise to the holders of all 
tho notes now out that you will give them silver 
rupees when thoy ask for them. Therefore so long 
as those notes are in existence you must have 
rupees to give them. But if the notes in circulation 
were no longer a promise to pay rupees, it would 
ho longer he necessary for you in an emergency 
to provide silver rupees with which to meet that 
obligation and you could provido one rupee notes 
which for purposes of actual circulation would be 
equally useful with one rupee coins. 

10.017. I understand that, as an incidont of this 
proposal, you would restore the one rupee note into 
circulation? — Yes, I would restore it, possibly not 
immediately, but fairly soon, at any rate as soon 
as there began to be any considerable fall in our 
present holding of silver rupees. I would be inclined 
to suggest also that whon you did get that, you 
should make the one rupee limited legal tender for 


Rs. 50 only, not givo it unlimited legal tender 
privileges with tho silver rupee or the bigger note. 

10.018. What would he the object of that proposal? 

It would accustom the people to Us. 1 being 

limited legal tender and might eventually lead on 
to a position of affairs when you could possibly 
reco in vour rupee wit h a sm aller silver content or 
possflUy make it of some other metal ~sucn~ as 
aluminium and take away the legal tender privilege. 

10.019. Might it not be said, on the other hand, 
that if you desire to encourage the use of the small 
noto in circulation, it is most important that there 
should bo no impression created that there is uny 
difference in status between the one rupee note and 
the silver rupee? — Tt might ho desirable I think to 
experiment and sco whether tho limitation of tho 
legal tender privilege of the one rupoo note really 
would in practice have any effect. If you found 
that it militated against success, then perhaps you 
could restore its legal tender privilege. 

10.020. In considering the possible criticisms of 
this last proposal, that is tho policy of inconverti- 
bility of Lho noto into the silver rupee, what answer 
should ho given to a point of view, were it 
advanced, that in view of the habits of tho Indian 
pcnpln and the degree of civilisation to which tho 
iiiiinslriicbed have attained, it is essential that there 
should lie some metallic coin in circulation? Of 
course there would still he a metallic coin in circula- 
tion, namely, the silver rupee. 

10.021. Them let me put it in another way, that 
it is essential that the note should be convertible 
into some metallic coin for circulation ?— That is a 
view which of course has been held strongly and wus 
held quite strongly in 1917 when the question of 
obtaining silver with which to maintain the con- 
vertibility of tho rupee ut that dale was an acute 
one. But as L said last time there hns been a great 
deal of education in the mutter of currency all over 
tho world in war and post-war period, and from such 
information as I have been able to obtain by asking 
questions on this point, it does not seem to bo 
thought, that there would necessarily be any very 
great difficulty in maintaining a note of this sort 
ill circulation. What one proposes is that tho 
Imperial Bank should take over the currency, should 
start, replacing tho prow lit Government of India 
notes by Imperial bank notes, but these notes would 
be not promises by the Imperial Bunk to pay hut 
notes representing particular amounts of rupees; 
and if the one change, namely the substitution of the 
fin peri al Bank noto for the Government of India 
note passed without comment, one W'ould expect 
that the other might pass equally; it would be a* 
matter of experience to some extent during tho 
period when both notes were circulating side by side 
whether there was any definite disliko of tho now 
note ns compared with the old. 

10.022. We have understood from your ovidonco 
on previous occasions that, in your opinion, the fact 
that this noto was a Bank note would not create 
a disturbance in the public mindP — That is the 
impression that T have received from such inquiry us 
was possible on a subject of that sort. It is not a 
matter of course on which one can bo absolutely 
dogmatic. 

10.023. I imagine you would attach iinjHirtaiice 
in cnnnwtion with this proposal that the note 
should no longer he convertible into rupees, to the 
circumstance that no actual difficulty in obtaining 
rupees for notes would he likely to develop for a 
long period of time?- -There should he no groat diffi- 
culty in obtaining rupees for notes just as there is no 
difficulty in obtaining shillings and half crowns in 
England for 10 shillings and one pound notes. There 
is no legal obligation on anybody to give change 
for a pound note and the same would he the position 
here. There would be no legal obligation on anybody 
to give rupees in exchange for a rupee note. But 
in practice, every Bank would be bound to do so 
in ita own interest and everybody would, in practice 
be, as I said before, as well able to obtain rupees 
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os he is now ; and of course, tho chuugo will also 
he coincident with the introduction of a provision 
making the rupee note absolutely convertible into 
inter national exchange. 

] 0,924. You have told us the outlines of an ex- 
change system, and 1 should now like to ask you a 
general question. W'hat in your opinion, would be the 
effect ol' such u system upon the public mind in in- 
spiring that confidence which is, you told us, inspired 
by tho simplicity and intelligibility of a system ? It 
would, 1 think, bo a very much simpler uud more 
intelligible system than tho present olio. It might not 
scorn to bo so at first sight. But there would not bo 
the complication of tho silver rupee. Tho position 
would bo that tho currency would consist of paper 
notes and silver rupees, absolutely convertible into 
international currency at the will of the holders, with 
ono single currency reserve, management of tho 
curroncy entirely in the hands of the imperial 
Bank, ueitlier the Clover iiiucnt nor the Imperial 
Bank having thou any power to add to tho currency 
at will, tho system alxsolutoly automatic, parity 
with gold established by statute and a managed 
system only in the sense in which tho United States 
or English systems are managed. I think it will he a 
system which would he capable of bring explained 
and being made intelligible to people of ordinary 
intelligence. It would not ho so complicated us tho 
present system. I havo already said that I don't 
think, at least T would say that l don’t think that it 
would inspire such complete confidence as a gold 
standard with the currency convertible into gold 
coin, so Hint it would not create immediately that 
stimulus fur the investing and hanking habits which 
I look for from tho gold standard; hut if it was 
introduced in propitious circumstances with good 
will all round, 1 believe that it would create con- 
fidence such as docs not exist or lias not perhaps 
existed in recent times. 

10,02“). Two further questions before we leave the 
subject of tho exchange standard. Assuming some 
such system as that we have now been discussing, 
uro^you in favour of adding to that a provision 
making gold coin legal tender ami availahlo through 
a murt? T don't see what purpose will he served 
by doing so. It would only complicate tho position, 
hi my view, the only purpose of a gold coin, tho only 
usefulness of having a gold coin in circulation is if 
the currency is convertible into that gold coin: that 
docs give confidence; hut that involves a gold 
standard with gold in circulation. If gold has 
merely an optional circulation, f don’t see the 
object of introducing a gold coin. It seems to me to 
he a mere embroidery of the system without gaining 
any ndvautagu for Tndia. Lt is an unnecessary and 
wasteful way of using gold. There is strong 
argument in my opinion for giving a gold coin to 
India if you make the rest of her currency con- 
vertible into gold coin. But I don’t regard tho 
golijjstandnrd with gold in circulation as the ideal. . 
I rega rd the international exchange standard as the 
ideal airicl if you come to the conclusion that for 
ono reason or another, the immediate or the early 
introduction of tho gold standard is not possible, f 
would suggest that the proper course is to tell 
India so, explain the reasons why it is not possible 
and make an effort then to get immediately on to 
the ideal system, namely, the international exchange 
standard. I do not hoc why if you arc going to 
give Tndia the international exchange system, you 
should try to disguise that fact by putting gold into 
circulation optionally. I do not think camouflaging 
is the way to inspire confidence. 

10.026. I understand that, in your opinion, in so 
far as you had gold in circulation, that would he 
an expeiMo, a locking up of a value which might he 
hotter employed P — Yes. 

10.027. And also, in so far as gold might replace 
notes in circulation, it would make your currency 


loss elastic P—1 should not expect tho gold to repluce 
notes to any large extent if you had as the gold 
coin a 20 rupees mohur oh has been suggested; hut 
in bo far as it goes into active circulation, it does 
to some extent reduce the reserve — 1 am distin- 
guishing again between circulation and hourds, and 
in ro far as it replaces notes, it does iiiako the 
currency system less elastic. 

10,028. Now might 1 put an opposite point of 
view? Assuming it as definitely announced that 
the policy is an exchange standard, accepting what 
you say there as to tho desirability of a definite 
announcement, and recognising that the difficulty 
of such a standard may ho that at first it does not 
inspire confidence, would it havo any approci&blo 
effect in increasing confidence in the exchange 
standard if it were seen, as it were, that gold coins 
and rupees actually circulate at a stable dofinito 
relation in value P— I should say no. I think it 
would make tho international exchange standard 
moro intelligible, make it look better in India if 
you could arrange for gold to ho given for export 
in the same man nor ns it ib done in other countries, 
if it worn not confined to tho (lernian system of giving 
foreign exchange only. But T do not see the object 
of putting a gold coin into circulation or of auy 
attempt to camouflage tho international oxchango 
system. I son quite a disadvantage if I may say 
quite frankly, what I have in mind. One Com- 
mission after another lias sat and has suggested 
that India has got a very good currency system 
hut one day she may liavn a better system; and 
meanwhile you adorn the existing system by 
allowing a certain amount of gold in circulation. 
India has been told that there is a belter system 
and sho has been told that thingB liko gold currency 
in circulation and a gold mint arn part of that 
bettor system which lias been denied her. But in 
my view, if you gave her the intm-iiatioiial exchange 
standard, then, as I havo suggested, you would be 
giving her something beater than a gold standard; 
and why should you try to dress up the butter 
in order to make it look liko the worse, which is 
really what you aro doing, I mean, if you add gold 
currency which has nothing to do with the system. 

1 ass u mo that the (om mission would ho in this 
position, that it. had como to tho conclusion that 
whatever the advantages of tho gold standard there 
were practical difficulties for putting it into operation 
at un early date, these practical difficulties would 
he explained as not being obstacles deliberately 
put in tho way of rndia by interested parties in the 
world, obstacles for preventing India from getting 
something that would bo good for India, but obstacles 
of n kind that would involve tho creation of a dis- 
turbance in the world which must inevitably react 
disastrously on India herself, so that it would he 
contrary to ‘India’s interests to attempt tho transition 
lo a gold standard. India would by trying to force 
the position therefor© not ho only causing dis- 
<M,tiilibrium throughout the world hut un upset in her 
own prices, a very considerable fall in prices and a 
further iiii|>cdiiiicnt to the development of India 
industrially and economically ; and that being so, she 
would make an attempt to get away from tho inter- 
mediate stage of the gold standard and go to the 
final stage of tho international ©xchange standard; 
and if tho (Commission earn© to that concluflion and 
stated that position clearly, I do not «e© why they 
should not go on to say 41 as wo cannot give tlw> gold 
standard, and as it is not so good any how as the 
international exchange standard ultimately, w© do 
not propose to add a gold mint and gold in circulation 
in order that a fe<w people may like to look at it.” , 
J 0,029. Perhaps the argument might he put rather 
more strongly in favour of such proposul as a pro- 
posal which might have a valuable influence in 
making it possible for the people to accept an ex- 
change standard. There, again, the idea would be 
that it would inspire confidence (a confidence which 
is essential in order to enable the syeteni to be 
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adopted and worked) in an exchange standard if the 
man in the street were to see, that, when he goes to a 
shop with ten rupees or a ten rupee gold rnohur, he 
gels the same amount of goods for them, and it would 
create a more visible link between his internal 
country nnd gold in contrast to the link with 
foreign currency which is by no means visible P — 
I suppose it is ultimately a question of psychology ; 
but it does seem to me lhat there is every- 
thing to bo gained by being frank nnd honest 
nnd saying quite clearly that there is nothing in this 
idea of having a gold coin for its own sake; it is 
mcralya pflfflfrriiip to Hod craving for somc- 

IhilQftliut is of no use to anybody, and Tiielieve that 
confidence is more likely to be created by frankness 
that by any kind of pretence. 

10, (WO. I think 1 do quite follow you. You say that, 
in order to educate people, it is unwise to distract 
their attention from the reul basis of their currency P 
- Yes, that l think puts it very well. 

10.031. Ik* fore we leave tho subject of the exchange 
standard, might 1 ask 3*011 to expand a little a matter 
to which wo have twice referred, and that is the 
possibility that tho obligation upon which tho 
stability of the rupee under nn exchange standard is 
based is not the obligation to buy anil sell foreign 
currencies but a similar obligation to that nu>w 
undertaken by the Bank of England to sell gold, hut 
in the case of India to sell g old fit! exp ur I on ly . 

I rather gather that you huveTobked upon that as a 
practicable suggestion P 1 have tried to explore it 
several times 1m t I have always come up against the 
difficulty that it seems extraordinarily difficult to 
work it in .practice. You undertake to give gold in 
exchange for internal currency hut only for export. 
Now what is export? *1 referred l think hist time 
to the possibility of export lo a port in Kathiawar. 
That obviously is an obligation which you could not 
undertake because if you undertake that obligation 
you might as well undertake the whole obligation that 
was suggested in the proposals regarding the gold 
standard system and givo gold for internal purposes, 
give gold bullion for any purpose. That is objected 
to as involving world difficulties 1 understand, or ut 
any rate, that is the assumption on which we are 
speaking to-day. 

10.032. At present?— 4 have not seen any 
practical plan for ensuring that gold shall he given 
only for legitimate export ami not for any other 
purpose. I do not see how it would work. If it 
involves a system of license it becomes rather 
cumbrous. You might mako tho Imperial Bank 
itself do the export. But if 1 could see a practical 
plan worked out il should he in favour of it. 

10.033. Two suggestions might be made, tho first 
that to which you have just referred, that the 
Imperial Bank should itself act as the agent for the 
exporter in making tho export; the second that it 
should bo required that the Imperial Bank should 
satisfy itself that the gold was actually going to 
some place where it would servo as a medium for 
clearing an international payment and serving its 
purpose of supporting the exchange ?- in point of 
fact I suppose it would lie an obligation which would 
very rarely come into practico because even if 
exchange were at or near the export gold point tho 
Imperial Bank would probably find it more con- 
venient on every ground to soli foreign exchange and 
take payment in internal exchange rather than to 
give gold, and it would so arrange it that it wns 
always cheaper for the man who wanted foreign 
exchange to buy it from the imperial Bank in tho 
form of foreign currency rather than in the form of 
gold. 

* 10,034. Light is thrown upon that, is it not, by 
the experience of countries which are actually 
working tluut system, Great Britain for example, 
whore gold shipments are comparatively rare events? 
» Great Britain is rather an exceptional cuse. H11 
Great Britain gold shipments are the rule rather 
than the exception. Well not quite that; but they 
are taking place all the time. I imagine in India 


for some time to come the actual export of gold will 
be a rare event. A poor monsoon would have the 
effect rather of reducing the net imports of gold than 
of loading to an actual export. 

10.035. You think, in short, that the actual export 
would bo, as you tell us, a rare event in the cycle 
of Indian trade? — Yes that must be so in a country 
which is normally a large importer of gold, which 
normally covers a considerable portion of its balance 
by means of importing gold. 

10.036. Do you ace any advantage in the suggestion 
of making a moye visible and more readily understood 
link between the internal currency of the country and 
gold?- -Yes I think it adds to the intelligibility and 
simplicity of tho Nysteni. 

10.037. Perhaps wo can carry it no further than 
saying it makes it worth while to explore tho practical 
possibility of tho idea. That is rather a matter for 
practical banking experience?— ff should be glad to 
explore tho mutter further if the Ooinmission so 
desire but it is very largely a physicul question for 
the Imperial Batik authorities whether they could do 
it effectively. 

10.038. Lot us put it, then, in this way, that you 
would do it if you were sura it could be done? — Yes. 

10.039. {Chairman.) That completes the questions 
T wanted to ask on tho assumption of an oxchango 
standard. Now 1 want lo turn round our point of 
view and assume that a gold currency is essential 
ns a step towards the ultimate goal of an incon- 
vertible gold currency, and my next question will be 
directed to that, point. 

10,0*10. (Sir Pursho tabula* Thnkurdas.) May 1, Sir, 
ask you to follow tho same practice us you followed in 
Delhi? This is n self-contained part of the examina- 
tion and we might ask supplementary questions on 
that lieforo you proceed to tho second part. 

10,1141. (Chairman.) Yes, I think it is fairly self- 
con liii ncd. It limy be more convenient to toko 
supplementary questions stop by step. The subject 
falls into two heads fairly well. 

10.042. (Sir Pnrshotamdns Thnkurdas.) il have only 
made a suggestion; it is for you to decide. 

10.043. (Chairman.) I just want to see if them is 
any likelihood of referring backward and forward 
later on, in which case it would lie more convenient 
to go straight on, but I do not think it is more 
convenient. Let us take supplementary questions 
upon the first assumption at this point. Wo are 
taking questions now with the object of clearing up 
any points which have still to Iks cleared up upon 
the basis of an exchange standard. 

10.044. (Sir Alrxuiulvr Murray.) What was the lost 
point you wore discussing, Sir? 

10.045. (Chairman.) Tho lust point of discussion 
was as to whether the obligation in support of an 
cxchango standard should be to buy and sell foreign 
currencies or to buy and sell gold. 

10.046. (Sir Alexander Murray.) Quite so. The 
one question I wish to ask arises out of a remark 
Uinde by Sir Basil Blackett when he wan referring to 
the possibility of any disaster which would divorce 
sterling from tho gold standard that it might possibly 
also knock off other countries and he referred in 
particular to the possibility of even knocking the 
United States of America off tho gold standard P — 
Yes. 

10.047. Well has Sir Basil Blackett in view that 

something of that description might happen P — I have 
nothing in view but if the United States found her- 
self involved in a war on a very big scale in which 
tho British Empire was not participating, you might 
very likely have some corresponding position to that 
which you had towards the end of this war. It is 
not a thing that one can really foresee but after 
the experience of this last war it is equally ns con- 
ceivable as the present position would have been in 
1910. t , 

10.048. (Mr. Preston.) With regard to the physical 
difficulty which you mention in connection with the 
shipment of gold from here to ensure that it was 
meant for actual export to overseas countries for tho 
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purpose of supporting exchange, have we not got a 
parallel ease in view with regard to the manner in 
which Government deal with opium to-day. Govern- 
ment actually ship the opium, do they not, still?— 
Ye 6 hut the position is not that Government are 
shipping out of India a commodity for which there 
is normally a large demand in (India in excess of the 
internal supply. This is a caso of shipping out of 
India gold when tho liormul position of India is an 
annual import oF a very considerable amount. 

10.049. But is not the main object the Government 
of India have in view in regard to opium is to see 
that there is no chance whatever of its getting hack 
into this country? — Yes, that is true. 

10.050. What I mean is that in so far ns the 
Imperial Hank goes or Government itself, there is no 
difficulty whatever. The trouble is infinitesimal, in 
the physical feature of actually shipping tho gold 
putting it on board the steamer and getting n bill of 
ladiug so that the authorities could lie absolutely sure 
that the gold being shipped is for a genuine purpose? 
—The word “ physical ” was not meant to imply 
tho difficulty of carrying gold on hoard the ship. 

10.051. Quito so. Then with regard to the proposed 
change iu the note circulation, would it not be 
possible, when the contemplated change wns made of 
linnding it over to the (Imperial Bank, that all the 
new notes should he made as moliur notes, and it was 
distinctly understood that those notes represented 
gold for export purposes onJy, and that they could 
bo converted into gold for export purposes only. 
Woukl that not also assist P- It might possibly assist 
perhaps if your ten rupee note had on it not only 10 
rupees but half a gold moliur. 

1 0.052. It would be a distinctive note and Govern- 
ment could issue a notification to the effect that these 
new issuo of notes, moliur notes wo may call them for 
the timc-lieing for the sake of argument, shall not 
ho convertible into gold for internal purposes, but 
shall be convertible into gold for export purposes 
only? — That is the suggestion 1 made. Your 
suggestion I understand is that the note hIkmiM bear 
on the face of it some indication of the special facility 
for obtaining gold for export. It is well worth 
expiring. 

10, That would almost do away in a measure 
with any undertaking from Government to sell gold 
for export?” -No I don’t think you could put on the 
noto some sort of claim to get gold and then take 
away thu obligation of giving it. 

10,054. No, wliat I menu is supposing an in- 
dividual has a lakh of moliur notes ; lie has tho right 
to demand a lakh of mohurs for export? Yes, but 
that would not lake away from the Imperial Hank 
tb« obligation of giving gold when asked for. 

]0, a55. We will assume the case of a bank 
desiring to export a fixed amount of a lakh of gold. 
They deliver a lakh of moliur notes. There will be 
no object in tho bank going to Government uh wo 
do in England and buying gold at the statutory 
price from them when we can exchange the mohur 
notes into its equivalent in gold? — I think I agree. 

10, a56. It is part of the same process, is it not?— 
I think so. 

10,057.. What would lie your opinion with regard 
to a silver currency P Aro you of opinion that at 
this juncture, or when tho Commission definitely 
gives its decision, that any great disturbance would 
be eausod in India if a suggestion were made that 
the rupees might be considered legal tender up to, 
take for argument’s sake, Ha. 200 as against notes, 
but for a, period wo will say of five or ten years 
the rupee would be freely received by Government for 
rents and customs and such dues, but that as 
between private individuals it should be only 
limited legal tender for 200 rupees?— I think that 
change would have to be introduced rather gradually. 

10,058. I was making the reservation that for 
Government duos and customs Government would 
receive it freely, hut as between individuals, in 
private transactions, there should be a limited 
legal tender of Rs. 200 : and in making that 


suggestion it occured to me that that might bo the 
first stop in ultimately leading up to a limitation 
to be placed upon rupee transactions : it would 
cause little or no disturbance? — I am inclined to 
think it would, because considerable disturbance 
would he introduced by itself in that form. 

10.059. You think it may he dangerous?- Yes; 
and 1 think one of its effects would undoubtedly 
be that it would make those people who are 
boarding silver rupees demand gold for them. 

10.060. Yes, hut then wo would have them in this 
position that they would not be able to demand 
because thoy would come under this legal tender 
of 200 rupees? — They would not have the right to 
get gold from Government unless you introduce 
the gold standard; but they would tako Nteps to 
convert their hoards into gold, os they cun do 
freely enough in the market; and thoy would by 
that process, T think, have created that sudden 
demand for gold on the market which it is one 
of tho assumptions of this discussion would be so 
undesirable ns to make the gold standard itself 
undesirable far the moment; 1 think thereby you 
would create that very demand, that very large and 
sudden do maud, that you are trying to avoid. 

10.061. (il/r. Preston.) But would it lie an unmixed 
blessing for us to begin with if we could to tap 
these liourdH of hidden rupees, because in the 
ultimate result, if we can eliminate these supposedly 
hidden hoards of rupees our path would he com- 
paratively clear? 

10.062. (Chairman.) Wliat are you assuming in your 
question, Mr. Preston? Are you ussuming tho 
eontiminnee of the exchange standard or are you 
working towards a full gold standard? 

10,06:1. (Mr. Preston.) Ountinuuneo of the exchange 
standard? -Yes. 1 think that one of tho difficulties 
of the situation is created liy the existence of the 
silver rupee with unlimited legal tender privileges, 
and the fact that it is helievod to ho hoarded as 
a store of value in rather considerable quantities. 

10.064. Yon see, as far as we are concerned it 
seems to mo that we are trying to fathom the 
unknown in the sense of the amount of silver hoards 
which are out against us, and also the amount of 
notes which might in-come lit any period and if wc 
can convert the unknown into tho known, it would 
make the position in ©very respect so much the 
easier. Until we can finally bring n new proposal 
into working, wo will have to adopt some methods 
and my suggestion with regard to putting a limited 
legal tender on rupees was that if it were possible 
to find out reull.v us a result of that whether there 
were such hoards of rupees in cxistcnre ns is 
generally supposed to be, you might ho of great 
help? — 1 think you would probably find it out; you 
would find it out by the largo quantities of silver 
rupees coming ill for tho conversion into gold, which 
is what you waul to avoid at tlio present moment. 
The assumption is that you want to avoid it. To 
answer your original question, my own folding is 
that the withdrawal of tho legal tender privilege 
of tho rupee must come rather at a later stage. 

10.065. (Chairman.) I would like to point out that 
it is likely that wo shall get a little confused unless 
wo remem her that so far wo aro proceeding on the 
assumption that the rupee is not made convertible 
into gold. 

10.066. (Sir Pv rshotanulas Thakurdus.) Sir Basil, 
under tho^ scheme that you have just now named 
as thu alternative scheme which has been suggested 
to you, against a rise in silver do you apprehend 
that iliere will be a raid for silver rupees on the 
treasury ns soon as this sort of notification is issued, 
a raid for conversion of the paper, when people 
realise that after a few years the paper is going 
to bo inconvertible? — I do not think there would. 
After all we are in a very strong position for 
dealing with any such raid. It would really be to arur 
temporary advantage if there waB such a raid; of 
course one does not want to damage the position 
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of the note which would be the hidden result of 
Much a raid. 

10.067. Let us look at it from this point of view, 

Sir Basil: I think you said at Delhi and Mr. 

Donning also said, that if gold was offered in 

exchange for rupees there will be a raid by the 
people to take the gold instead of silver P — Yes, 
because the gold standard proposal would be to 
somo extent an announcement to the public in 
general that the Bilvor rupee was b e ing d et h ro n ed, 
1 think those were my very words. 

10.068. Now, when the silver rupeo is going to be 

dethroned the other way, in tho sense that paper 

currency is not going to be convertible into silver 
after a certain number of years, will, the same 
mentality of the people not say “ Let us get the 
silver rupees whilst we can get it lest within two, 
or three or five years the paper in our hands 
becomes absolutely inconvertible and not worth any- 
thing in precious metals ?"? — I do not think so. 

10.069. You do not think the same mentality 
could work the other way about?— I do not think 
the anology is really a fair one. After all it is 
proposed, not that the note should bo made incon- 
vertible, but that it should be made convertible 
absolutely into foreign exchange. 

10.070. Quito right; as far as the man in this 
country is concerned, it is inconvertible? — Yes. 

10.071. His savings can only he in precious metals 
or in paper? — Or securities. 

10.072. Kvcn if he wants to look at precious 
metals, ho cunnot look at it? — He can uno the paper 
to buy the precious metal at any time. 

10.073. But he cannot have it in case of any 
emergency as a war or anything unforeseen? Ho 
is just in tho same position. 

10.074. You know the mentality of the people when 
the war broke out?— Yos. 

10.075. And you also know tho state to which the 
Government treasury were put to in order to get 
the confidence of the people in paper? As a matter 
of fact, I think f am right in saying tliut the 
effect of the war in disturbing confidence in the 
currency at the outbreak of the war was rather loss 
than a good many people bad anticipated. 

10.076. But it was bad enough to upset the Govern- 
ment of India and mako them very anxious at 
certain stages ?- 'At the outbreak of the war, was it? 

10.077. No, later oil?— The serious point came 
when the Government were very anxious because 
of their difficulty in providing rupees with which to 
fulfil tlioir obligation to give rupees for notes; the 
notes were in existence; they were a promise to 
pay rupees; and the anxiety of the Government 
was that they might not have rupees with which to 
fulfil their promise. 

10.078. The desire of the Government was to avoid 
inconvertibility ? — Yew. 

10.079. I suggest that that same anxiety which 
made Government go several steps in order to avoid 
inconvertibility may again be the cause of Govern- 
ment's anxiety in case of a declaration that there 
will bo inconvertible paper a few years later? — Thu 
anxiety of the Government arose from the fact that 
they had an absolute obligation which they were in 
a difficulty as to carrying out; they would have been 
very glad, T think, if they had been in a position 
at the time to make the note inconvertible. 

10.080. Because there was this obligation, you want 
to get the Government out of this obligation?— 
Yes. 

10.081. What I ain thinking of now is the extent 
to which the people will stand Government getting 
out of that obligation ?— It would bo a matter of 
experience spread over several years; the notes would 
circulate side by side, as I have suggested ; it would 
not be a sudden withdrawal from tho holder of a 
note of a privilege that he has got; but the gradual 
replacement of notes carrying that privilege by noteB 
not carrying that privilege. 

1.0,082. And if the inconvertible paper circulated 
At a discount, I take it that Government would 


learn by experience, and would advise some other 
scheme? — It would, os I said, depend to a certain 
extent on the general atmosphere at the time at 
which tho thing was introduced. 

10.083. The general atmosphere can only be based 
on the mentality of the people, as we know it and 
havo been knowing it for the last one hundred 
years? — A good deal depends, 1 think, on the pro* 
fessionul attitude of Indian politicians, if I may put 
it, towurds a thing of this sort. 

10.084. The professional Indian politician also can 
base his theories, and his maxims on what he soes 
feasible with the Indian public?— Yes. 

10.085. And what do you think is feasible with the 
Indian public? — He could also base it on what ho 
thinks is to the interest of the Indian public. 

10,080. He sees that the Indian public is 
accustomed to procious metals : the puper currency 
came in after the British Government; there was 
no paper currency before the British Government, 
ns far ns I am aware of? — That is one of the 
benefits of British rule. 

10.087. £ am not at all challenging it; I say it iB 
a great benefit; my point, however, is that that 
benefit should he allowed to take root: is it likely 
that you may be giving a rude shock by any scheme 
like this, until that benefit has taken deep root?— 
f do not think it would give it a rude shock. I 
can only express obviously an opinion on a psycho- 
logical factor which almost no one is completely 
ill a position to gauge. 

10.088. You do not think what happened between 
1914 and 1921 is enough to guide us as far as 
that experience is concerned? -What happened 
between 1914 and 1921 is really the basis of my 
confidence that this further step forward in regard 
to paper currency could be taken without any 
severe trouble. 

10.089. Declaring Hie paper currency inconvertible? 
- Or substituting gradually inconvertible notes in 
pjiu-o of tho present notes ; I do not like to put it in 
that form, a declaration that pii|mr would Iks incon- 
vertible, been UHO that suggests going back on an 
obligation. What in proposod is the introduction in 
substitution of the old one which carried with it the 
privilege of converKion of a new -paper currency not 
curiying that convertible privilege. 

10.090. As far as tho difference between your 
'lochi ration of it and the other method which you 
suggest J suggest that the inference would be cienr 
as soon us the Commission's Report is out, would it 
not? it think it would mean a considerable differ- 
ence to the success or otherwise of the alternative 
scheme in this matter if people spoke of it as a 
declaration that tho paper currency was inconvertible 
or on substituting improved paper currency carrying 
a provision for convertibility into foreign exchange. 

L think the mero form of words would -be all 
important; that is tho reason why I draw attention to 
the phrase. 

10.091. If it is so decided, I think it would bo put 
in the form which may make it most acceptable to the 
people ; hut in fundamentals it would mean the samo 
thing P — No. I think that declaring paper currency 
inconvertible must moan taking away a •privilege 
from the existing puper currency which it possesses ; 

I do not propose that; II propose substituting a new 
paper currency. 

10.092. Inconvertible for local p pppmiMi ? — Yew. 

10.093. Ho not want to use the word, but I am 
sure you will not misunderstand me— I shall use tho 
same word that you used in reply to the Chairman; 
is it not liable to be called camouflage? — I do not 
think it is camouflage at all. 

10.094. (ft Would be the same thing; the paper 
currency would be inconvertible locally? — The paper 
currency would be exactly the same as the British 
pound and toil-shilling note. 

10.095. And would be inconvertible into any 
precious coin in India?— Yea. 

10.096. Do you think that this would lead to 
encouragement of hoarding very seriously, of precious 
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metals, both gold and silver? -I don’t think it Mould 
have any such effect. You see my iron Ido is this 
that I have got to assume that the other system, the 
gold standard, is not for some reason or oilier, 
cupublo of introduction. On Unit assumption \ put 
forward an nHcriialjvo proposal. 

JO, 097. The second best? -In a way it is the second 
host in the sense that T a believe the other \«ouhl ho 
more .iininedi:it«*llV. advantageous to the people of 
Iiilim. But nhat T proposu is that, owing to the 
difficulties that are assumed to exist in the way of 
introducing that in termed i a Lu stage, an endeavour 
should ho made to go straight- off to the international 
exchange system. 

10,003. And nn question is directed touards finding 
out whether this ideal stage, the filial ideal, is likely 
til }jo injurious to the country as a whole or rot if 
taken in one step? T am nuking you lluvo quo.' t inns 
in that connection. I put it to you that, iti view 
of tho i iidi 11:1 tiou people towards hoarding, of 

which the Uovcrumciib and yon individually tell us 
them is a considerable amount still lift, would this 
not Jead to . more hoarding, or if you like if,” the same 
hoarding as is going on at present?-- I don’t think 
it would make such a big contribution to tho 
encouragement of the invevi incut and banking habits 
as some* other possible c urrency system, hub 1 believe 
that it would he an improved .-.\dem that v.ould he 
he tier than the* pre--.euL and by being more, intelligible 
and simple Mould have a tendency, though to a less 
extent than the gold standard to encourage invest- 
ment- and the hanking habit. 

J 0,099. At present people are said to In* h-Midiug 
either the silver rupee «»r guhl bullion? -Yes. 

10.100. That is when they know that they can. iT 
they have a certain amount- in the post office savings 
hank or in one of the hanks, draw the money, go 
next-door to tho treasury and gel silver rupees for 
it ? — Yen. 

10.101. With the other cum\ tlm.v Mould nob he 
able to do that, five or seven years hence, whenever 
that final stage is reached. And 3011 still think that 
this Mould he mole encouragement to the people than 
tho present system ?— hi practice they umdd ho able 
to draw their money from the pod office and go next 
door and get silver rupees for it for a great many 
years, ns far as I can see. 

10,10*2. 1 think von said 90 c-rores Mould last for 
ten years without any sort, of great rudi? Yes. 
but after that there Mould idill, though the curreacv 
authorities Mould no longer have a large surplus of 
rupees in stock, there M’otild still he .something like 
300 crnrvs of rupees in circulation. 

10,103. Blit they Mould not l*c able to gel it? It 
would only mean that oumxionally .possibly there 
would lie difficulty in obtaining silver rupee*. 

10, 194. They would not get it for the mere asking 
for it. flomebody must give them silver rupees fur 
paper currency.? — I said that the one rupee note 
would in practice bn found to satisfy the currency 
requirements of tin* people Lo a. sufficient extent. 
Then also it might he possible to i«?siie a new rupee. 

10,105. Debased? Well, debased is again a jW#7ni 
piinrifni. A rupee with less silver contents, lint 
it is not. an emenl-ia! part of my proposal that you 
should absolutely give up silver rupees altogether at 
that stage. 

10,100. 1 thought > on said no rnoro rupees should 
lie minted ?-~-Tliat is one of my suggestions hut it is 
not absolutely essential that you should ccnso for all 
time to coin silver riijwes. 

10.107. But don’t wo start with this scheme an n 
protection against n contingency re the rise of silver 
prices ?-- Yes. Because you get that protection not 
as u-gninst the rupees in existence at the time when 
tlie bullion value goes above tho coinage value but by 
the fact that when you have no longer tho obligation 
to redeem your notes in silver, you can redeem lliein 
in one-rupee notes. 

10.108. i Would this scheme not lend itself to tho 
same manipulation and management as the exchange 
standard- scheme?-! don’t think that an exchange 

mis " 


standard scheme lends itself lo manipulation or 
management any more than a gold standard itself. 
If the exchange standard as previously in force in 
India did lend to liuinipuhitioii, which 1 am prepared 
to contest, it was because it was not fixed. There 
Mere no gold points fixed by .statute, — not. l*ecuuse it 
was ail excliango system. Tho exchange standard is 
in existence in a great many vouniricH and has, l 
think, no more led to mauijuilatinn than tlm gold 
.standard with gold circulation. Jb is not because it 
is an cxth.nige staud.'.rd that, it is manipulated but 
it had to ho manipulated during Ihu war Ihtuusc 
every country in the world found it iiiqiossibh* to 
stick to pure currency theory. 

HUWI. You don't think an exchange id nidard by 
iti-elf lends ilwdf to more manipulation and luaiiugo- 
meiit than a pure gohl .standard ? No, I think mil. 
Not unless you have the current** consisting of 
inching hut silver or nothing hut gold. Once you 
I. :• § e notes in circul.il ion there must he man.igrinent-, 
uhelher it. is an cxchaugo .standard or a gold 
standard. 

10.110. Tho Comm issi on <’rs who reported to tho 
South African (iovernment say in para. 31 (d) of 
their report, “ conservative capital seeks markets 
where tho prospects of siahilit^’ am good and will 
prefer for some years t-o go to countries on the gold 
standard to countries with managed paper 
standards.” ' Do you agree with that? If I 
remember rightly I have nob seen that, report for 
some time- tho (’mninisMmi by lh<* words “ managed 
paper standards ” are referring in a cuinLrv with a 
currency that is not fixed on a ratio lo gold at. all. 
If ro, I entirely agree, hut I cannot heiieio Licit they 
iicaii that iiivcslors woukl prefer a gold standard 
<ounlr\ In a euhl 4‘Vclnnge slamlard conn try hecaiixo 
I think l)r. Yi>-ering was one of the authors of ihe 
report and ho was also one of tho im-mU-rs of the 
delimit <••• life 1*4*1. c? which uuuniumurdy aptvko in favour 
of tho international exchange .standard. So that I 
cannot think that lie meant to say l»y llml phrase 
anything which would throw doubt mi the validity of 
an exchange standard with statutory provision for 
convertibility into international exchange. Wh.it lie 
sa.*s is not of an international exchange standard hut 
of :i managed, paper currency. After all the I*' reach 
i.s a managed paper currency, I think. That i»; what 
I think he meant by manages l paper ciinvney— hn 
was writing at- a time Irefore sterling was hack at. par 
with gold. And tin* first q motion was whether Houth 
Africa should fix its new currency system in relation 
to n sterling standard nr a gold standard. What ho 
wa.. speaking 4if was the alternative between having 
a standard that fluctuated with sterling and a 
standard that fluctuated with gohl. The system that 
is tiuatiiiiHJiiidy proposed in India is a system that 
iliict-iiatis with gold. .1 don’t think anylnnly has 
suggested oik* that fluctuates with something that is 
not gold. 

10.111. Was not that, suggest **d till 1911 and was it 
not later regarded as flic Milling exchange standard 
>\dcin? lil.t I hat s.vstem. as I In* v«-ry uaim* implies, 
was then a system viseiit ially the i-iine as the gohl 
exchange .-landard Ins hum* iwihody di- f ingui*du*d 
between sterling and gohl. 

10.1 12. What was called the gohl exchange standard 
was said lo lie IhimmI oii the gold point in l'.H-l, wry 
rightly Y As a null ter of fuel. it. was not tin* deprecia- 
tion of sterling that upset Hie rate. 'll was the 
appreciation of silver. 

10.113. Anyway the whole of that Indian system 
lent itself to great, derangement from what wan 
acknowledged lo lie pure gohl exchange standard? — 
Bub so far as tho actual question of Hie South 
African refmrt is coiicenicd, the answer i.s T agree 
if it is speaking of pn]>cr currency, not fixed to gold. 

10.114. And regarding the gold exchange! standard 
which you now advocate, von think that what 
happened in or after 1914, India can avoid a 
repetition of tho thing in future?— The object of my 
suggestion that 3*011 should make the notes no longer 

2 I 
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convertible into silver rupees is to prevent what 
happened in the war regarding it. 

10,11ft. You think it will give definite protection P 
—Definite protection, 1 believe, if it should lie 
adopted. 

10, 11U. (Sir Pwrnh ufumtUtx Thakunln «.) Now re- 
garding the export of gold, Sir ’ Basil, wliut sort of 
nrningciiieiiU do .vou think are possible oh fhr ns 
the French possessions in India are concerned and 
as far as Kabul P 

10,117. (Chair mu a.) As far ns what ? 

10,1 1H. (Sir I'urshotanuhin Thuk union.) Kabul 
across the border; an indeijendcnt state, the Amir of 
which in known as His Majesty the Amir of 
Afghan ista n. — That is the sort of difficulty '1 had in 
mind when 1 said that 1 have never seen a practicable 
scheme for gold for export worked out. But you 
might. I think — 1 don’t know whether Afghanistan 
is on the gold standard P 

10.119. Well, it might be on uny standard that is 
convenient to it, whenever the question comes up. — 
It is probably on the gold standard, most of the 
really backward countries are. Some provisions might 
lie made, I suppose it would have to he laid down 
that the imperial Bunk authorities must be satisfied 
that gold wan for actual export to some port in a 
gold standard country or something of that sort. 

10.120. That would have to require consideration P 
■•-Very careful consideration. 

10.121. The essential point is that the imperial 
Bank authorities will have to be sutisfied that the 
demand for gold for export is u legitimate demand for 
gold for export. The difficulty w to see exactly how 
to frame your regulations, because you want to make 
the power to obtain the gold a real one that can ho 
enforc<*l. You don’t want to make it one thut can 
be prevented from operating when it is really 
required. 

111,122. Do you think tluiL the liability of u scheme 
like this to inflation ami deflation at the will of the 
person operating will be any the less than it lias been 
till now ? — Expansion and contraction n£ the currency 
will he absolutely nutoinntic, exactly as it is under 
any gold standard or gold exchange standard system. 
The liability for seeing that the automatic system 
works will rest with the lm|K»rial Bank and its din- 
count policy just ns it docs in Kngluud with the 
Bank of England and its discounting policy. 
Currency will iucreuse or decrease absolutely auto- 
matically at the will of the person who wants to 
increase or <Us-rea.se, the ordinary man in the street. 

10,1 2d. Yes. f understand. Sir Basil, that you 
recommend this for its simplicity H— Yes. 

10,124. And if the people of India did not evince 
that confidence in this which lliey had in the currency 
policy till now, it would surprise you P~ Yes. 

10,12ft. One more question. Do you apprehend any 
sort of serious misunderstanding on the part of the 
people when they are told that gold is available for 
export hut is not available for internal currency ? — I 
ekin’ t think so. It is again n question of presentation. 
Gold of courso is not available for internal currency 
at present and whut is proposed under this system 
is that there should lie no change in the mutter. 
Those who pnweuted the position would have to be 
careful to explain to the people thut their power to 
get gold irhicli at present is absolutely unlimited in 
the market will not in any way lie interfered with. 

10.126. That is on private account? — Yes. 

10.127. But 1 am thinking of nn unfriendly critic 
of the Government or, if you like it, a political 
agitator, who cun witliout being incorrect say that 
under the new' scheme gold is available for export 
abroad but in not available to us. Don't you think 
it would he rather, a serious aspect which may have 
to be taken into consideration P —That involves no 
change in the present system, and after nil the 
answer is that the system is exactly the. same system 
as is in existence in England, Germany and America. 

10,126. With this additional rider that in the 
course of years the prospects are that people will not 
get silver for paper notes ns at present P— As in 
England. 


10,129. It docs not matter. It may be in other 
countries. You would not get it in India P— If that 
is the way in which the question is presented the 
answer must -lie an endeavour to present the true 
facts in their most attractive form. 

10,100. (Sir Heyinald Munt.) Sir Basil, under the 
puro gold exchange standard which we have been 
discussing this morning, gold would he issued for 
export only and I take it that there would be no gold 
coin that would bo legal tender in this country?— 
That was my suggestion. 

10.131. You referred to the suggestion of intro- 
ducing an optional gold currency as a piece of 
camouflage P-— It seems to lie suggested with that 
object. 

10.132. Well, there is one aspoct of the question 
that I would like to discuss with you. A good many 
of our w’it nesses have expressed a suspicion thut 
western nations were trying to forco on India a 
system which they were not really seriously adopting 
themselves. We have been told that the Genoa con- 
ference recommended the adoption of a gold exchange 
standard but that the western nations had not real!) 
meant to follow' it out and we have hud quoted to us 
tho dictum of some American professor who said that 
the gold exchange standard is suitable only for 
dependent states. With a view to dissipating those 
suspicions I want to ascertain from you to what 
extent tho systems adopted in Europe have 
approached to that ideal gold standard which you 
have been discussing. You said that in London from 
the 1st of January gokl will bo given in large 
quantities without any condition ns to its being 
exported?— 1 think that is so, isn't it? 

10.133. 1 understand that was the case. Well, that 
might be quoted in support of this view' that the 
English system duos not conform to the ideal system? 
- But >I think that it W'ould not Iks true to sny thaw 
that did not conform to the Genoa ideal. The ideal 
of Genoa of course looked forward both to tho near 
future nnd to the somewhat distant future. In the 
dwtant future 1 think it contemplates a sort of. 
universal federal reserve board for the world manag- 
ing the gold reserves of the world in such a way as 
t«f mrtifi tain reasonable stability in gold commodity 
prices preventing fluctuations in the supply and 
demand for gold from upsetting prices in the way 
that had been experienced in tho last decades of the 
19th and the first decades of the 20th century. The 
nearer ideal was that each country that could do so 
should get back as soon as it could to parity with 
gold. It slKMild not put gold coin into circulation 
and should lie reasonable in regard to its own reserves 
of gold ; that it should keep its reserves or rather 
the reserves with which it secured the stability of its 
internal currency with gold rather in the form of 
credits at big centres like London and New York 
than in largo quantities of Jocked-up gold on the 
ground that the gold was likely to go further if it 
w'us kept in very central reserves. And I think that 
is very much what bus happened. Austria, Germany, 
Hungary, Lutvin, Sweden, and so on, nil the countries 
thut are on the gokl standard have been trying to 
economise gold generally speaking. Switzerland, at 
one time for its own purposes did try to put gold 
into circulation with a view to preventing itself 
from having too much gold. But 1 think it is true 
that there is a gradually increasing Advance towards 
the nearer ideals of Genoa going on in Europe at this 
time. Certainly none of the countries that have gone 
back to gold have put gold into circulation. They 
lmve all been very careful not to do so. 

10,134. Your reply to some extent bears out the 
criticism that we have received that the western 
nations have not completely adopted the ideal of the 
Genoa conference but that they only regard it as an 
ideal to be worked up to gradually and if we suggest 
that India should go on to it straight away sltall w*e 
not still leave room for these suspicions P^ft don’t 
think that this scheme we outlined this morning in 
any nearer the ultimate Genoa ideal than the scheme 
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wlopteil hy Germany for example. H is not pro- 
poned that India should da altogether witlioul a gold 
resorvo and should keep tier gold reserve in another 
country. It is proposed that she should have ns 
against her notes gold and gold securities in exactly 
the name way m these other countries. There is in. 
suggestion that India should take a step further than 
him been taken by those other countries. 

10,135, But is it not one step further? Yon say 
that in London gold is now being given out for 
internal purposes, whereas under the system pro- 
posed for India gold would only bo given out for 
export. Would not the critics freeze on to that P— 
There is always something for critics to freeze on to 
in any system, but the answer to that I tried to give 
was that gold is equally available for internal pur- 
poses in 'India as it is in London at exactly the same 
market prices. 

10,130. You would not see any very strong objection 
to (government giving out bullion in India P—1 think 
that 1 would bo perfectly willing'lo make it part of 
the plan that the Imperial Bank had the option of 
giving out bullion in India if they choose to do so. 

10.137. The Bunk of England lias an obligation, 
lias it not?- For internal purposes, yes. Of course, 
the essentinl difference is that the proportion of the 
demand for the gold for non-currency purposes is 
infinitesimal in these countries whereas it is 99 per 
cent. of the denyind in India. 

10.138. Quite so. iL see that the obligation of the 
Bank of England is not a practical difficulty or 
objection under tlie system there. But l am trying 
to devise means of meeting these criticisms which are 
Irecly. made here? As I have said, in order to 
establish that complete confidence that T would like 
to see established, I should like, if it is feasible, for a 
system to lie adopted which docs impose upon the 
jmperial Bank the obligation of giving gold for 
internal purposes. But this discussion is on the 
assumption that it is not feasible. 

If), 139. You ure referring there to gold in the 
coined form?— Your suggestion is that you should 
stop at the bullion form? 

10,1411. Yos. I wns only trying to meet the 
criticism?- -If you give gold in bullion form 1 .should 
see no objection to that if it is feasible because it 
is after all in accordance with my original proposal. 
But I am not sure that that is possible without 
going the whole distance, whether that does not 
involve the upsetting of the world markets which is 
the prcMUtnahlo objection to the introduction of the 
gold standard. 

10,141. Do you think that there would he any 
larger demand from India for bullion if they obtained 
it through Government than if they obtained it ns 
nt present through bullion dealers. iWouId it have 
the effect of upsetting the world market?— In order 
to creute that obligation you huve your paper 
currency and your rupee convertible nt will into gold 
bullion. That is the only way in which you can give 
that obligation. If that did not have the effect of 
making holders of rupees change them at ome for 
bullion it would not of course increase the demand of 
gold ill Tndia. 

10.142. Because they can practically convert it nt 
will nt present f—Yes. 

10.143. Then with regard to coins being legal 
lender, what is the practice among the nations in 
Europe who huve adopted the gold exchange system P 
Have they no gold legal tender? Is the sovereign 
not legal tender in England?— No one has any to 
tender. 

10.144. But surely it is still legal tender P — It*s legal 
tender character has not been taken uwny. I don’t 
think that as a rule any new gold coin has been 
introduced as legal tender in the countries that had 
not got one before. 

10.145. But India has had a legal tender coin, the 
sovereign, and they might say that here again you 
ace taxing away a privilege which k still retained by 
the stalled gohl exchange countries?— You might 
‘kfbve the sovereign legal tender ; of course it would be 
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a very awkward fraction at Is. fld. What 1 was 
speaking of was not so much the sovereign but 
minting a new gold coin for circulation. 

10,140. I come buck to what you describe as 
camouflage, that is perhaps a rather unkind 
description of it in view of the fact to which I have 
drawn atten tion that the other countries on a- -gold 
exchange standard have retained tin* gold coin us 
fcgSlToiMfw, and that it might he useful ill Tndta, 
not merely camouflage, to have a similar arrange- 
ment here? — \ou might retaiu the legal tender 
character ol‘ the sovereign but. if you go on to intro * 
duce a new 11s. 20 gold mohur ns optional circulation, 
with what arguments will you convince the people 
concerned of the necessity of the expense involved. 

10,]47. It is hardly a question of convincing the 
people of the necessity of cx|iense: it is rather 
meeting their own demand that they should have this 
gold coin in order as they believe to put themselves 
on nil equality with other nations. We have had it 
put to us rather as a sign of |Kiliticul status that there 
should ho a gold coin in circulation. It is purely a 
political, not an economic question : dealing with it 
from the practical point of view, with the political 
situation of India, you cannot altogether ignore that 
frame of mind?— You would not go further than that 
1 suppose and say that if the iMx>ple of 'India really 
want a gold coin to play with, ns l have put it, and 
are prepared to pay the expense, let them do it but 
we do not pretend to regard it as ail essential part 
of the system that wo are proposing or anything 
more than a quite unnecessary and rather expensive 
embroidery erf it. If it is put in that way, my 
objection would not be so strong as if it wiw put as an 
im|Hirtunt part of Iho new currency system. 

10.148. It has been frequently stated 1 think by 
previous ('nmmissionp that India ought to lie allowed 
to have the currency that sbo wants, anil for the 
sumo reason you might allow her to have a certain 
amount of gold currency if sho wants it though you v 
would regard it as useless?- If India wants a new \ 
gold currency for thu right reasons, wants it in* \ 
order that nil her other currency should lie coil- ' \ 
vertihlo into this gold currency, she does not want 

a superfluous gold coin circulating here and there ^ 
over and uhove her currency system. 

10.149. The word * want * is there used in different 
senses? -Yes. 

10.1 50. Just one other question with regard to the 
difficulties in the way of securing that gold given 
for export should lie exported : could you meet those 
difficulties hy imposing on the Bank an obligation 
to deliver gold at a foreign centre such as 
London? Yes, but that is rather a difficult 
obligation to impose, because if the gold is in 
London and you have a calamitous event as a 
result of which the export of gold ^froin London is 
prohibited, the. obligation to give gold in London 
does not amount to much, if it cannot be exported 
from Loudon; and it does not really fulfil your 
purpose, unless the gold is free to bo exported 
for currency purposes to any place where its export 
for currency purposes is needed. 

10,151. It would not be possible for the Bank to 
have a gold reserve in London which would not 
bo liable to be detained by the authorities there? — 

1 think in practice that might work. Of course 
that is the position in which several countries have 
been during the period of the embargo on the 
export of gold; tho Mouth American countries and 
Egypt and Japan 1 think all had gold in London 
which they were allowed to move independently, 
in spite of, tho embargo; and of course Germany for < 
some time had gold in London which she was moving * 
to and fro in spite of the embargo under special 
arrangements, but it does involve something in the 
nature of s|>eciiil arrangements made at the time. 
Undoubtedly tho useful place for some part of the 
actual gold held by the Imperial Bank would be 
in London, though l imagine that for various 
reasons the greater part would be held in India. 

Tho difficulty is of course that if you want gold 
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for real currency purposes, in 00 cases out of a 100 
exchuiigo in London would be more useful to you 
than gold. It is a quicker way of getting what 
you want. 

10.152. But you have always got that?— So that 
tho obligation .to ,give gold lor export is only 
required . to cornu. into play in ..rgtlicr. exceptional 
circumstances. it is really required as a sanction 
iii order to force tho Imperial Bank at nil times to 
give foreign exchange within tho gold points. It 
is another way of expressing the sumo tiling. 

10.153. -Would not tho obligation to give gold in 
London operate as a sanction? — It would bo so 
long »\ sterling was on par with gold, so long ns 
the export of gold from London wus free. 

10,151. {(.-hair man.) I hnvo just one or two 
questions to ask with reference to the previous 
questions. The effort of a sound exchange standard 
is to stabilise the gold v.aluo of tho rupee is it 
not ? — Yes. 

10,155. So that the mpco is ninny* worth so much 
gold. You pointed out in one of your answers that 
it hoii I d always Ik? open to the holder of notes to use 
his notes lor the purchase of gold in the bazaar P — 
Yes. 

10,15f$. Therefore, although legally the note is only 
convertible into international exchange, practically 
it would ho possible for the holder of the note to 
obtain gold if lie required it?— Tlie effect of llio 
establishment of n gold exrhaugo standard would, of 
course, -Iks to make tho price of gold in tho bazaar 
Uncinate within the same limits ns the exchange. 

10.157. The point which T understood you desired 
to bring out- was that, although there was an 
apparent convertibility into international exchange, 
practically the jxiwcr of the holder of tho note to get 
gold when he wanted it internally would be tin? same 
as ever? — Yes. 

10.158. Ami, in addition, you would stabilise the 
price of gold in the bazaar within narrow limits? - 
Yes. 

10.159. I understand that, although in your pro- 
irnsnls for a perfected exchange standard you mention 
tho cessation of the coinage of rupee*, nevertheless 
you would contemplate that, in some remote future, 
it would tie necessary to provide more ru]>ccK for 
small change, if that could he done? -That would ho 
a question that could well he left for the experience* 
of the future if you introduce the new system. You 
would always want actually for ordinary circulation 
purposes a large number of pm ins of tho value of tho 
rupee; you <x>uld not enu template tho people of India 
doing without the rupee any more than the people of 
England doing without the shilling comfortably. But 
tho question whether it would still he the same silver 
rupee is one that might be decided later. 

10,100. What foreign capital needs for its en- 
couragement, if gne is contemplating investment in 
this country, is, 1 understand from your reply, 
stability of exchange?— -1 do not think IT have said 
anything about foreign capital. 

10.161. I thought you were speaking about the 
investment in India of capital from w ithout P— l have 
not mentioned that to my knowledge ; I ivas speaking 
of < a i icon raging the habit, of hanking and investment 
by the people of India instead of hoarding. 

10.162. \\ hat capital requires for its encouragement 
when it w contemplating invest mont is stability in 
thft value of the currency in which its interest is paid, 
and in which it will finally bo repaid ?• -Yes. 

10,165. Tf that stability is equally obtained by 
^amliird A or standard B, then as regards that con- 
sideration there is nothing to chooso between tho two 
standards P— That ought to bo so, but it is not merely 
•ihat the currency should bo stable, hut that peoplo 
should he equally convinced that it is. 

10,164. Is there anything which promotes a convic- 
tion of stability no surely as experience of stability? 
—Ove r a long mb period I should say that there is 
nothing, but if you want to promote confidence to a 
gKjnter extent than it exists at any given time, tho 
siner of a fully valued gold coin convertible into gold 
does, I think, promote confidence more quickly than 


tho offer of an inconvertible coin fully convertible 
into foreign exchange. 

10.165. it accelerates the process P — Yes. 

10.166. Nevertheless, supposing you attain stability, 
you wuuld bo operating for a long period of time in 
order to encourage that confidence which is essential 
in order to produce the investment habit P— I quite 
agree. 

10.167. Supposing the obligation to support an 
exchange standard is the obligation to sell gold for 
export ; .supposing that is subject to the limitation 
that the Bank may refuse, if it is not satisfied that 
the gold is required for that purposo bond fide; in 
order to make tho system absolutely water-tight, 
would it then -lie necessary to supplement that obliga- 
tion by an alternative obligation to sell foreign 
exchange, otherwise might it not be said by a critic 
that wm are really putting it in tho ipow*er of the 
Bank to suspend the operation of tho machinery to 
mu in tain the exchange? -It is most important, I 
think, Unit whatever system you establish should lie 
one where not only is there no power on tho part of 
the nut her it in; of the Bank to interfere with its 
automatic working, bub that people should also lie 
convinced that that power does mil exist. 

10.168. it appears to mo that if the only obligation 
is to sell gold for export, and if you give the Bank 
power to refuse to sell gold because it considers that 
that gold is not required for export,, then in tho 
opinion of the anxious critic you may be really 
making your system not water-tight unless there is 
an alternative obligation to sell foreign currency?-- 
Yes ; I think l agree entirely in that point. One of 
the difficulties of the piopo«nl for giving gold for 
export- only is llmL if you want te restrict for export 
only von have to ifii|H>M» rather carefully thought out 
restrictions, and those restrictions may either operate 
or may he thought to operate so as lc> prevent the 
nysiem from being si thorough system. 

10.169. That difficulty would he met. possibly by 
imposing the alternative obligation, if gold is refused, 
to soil foreign exchange?- -Yes ; I should see no 
oh joe linn to both obligations being imposed, provided 
that the export point can be dealt Willi properly. 

10.170. You pointed out how an exchange system 
is i-’ihjoct to tho degree of manipulation or manage- 
ment which limy bo involved in n control of tlio 
discount policy. fs the discount, policy any Jess 
important as affecting tho currency system of the 
couni ry under these proposals which you have made 
for a lull gold standard P No; in both case* the 
maintenance of the parity of the currency with gold 
depends ultimately on the policy pursued by the 
< iirreiiev authority. No currency caii stand the 
strain with a wrong discount policy by the currency 
authority. 

10.171. So that as regards the element of manage- 
ment referrablo to the control of tho Bank rate there 
is nothing to choose between tho two policies P — 
Nothing whatever. 

10.172. You were asked by Sir Reginald Mant to 
consider ti e possibility of the Central Bank, under 
an exchange standard in India, accepting precisely 
the same obligation ns the Bank of England, Hug is, 
to sell gold in minimum quantities in the forin oflaare 
without regard to the purpose for which it is in- 
tended P ~ -Yes. 

10,1/3. That, as you pointed out, would havo the 
effect of making the Indian notes and rupees con- 
vcrtihle nito gold bullion?— Yes. 

'TtU?4. An I understand it, in the scheme which 
you outline for a full gold standard, you expect the 
demand for the conversion of rupees to arise princi- 
pally .from the circumstance that it would be the 
definite ipoliqy that the rupee is to be limited as legal 
tender P— Y4s. 

10,175. But for that approaching dethronement of 
the rupee, you would expect no greater demand for 
conversion of the rupee than there is at present?— 
No; it is tho threat to the rupee of dethftmement 
involved in the poHfcy to substitute convertibility into 
gold for convertibility into the eilver rupee which is. 
I think, the^main season leading one to anticipate a 
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somowhut considerable demand for 1 lie conversion of 
rupees into gold bullion. 

10.176. Supposing tho Bank wore to undertake tho 
obligation to sell gold in minimum quantities in 
bullion without regard to tho purpose, ami supposing 
there were at the sumo Lime no intention, either 
existing or announced, of limiting the legal tender of 
the rupee, would there, in your opinion, In? any 
probability of any grcub demand for such bullion 
against rupees P Might it not he an obligation which 
could bn undertoken with comparative iiifliflcrcvicc? 
—That thought passed through my mind when Sir 
Reginald Mailt put the question, and I was wonder- 
ing whether it was not possible, on the u.-,siinn>t i in 
that the full gold standard proposal suggested by us 
ib found to ho difficult, to go the first si ape and make 
the note co nvertible into liqllimi j u India nr o utside ; 
if it diAlUL- have the client of causing a large demand 
for conversion of rupees into gold bullion Un-re would 
seem to bt? no difficulty in introducing it. 

10.177. Nevertheless, |. think you nia> hr consider- 
ing tliuL there is a danger involved of a drain on i ho 
reserves. It would be useful to try and apprehend 
what the degree of that danger is? Jt is, of course, 
in oHsqpcc a final announcement of the- end «»f the 
rupee as the one and only metallic ruin in India, 
leaving out the sovereign, as the major factor in ih*» 
currency system of India that it has been for the last 
century. It In definitely moving on from Ihe closing 
of the mints to silver ami the over- valuing of the 
rupee to the substitution, for the purpose of .standard 
of value, of gold bullion for the old favoured rupee. 

10.178. Is it proper to regard it in that light? 
Supposing one were to say on the other hand that it 
is_onIy making nmro visible the link Indweeu tho 
rup ee an d guidon an exchange standard system? T 
tliiTilT the' qiuiil ion is whether that Would have the 
effect which I understand is the effect Unit causes tho 
foar of a large demand fur converj-ioii of rupees into 
gold bullion. I do not see why it should. 

10.179. The proposal, of course, is must clearly dis- 
cussed on the assumption that then? is no gold coin 
ns legal tender or available fur cireubil ion ? Yes. 

If you have a gold coin at- all in such circumstances 
you presumably have a gold coin which anybody can 
obtuin by taking the gold In the mint- and gelling it 
converted into coin. If >ou have got your rupee 
convertible into gold bullion, and in addition you 
have the right to lake the gold bullion to the mint 
and con verb it into a gold coin, you have got the full 
gold standard, and you are buck where you were. 

This proposal for allowing the rupee to ho convertible 
into gold bullion for internal and external purposes, 
therefore, does involve that you should rob have a 
gold coin even in optional circulation; at any rale 

(Atli'nmit'tf J'/r 

10,187. (fVi airman.) Sir Basil, our quotums this 
morning proceeded upon tho basis thal, for one 
reason or another, tin* scheme for a full gold fdand'-ird 
wus unattainable. ‘ 1 want now to ask a certain 

number of questions upon the contrary assumption, 
that a%esaenLial step towards Ihe ultimate goal of 
an inconvertible note currency i.s a preliminary *lng.» 
during which gold is available for circulation and the 
rupee is for a period bo be made convertible into gold 
ns a preliminary stage before the tuihmi is made 
limited legal tender; in other words, adopting as an 
osstTniption that the proposals for n goM ctirrcncv 
sketched out :ln the memoranda which have liven put 
before us are adopted. In this connection I want, in 
tho first place, to draw your attention if T may to a 
body of evkleb.ee which has been developed Iseforo tin* 
Commission, t^ho general effect of which is this, that 
tho proposals outlined in the memoranda which you 
and your colleagues have submitted to im proceed by 
too rapid stages, 3 ; and this body of evidence to which l 
refer suggests other proposals which are more 
gradual. I fear my question must bo rather long. 

It la iff substance this, to ask you to consider 
alternative propceals which have been put before us 
for a more gradual introduction of the convertibility 
of tow rupee into' gold, for a more gradual progress 
toward | the Stage at which the rupee is made limited 


there cannot Ik? the right to take gold to a mint to 
be turned into a gold coin. 

JO, 180. Perhaps il might be looked upon no a sub- 
slit ulu for tin? existing position of the sovereign as 
legal teinler?-- It is more than a completo substitu- 
liou; iL is an improvement from a theoretical point 
1 1 view. 

10.181. It really involves at bottom, does it not, 
the practical consideration as to whether or not it is 
likely to create a large drain upon the reserves? — 
That is I he question, yes. At first sight I do not mhs 
tliaL iL would create difficulties. 

10.182. Lastly, we have not y«t meiilioncd iho 
question in any detail of the reserve in gold which it 
i.s ncM^s.-ir;, to k-ccp under such an exchange i.tamlard 
ns we. have heeii discussing. | understand that you 
see i:o ohjcetioii to keeping a portion, or tlio whole, 
of i hat in India?- -If it is going to Ik* used clearly 
arid effectively at the right moment, there is no doubt 
thal .some international centre, where it in likely to 
lie required, would he oil the whole a more convenient 
place than India lor keeping it. Hut subject, to that 
qualification, there are no very great objections to 
keeping it in India, and there arc of course historical, 
well-known political reasons for doing so. 

10, ISM. It- might well bo weighed against any ques- 
tion of practical convenience?- -One would hope 
something would happen ' corresponding lo the case of 
■lapan. Japan keeps a certain amount, perhaps a 
major portou of her gold, in Tokyo or Yokohama, but 
also keeps considerable amounts abroad. 

10,18-1. It might also Jjo a question for considera- 
tion whether it might Ik? better to begin with rather 
more gold in Lidia, ami leave it lo the process of 
lime and the growth of confidence in the system to 
reduce the Indian proportion? f should Is* sorry to 
ms* any absolute rule laid down that under no circum- 
stances should gold Ik? held elsewhere than in India. 

10,1 M. As to tho proportion of gold to U* kept, 
would it he possible to kcei> a larger or a smaller 
proportion of actual gold for securities in Iho reserves 
when it is kept under the system which wo have been 
considering’ than is kept at present? Wc discussed 
that at sonic length when I was before tho Commission 
before, on the amount of the gold that ought. to be 
kept in the gold exchange standard, international 
exchange standard. 

10,1815. If that Ik.* so it escapes my memory for 
tin* moment wo need not cover the same ground 
again? — I think \v<* agreed that theoretically you may 
say tliaL you do not absolutely require gold under 
either the .dcrling exchange standard or the oilier 
system, hut that you would in practice keep gold in 
hotli, ur.d you w ould probably keep morn under tho 
gold exchange than under the sterling exchange 
standard. 

lunch.) 

legal lender. 1**1 r,:e put my question ill this 
Manner. What would your opinion he about such a 
uioro gradual policy as has been suggested to us in 
\nriows fnrms, but of wliicli llie esM-ntiats are' these, 
that, as a transition stage, you should establish an 
exchange standard on .such a basis as that which wc 
have discussed this morning; l But you should cease 
coining rupees and promote the issue of small notes 
in substitution for rupees; that you should crtablish. 
a Mint and coin gold brought to tho Mint free of 
charge into a standard gold coin which will bo 
legal tender ; av.d then that you should wait to take 
any furl her stops towards t-lio attainment of the 
stages of making Use rupee rntivcrlihlo into gold and 
limiting the legal Lender of the rupee until such time 
a.s (n) tho spontaneous passage of gold into circula- 
tion through the Mint; (A) the increase of Iho nolo 
circulation by the habituation of the people to notes 
in proportion to rupees; (r) the natural absorption 
of rupees; and (*1) the gradual replacement of rupees 
in hoards by gold, which should reduce tho problem 
of th« excess of rupees outstanding to manageable 
dimensions ? — Tt is a somewhat difficult question to 
answer otherwise than wry generally. As I under- 
stand, it is contemplated that instead of spreading 
over a period of ten years the transition to the full 
gold standard, you will* spread it over an unasoer- 
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tained and undetermined .period which would 
probably be as much ns a generation and a half, no 
date being specified. My first difficulty is this, that 
I do not regard the use of gold in circulation and 
the gold standard as the ultimate or finul ideal, I 
Mrttchte It for early introduction on the ground that 
there isjiced for some early action to give speciul 
stimulus to the investing and banking hahitfigmong 
Indians in place of the hoarding linhit. If it is fifty 
years before you are goings to reucli this gold 
standard, it seems to me to Ke' a wrong ideal to set 
before India. The gold standard is not in my mind 
the ideal; it is in my mind an early transition stage 
to tlie ideal of an inter national exchange standard. 
If you cannot introdiice it ul u reasonably early date, 
3o not set it before Tmlia as an ideal at alj. That 
woifld 'be iiiy first answer. An exchange standard its 
adumbrated in the question is, 1 think, not very 
different from the kind of exchange standard that we 
were discussing this morning except that there is 
added to it some provision for a mint open to gold 
and gold coins in optional circulation. As I said 
this morning, 1 see very little advantage in gold coins 
in optional circulation. iVr jh\ 1 regard it as a hail 
rather than a good ingredient in a currency system. 
8o that I think my general answer would lie that if 
the period is going to he very considerably delayed 
before you can arrive at a gold .standard with gold 
currency in circulation, do not aim at a gold standard 
for India at ull, hut do aim at trying to jump the 
step of a gold standard, and go straight to the ideal 
of ail international exchange standard. 

10,18H. rt would seem, then, that, in your opinion, 
such a process os this would take so long in achieving 
the purpose of preparing the ground for the declara- 
tion of the obligatory convertibility of tlie rupee into 
gold coin, and the subsequent limitation of the legal 
tender of the rupee, that during that process the 
natural process of education of the people in the use 
of notes and so on might have achieved the purpose 
of introducing an inconvertible gold standard without 
tliebc auxiliaries at all?— Yes; T think m>: there is 
this difficulty; I am not at all Mire that this inter- 
mediate period will in fact do anything very min?h to 
assist the ultiiniite introduction of gold coin mid 
making the rupee convertible into it. Unless you 
very definitely set before the public the dethronement 
of the rupee and the substitution of the gold coin as 
the ideal, 1 Am not ut all sure tliut there will be any 
very large replacement of rupees in wluit are called 
hoards by gold; and even if there is some considerable 
replacement, so kmg as you lire issuing rupees you 
will, I* think, he adding new boards of over-valued 
rupees; mi that, you will always have at any given 
moment up against you a large wall of over-vnlucd 
rupees as uii obstacle to the immediate introduction of 
a gold standard. Whenever you finally come to the 
derision that you are going to introduce a gold 
atnndard with gold in circulation, you will have to 
face the necessity of making n very Inrge demand on 
tho world's gold reserve. 

10.189. Would not such a process ns that which 1 
have attempted to sketch in this prolonged question 
so spread the demaud upon the world gold reserves as 
to avoid disturbing influence in any given year? — 
Is it proposed that there should he meanwhile built 
up within the Indian paper currency reserve a very 
large holding of gold ? 

10.190. No; tbit is another question which T 
wanted to ask next?- My view is that you will not 
get very much progress towards the possibility of tho 
introduction of a gold standard with gold in circula- 
tion by simply relying on the natural tendency of 
the people to hoard gold rather than silver ,nnd 1 
think that it will take so long that it will not be 
worth pursuing for the sake of the solo object with 
which I recommended it, namely, giving of a 
stimulus to the useful application of internal capital 
in Tndiu. 

10.191. On the w’holc you would he inclined to con- 
sider that such a procedure as this would .probably 
lead to no result? — That is rather my fear, yes. 

10.192. And as regards the policy you would say 
that, if it is done, then it is as well that it should be 


done quickly?— 1 think it is not worth being done 
unless it is done quickly. 

10,198. Now to turn your attention, if I may, to 
the further possibility to which you refer, what would 
your opinion be of a policy which would supplement 
those measures to which I have just referred by 
devoting a certain amount, say, for example, an 
amount cqtiiva]Mt to the interest on tho present 
gold standard reserve, year by year to tho con- 
version of rupee* or to strengthen the reserves with 
a view to the conversion of rupees some day? — To the 
actual purchase of gold ? ^ 

10.194. Yos, the purchase of gold in oider to under- 
take the optional conversion of rupees or to 
strengthen the reserve for the conversion of rupees 
fcomu day? -My first objection to that is: supposiug 

, you were to decide that the interest on the existing 

''gold standard reserve, namely 40 millions sterling, 
the amount of which we mn.v roughly take as 2 crorcs 
n year, wore^hwoled to ftifclmso of gq}4 year by year, 
t hut would rest tliedmnget of the Government of 
India something approaching two crorcs a year, 
which is fur more than 1 contemplate would bo tho 
cost of the actual introduction of the gold standard 
at once. It is really comparatively expensive jind is 
a very slow process. If that is the only contribution 
which is going to be made to the building up of gold 
reserves, it takes ten years to add another 20 c cores 
to the total actually held in gold. Meamvliile tho 
budget of the Government of India is losing the whole 
of that interest year by year. My first objection, 
then, is that it is very expensive and my second is 
that it is a very slow process. You might add to it 
no doubt, or you might even more usefully attempt to 
build up your gold reserve by nnother means, namely, 
tlie issue of additional paper currency as and when 
required hereafter against gold instead »1‘ against 
external securities. That of course is ail uncertain 
process. We have ikUIimI nine millions sterling to the 
sterling securities held in the paper currency reserve 
this last winter, since October; ami in a year of good 
trade you might contemplate that you would got a 
fairly big addition to your gold by that means; you 
would not by that means actually lose any of the 
interest that you are at present earning. You would 
lose tlie capacity to earn interest on additional 
securities because you would not buy the securities, 
but you would not actually bo charging the budget 
with a charge which it does not at present bear, ;>s 
you would lie doing if you set aside tho interest oil the 
gold standard reserve. T have this further objection, 
that I am very .anxious to sec~thfc gold standard 
reserve amalgamated with the paper currency 
reserve as part of any process of improvement of the 
currency system, and this proposal hardly works In 
With it. 

10.195. No. To amalgamate tlie two reserves it. 
would Ik* necessary to set aside arbitrarily a sum 
including the present interest on the gold standard 
reserve? — Yes; that means of course that much 
reduction of the present income of the Government 
of India. 

10,190. What would be tbc consequence of the sug- 
gestion to which you have jiwt referred, thnt.julL 
future issues of currency should be made against an 
actual increase in l]ie holding of gold?— Tt would of 
eoftrse depend very much on factors which it is not 
possible 'to estimate exactly in advance, namely, the 
rate at which tlie currency expands- over, n prrkrd^* 
years, the net expansion of currency, and the amount 
ol that expansion which is permanent. "If it had been 
wtftrted in nay September 1928 it would have meant nu 
addition of about 24 crores of gold, I think, to the 
gold reserves. Of course ono consequence of that 
would have been that the amount obtainable in relief 
of taxation from interest on investments of the 
currency would have been pro tan to ijoduoed, and if 
you started it from now and it had the same effect, 
it would mean that the loss of potential revenue to 
the budget would be the interest on that amount. 
At the Name time I contemplate that under any 
system that is likely to find favoun there must he 
some increase of the total gold at present held, 29 
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crores, not |iorliH|w a very big incrensc, certainly not 
an increase of the msc of 24 crores. 

10.107. Such a procedure would mean, would it not, 
a constant increase in the proportion of the reserve 
to the liabilities of the reserve? — It would mean n 
constant increase in the proportion of the reserve 
held in gold. 

10.108. The .proportion of the reserve held in gold 
to the liabilities? Yes. 

10,100. It would mean, in short, sterilisation year 
Jby year of a certain amount of gold? Tiller you 
KHVe - “got some definite purposes in getting your 
reserve together, some definite object on which you 
iutend to use it, there is always a very great danger 
in going on. piling up a reserve nt considerable ex- 
pense which it becomes more and more difficult to use 
as people become more and more enamoured ol‘ it* 
Bile. 

10.200. The definite object in this case would be to 
indicate, when the proper moment arrives, the obliga- 
tion to convert rupees into gold ? — Into gold coin. 

10.201. In the meanwhile sterilising gold in I lie 
teserves for tliut purpose? — Yes. 

10.202. Experience in the United States has shown, 
has it not, that it is possible to effect such a sterilisa- 
tion of gold? — It is not only possible hut it is the 
main use to which the gold of the world is put. 
Nearly everybody has got a large gold reserve which 
they do not use. 

10.200. Yes, but it would be an expensive policy?--- 
Jt would be an expensive policy, yes. 

10.201. And obviously more expensive than the use 
of gold lor u purpose for which iL is intended? L 
think so, yen. It would be a more expensive policy 
ami the reward which 3*011 aim at would be much 
longer dola.\cd. I suppose it is possible hilt it is 
rather diflieult 1 think to say that you ure building 
up a reserve with a view to replacing the mimes by 
gold coin witliouL risking the immediate demand for 
con version of rupees into gold which is the danger 
feared from the other policy. 

10, 205. It -might lx* considered that you would also 
be risking, would you not, the possibility that your 
process of sterilisation would break down under the 
pressure of the public demand for the basing of a 
bigger structure of credit upon these increasing 
holdings of gold?-- I think that, so far as one can see 
the psychology of tho people of India at the present 
time, they would be keener 011 swing the reserve 
grow in sine than they would 011 its being used. 
That is not peculiar to the people of India. 

10,20({. To summarise these question* and your 
replies, I understand that it would be your opinion 
that, both for the sake of economy and for the sake .if 
obtaining these beneficial results, whatever cost is 
involved in embarking upon such a policy, the longer 
j'ou wait, the more you prolong the process, the mure 
jjoii lose?— Yes. T don’t think the policy of final gold 
us" "worth having for its own sake. It is a step towards 
a better curmicy system and is" desirable for ihe 
Immediate purpose of encou raging and stimulating 
tho habit of right investment and banking in India 
ami if it is delayed be3*oud a certain point L think 
that it is hardly worth while aiming at it at nil. 

10.207. There are just two points of view* that have 
been suggested to the Commission which I wanted to 
put to 3*ou in order to ascertain your opinions upon 
them. The first ix: What would be your opinion of a 
proposal which has been made to the Commission 
which would go with the proposals outlined by your- 
self so far as this, that both notes and rupees should 
he made fully convertible into gold but that thcro 
should be no limit placed upon the amount for w’hich 
the rupee is legal tender at all, that that further 
step should not be taken P — That, 1 think, was my 
proposal this morning os tho step which should be 
taken in the near future. 

10.208. Yes, but tho proposal is that that should 
not he an object of policy at all? — You w’ould leave 
rupees in tho same position as tho silver dollars in 
the United States or tho silver five-franc, pieces, a 
gradually decreasing element in tho total medium of 
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circulation, ultimately becoming unimportant ami 
negligible. 

10.209. The effect of this being, 1 may point 011 L, 

to avoid the possihi lilies of u nu}|) fur the ga uaaitui 
of mooes which might amiaiiiaaonwnt 

oT the policy that the rupee whh, tm a certain date, 
tW& awe to lie legal tender to an unlimited extciitP — 
SO 1«Sng as llFOTWtes are convertible into rupees there 
are definite disadvantages in doing nii> r thiiig drastic 
with the rupee, Imt once you have got yoiir notes not 
convertible into rupees, then I think that the biggost 
risk involved in tho over. valued rupee is eliminated. 
Because it would almost, ms a matter of course, if the 
bullion value of the rupee became greater than its 
currency value, follow that you would let it go out of 
circulation and substitute some either less expensive 
coin or a note. Then, if that- does not happen, 3*011 
would he happy enough with the rupee continuing as 
unlimited legal tender. 

10.210. Then, as 1 understand it, if the converti- 
bility of the note into the silver rupee in terminated, 
you would l*o content, after making the rupee con- 
vertible into gold, to leave it unlimited legal tender? 
77 Yes, with the thought at tho hack of my mind that, 
il at any time its position of unlimited legal tender 
became troublesome, one might, then take steps to 
limit the legal tender. 

10.211. This might have a very important effect, 
might it not, in limiting the magnitude of the obliga- 
tions involved in making the rupee convertible into 
gold? That is very nearly the same question, but not 
quite, as we were on this morning. It i* very hard to 
say what would or would not have the effect of 
making those rupees which are kept in hoards come 
cut suddenly and convert themselves into gold. It is 
anything that does have that effect that ereiiLes the 
difficulties of the gold standard. Hut I suppose it \>. 
undoubtedly true that, if you don’t put in the fore- 
front of 3 our scheme any proposal for limiting the 
legal tender of the silver rupee, it will he less liable 
to (111111* out than if you do put such in tho forefront. 
Hill that is about as far as one can put it. 

10.212. f here one can always refer to the ex|>erieiice 
ol to-day. As a matter of fact, the rupee does not 
(tune out now? — It- docs not collie out, except very 
gradually, now. 

I0,21.‘l. It there are a 113' hoards?— -If there are any 
hoards. 

10,214. If there are hoards, they are hoards which 
are held, although they* might he converted into gold 
at the present moment ? There certainly are some 
hoards ami some hoards certainly have been converted 
into gold, especially during Inst winter. As stated 
in 1113* prc\ ions evidence, the extent of these hoards 
is 11 matter of considerable uncertainty. 

10,216. .As I understand it, if you gel rid of tho 
convertibility of the note into the rupee, you place a 
wholly minor emphasis upon tho abolition of tho 
unlimited right of legal tender as applied to the 
rupee?-- It certainly diminishes the emphasis very 
iiiikIi. 

10,210. The final question in this connection, to ex- 
haust. all possible suggestions that have been made to 
11s, is: W'hnt is your opinion of another proposal, that 
it is possible and right to limi t the legal tender of 
thft. rupee JnxthwitlujiiUuMit- providing any oppop- 
1 eonyertnig ihe. j-upue. in to gold ? it is said 

thiiTiF anybody holds rii|»ee hoards they hold them 
*"'* pr/indo, and, to put it broadly, if they are so 
foolish as to do so, it is at nolmdy’s risk but their 
own? -I think you would risk a good many charges 
of had faith if you did not give very ample notice 
and though the churges might he such ns were capable 
of argument for and against, I think you would risk 
leaving a feeling that you had been dealing rather 
fast nml loose with your currency, which is a very 
dangerous feeling for a (Government to create among 
the people for w hom it provides currency. It is true 
that the rupee has not got printed on it that it is 
redeemable in instiling in the way in which a note is, 
hut it has been issued for nearly a -hundred years as 
unlimited legal tender- for some years the only un- 
limited legal tender in the country, and I think you 
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would have to give very ample notice before you took 
tliut unlimited legal tender away. Nor do i see that 
any great- advantage would bo gained by immediately 
restricting Lhat legal tender. You could nob in 
practice evade the necessity of redeeming rupees iu 
some oilier form of currency, if you had created a 
large surplus of rupees in the country. You could 
JianLJy then leave the holder to carry them at his 
risk and nay that you are not interested. 

10,217. What is Ihe specific loss which tho holder of 
u large rupee hoard, say of B*. 100,000, would suffer, 
supposing that to-morrow it wiw declared that the 
rupee was legal tender fur Be. 100 only ?- -It depends 
on tlie way it in worked. If the result was that only 
such rupees as were absolutely required for carrying 
ou the subsidiary transactions of tho country 
remained usefully in circulation, holders of Nome un- 
known figure lid ween 200 and 100 cm res of rujiees— 
we iiursch os would be holders of 00 crorcs ol' that — 
holders of some very largo number of cronw of riipiH'* 
would have tndiody oil whom they could unload them 
in theory, 

10,2 IS. in praciice would they find it any harder 
than they do now? Iu practice either they would 
find iL very difficult, in which case they would lie 
fom-d to carry t lit mi for years, perhaps decades, at a 
Ions of interest, or else alternatively to sell them at a 
dipH-ounl. o r else Ihe Government would find itself 
forced, in spile of the absence of legal obligation, to 
give some other form of currency for them. And you 
would I lien he in exactly tho same position as if you 
had not given notice* before they had come to tho 
(■iiveriiiuent. I do not think that in practice tho 
Government could evade its obligation in n wlmkwnlo 
manner by giving untied tomorrow. 

10,211). Alight it broadly ho put thus, that tho 
holder of a large hoard of rupees, say 100,000, would 
have then no practical purpose for which lie could use 
his rupees, but neither has he now? - That is so. 

10.220. So that ho would not ho any worse off tlnn 
he is now? Well, probably in thuiry, but ill practice 
1 think he nt present regards binix-lf as having tho 
right of using his rupees for the purpose for which 
all money exists, lor exchange when required into 
something valuable, and if you niiddcnlv take iL away 
from him, he would immediately nut lo work to con- 
vert it into money which In. • could use .for the purpose 
i'or which he has kept tho hoard. I think it would 
he rather sharp practice on tho part of (Government. 

10.221. Of course one is confronted with the 
difficulty uf understanding for what practical purpose 
a large hoard of rupees is held by anylmdv at the 
present time?- It is always difficult to understand, 
it you are brought up otherwise, for what remain any- 
body keeps a large stock of coin under his dining 
table or wherever it may be. 

10.222. In working out tho practicability of the 
scheme contained in the* memorandum rein Ling to a 
gold currency which you have presented, you say that 
llmro is nothing more important for us than to 
clearly apprehend the additional amount of gold 
which would I*, needed forThTiu order to enable 
tms jnmcy.to ho put. into effect. 1 want to be quite 

that wo have ap]>rcbcudcd precisely what your 
own o timute is as regard* ibo additional amount of 
gold which Tndia will nood over a period in order to 
carry this policy out. May I just put it to you and 
w'o whether any additions or corrections are needed 
"i the original estimate. Tho estimato to which 1 
refer i.s contained in Mr. . Denning’s memorandum 
on n (Gob 1 Standard for Kudin, and as l understand 
from that nioiiiuriiiidiim, tho estiniuLo of tho 
additional amount required is 137*2 crores, made up 
in the following manner, an set out in 
paragraph 18 of Mr. Henning’s memorandum: 
13i '2 ernres, made up as lo 110 crores of gold required 
for the convention of rupeo hoards, and as to 27*2 
crores as the additional gold required for tho reserves, 
making 137-2 ernres in all, equivalent to about 103 
million sterling. May wo take it that, according 
to your calculations, that is the additional amount 
of gold which would first and last be required to carry 
this policy into offoctP— That is m estimate which I 


think ull thus© who huvo been concerned iu producing 
it regard as an o utside maxim um of the amount of 
gold which would AtTfibeded f (Hr the purpose. . 

10,229. Just to complete the account of the 
estimates formed, wo undertitand that it would bo 
inquired, as to 15 million sterling of tho 103 million 
sterling, at tho inception of the measures proponed ? 
—Yes. 

10,221. As to a further 35 millions within n year, 
and as to the remaining 53 millions over a poriod 
of 10 years; 15 millions at tho inception, 35 millions 
within a year, and the balance of 63 millions, making 
1113 mill i o n sterling in all, within a period of 10 
yrnrs ! J - -You ; naturally that last estimate docs not 
proloss to ho anything more than a very rough shot. 
You ha vo got a psychological factor, as the most 
important factor determining tho paco nt which tho 
demand would conic, and it is one which one cannot 
estimate. Hut tlm other figure, 103 millions within 
10 years, may bo regarded as an estimate of tho 
maximum amount- and for that wo are willing totuke 
real responsibility. 

10,225. Recognising that it is tho best shot that 
can be made?- It is meant, to ho a shot at the 
m aximum , not at the probable figure. 

TO, 220. ll understand further that this is a 
maximum figure which you prudently put in the 
Forefront as tho urea tost afliujffnientf --Y ch. 

10,227. Could >ou clear our minds by referring to 
those factors which might tend to reduce that 
figure?--- 1 have made one suggestion in my memor- 
andum which would reduce slightly the amount of 
gold to Iu* required in the form of a currency reserve. 
That in however comparatively unimportant. Beally 
my figure in arriving at this estimate is tho total 
of the rujx'vs now in circulation or in hoards which 
would come out and he melted dow n. On that, x the 
note on tlio amount of rupees outstanding by Mr. 
Me Watters, dated the 30th November, 1925, contains 
a summary of all the information in our potMcgsion. 
The two important figures are, wlmt is tho amount 
of rupees still outstanding, not melted, and tho 
second one is, what is the amount of rupees that w'ill 
1m> required for the purposes of normal circulation 
in any circumstances. A low’ estimate of tho latter 
figure i.s 150 crorcs. Its. 5 a head of tho population. 
A high (Vitimato of the former figure is between Bs. 
350 and 40f) crores. Taking the probahlo figures, 
the amount still outstanding, not required for 
circulation, almost certainly docs not exceed Bs. 200 
crores and probably dors not amount to moro than 
150 crores. This figure is based on tho estiinaio that 
it i« 200 crores. 

10,22-S. The amount util] outstanding, not required 
lor circulation, i.s probably round about Rs. 300 and 
350 crores?— As a maximum it is 200. 

10,229. 'Mien the estimate of the amount of rupees 
which might Ik* presented for convention, 110 croreH, 
does not seem unduly small?- 90 crores of those 200 
crores are in our possesion. 110 crores of that 200 
crores are not in our possession; that leaves 110 
ernres to be proton ted. 110 crores is the amount not 
in the possession of the Government nt present of 
those 200 crores that would «>n a maximum estimate 
ho presented. 

10.23'). Jf HO crores in tho maximum -which might 
bo p risen ted for conversion, a figure which you 
prudently Luke ns tho basis of your calculation, in it 
jM)v>ihlo t»> estiinato a minimum P— I think the only 
minimum is nil; ouo does not know what will be pre- 
sented. There is no minimum that oue can put 
clown. It is possible that theoretically 100 croros 
moro have been melted down than we have allowed, 
for, and it is possible that a considerably larger 
circulation than 150 crores is required by the 
population. In tliut cn«o the only board in existence 
w'ill bo the Government of India’s own hoard of 90 
crorcs. 

10,231. (I understand, however, it is your opinion 
that it would not. be prudent <© undertake the 
obligation of the conversion of rapes* imm ediately 
without having medo provision in advisee for being 
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p.blo to convert tin; maximum, which is 110 ernmi? • 
It would seem to 'Iks a mistake to outer on this very 
big operation unless yon felt certain that you would 
curry it through Ln a liuwh. IL wjls however for that 
reason Hint 1 Migge*Lcd in my previous cvidctico that 
before embarking on the obligation, India ought to 
ha vo an iiudcrd uncling with tho Bank of Kurland 
and tho Federal Reserve Bank of Now York to enable 
her to ho assn red of getting sill the gold rcquiivd. 
Sho has under her own control 29 crorcs «»r gold in 
the reserves nrd the ■payability of eon wiling SR 
crorcs, taking tlroo figures of sLerling siTi:ritie.i, 
into gold. But once- those run out, she is entirely 
dependent on the power of borrowing outside. 

1 You will forgive mo for returning with a 

certain amount of reiteration to t-hio quadinn, hut 1 
imagine it is n question upon which it. is iuipo. L >‘ihlc 
to he too clenr for the piirpivo ol* our deliberations. 
Let us, there foie, lie perfectly r that, in >our 
opinion, ullliough this be a maximum figure of 11*) 
croren that might, ho pm.cutcri for conversion, it 
Would ho imprudent, io endi.ark iiisni a wbieli 

Would involve the umlcr taking oi a legal liability to 
convert rupee* into gold without wring your w.iy 
to being aide to convert the maximum annumt el 
rupees wbieli miglit lie presented ?- -The maximum : 

K/.2.TL This maximum of 1 10 rroiv.a ? - -Yes, I l! ink 
it would he unsafe to embark on trim operation iinlw.:- 
you saw ahead the pivMhility of whaling with the 
insixl m ii in figure \ou regard as within sight. 

10,23-1. Referring to tlie point, upon wh’u-li \oii la-t 
touched, it is said hy Mr. Denning in bis monrnr- 
nnduin at the end of paragraph IS; “ it would pro- 
bably he necessary to enter in In arrangement.-; with 
tlm Bank of England and the* Federal |{c.crvc Bank 
of the United Stales of America, in order I a reduce 
the disturbances in world price- - to a minini'iiu.'' 1 
reintMiila'i* on our previous dhciesioii asking you i 
general quest i.in as to ivlml u.i« the nature «>f lint 
arrangement-; whieli you had in eouteieplal ion. f 
think Upon til l L ■ o'rardoii you felt some difficulty iu 
saying ill anlicipsition wlmt tho arrange ::initx which 
you proposed .should hi*. I do not l:n«>w whether it 
is possible to cast, any further light-, f*>r Iho informa- 
tion of the (Viinnii^sion, upon wbal the general 
outlines of any pni)>:j*.il which .\ou w*>u!d ciMd-'iuphil - * 
making with the Rani: of England and the IVUr.il 
Kcr-ervo Hank would be in order to icdiieu l lie dis- 
turbance in wirld nri< ck?- - Tho nm»ity for sum.* 
kind of ncgotiiitiuiiri arises iu the first place bei-mec 
liuliu wishes to convert a very Iarg« j aim unt. of 
sterling securities into gold ; that, irv.i ■. a drain lii 
the Bald: of England gold receive.-: ai.d in ve'w of the 
old relations Isitween tlm two countries a ml the 
services which have been rendered L«> the fnn-.ce., *r' 
India by tho City <»f Loudon, it will be rather im- 
prudent-, to pt;i. it ;d its lownd, to uttempt to convert 
HO crorcs of sterling st-ewrit-io.-; i ii t *> gold without some 
discus* ion with the Bank of England a.-, io it* elici t*. 
€>n tho British market and tho reaction* «*» India 
which might bo werious. India riuc.s net want' to 
destroy her credit iu tho London market l»v doing 
someth ing of this sort arbitrarily and even ii. ■ hi* did. 
ii would not be in her iu torch t t.> tb» *o, Iwcaii.-** tin* 
effect must iieco.-tmrilv Ik* cither to dri\e England off 
the gold standard or to cause an apiireeiation in gold 
unless the Bunk of England can turn round quick ly 
and make some arrangement with America. Mere- 
over, tho Cover ii men t of India h.us not in sight ■** 
sufficient amount of gob l even after it Inis s:obl nil 
those securities to carry the thing; lb t ough to com- 
pletion. It nuust, therefore, csmtenipluto ns u 
possibility that, in order to obtain the maximum 
amount of gold r«?qu irod, it will require sonii! 
temporary external credits which must inevitably ho 
either in America or in England. If it, is going t » 
hope for any reasonable .suocc-s, it must consult the 
Bank of England and tho United States Federal 
Reserve Board in advance before it embarks on tho 
scheme as it whole. Then, of course, there is the 
third point, namely, tho sale of silver. 


10,237). (bunting tho obtaining of th««*o credits; 
of course it h not n mat ter of right? - Not a matter 
of right. There is no iva.son why either America or 
England should lend anything to India, and of roiirso 
there are maturing debts of various kinds 
coining on. But sLill th<* last iliing that should 
bo risked • by India wilt In- to antagonise tho 
Loudon inui'ki'l .-o that ‘be v, .»ul»l I «• • neither able to 
berrow the i \lra nuniey ti» carry this scheme 
through if dm does require tu borrow nor 
he a Mo to refund or ivb.irrow the amount 
icijiiim! to ii*iH*t the variii;:.; existing obligations 
tint will cmee iu the i v »ur*e f payment. Obviously 
il will ho very disadvantageous to everybody if that 
sort of thing Ik* done by India. Then there, i* the 
lb : id point, that, tin- prop... -ail m vulvas tin* sale of 
1-tHl nr /l!0 million e/s. «»f mUci* at tin* luaxiiuiiui 
wbii!) \ery much inter*-. in the !ii.»in*y nierkets of the 
work! and I lie co.int ric*. wil!i ;■ ^il-er .stiudard and 
siber pr.-il iiig cciinti ie--. iYIi.iI- I hid in mind wius 
ill'll, bi-lou* :|u<|i:i I'e-lld eliibark nil tile s*'lleme and 
1 efoi'o sl.o pn.erodeil to li«|iii*laie lu*r sterling 
securities, i lie should enter into conn-* I either with 
the Bank of England or the Federal Rcscrvo Board 
or both so as to fortify in advance with some 
a rr ii.geicciit for a. credit, uni n ■c"-.\ai'ily to be drawn 
i:po:i, both v illi t lie Rank of Eugl.md and still more 
• lupon-int with l be I'ed-r:*! Ri* me Rank **f New 
York on wbitli she would draw as and when idle 
iv.| , iir» , 'i additional ;•» Id <»\cr and above her avail- 
ab’e re fixes. She would draw mi one or llu« other 
a: cording as the Rank of England «»r the Federal 
Ri-.-i-i'xe Bank were willing to luiruurnge the nulflow 

of gold. 

That i-, in Mik-U'i'i v, *lrawing on the 
M i-urity of her s.ilvci Y ll would really Ik* on the 
M-' Uiity if t he silu-r. But it would ho, a temporary 
ndvunc* a.- t -aid. It wm!d not Ik* a permanent 
aiM'.ti- u to her d«di! luiL a ti*mj)orary one pending the 
tine w!:-'U she would be able to liquidate Iter rilvoi 
:* 1 1 • I l ay '.old. 

Uh'J’iT. The teuip-oraiy ad vane:* ln'inj; liquidated 
by t!u» sale of silver ?— 4)m» foe is that, a credit of 
MUn-tliing like loD million dollar* in New York with 
M) en ri-K iu '..old .securities in Loudon would be a 
n.-cful thing to liavi* bi-l'oic you ih.-eide to embark oil 
tin- v'-lu-'i.e i.s a wlnde. It doe* not at all follow that 
\ siii would ucce-^s.iniy draw the whole of I lint credit. 
Uf <fjiiir.< a tie an.uuui of gold required might prove 
i-. 1 1 * h-..- ; hut. it is probable lli.il you would draw 
Mime of it iruui Ni*w York in order to equalise tins 
diuin * f *- 'd fro ". N »*.v York t » India r.ithor tli'in 
1H,1 k - it ;'ll (ii’j'i* tlolil !,-;i:doi». 

lO.ii i“*. I h«*o. as ( mub-rsi.and it, tin* nature of the 
n rru ugi- men t. wbieli you would make is complex. 
Tiuri* i-, lir-l of all, an arraugeiiM: ;iL wbieli would 
:-i - -m in i-i.ioi.st rallier iu tlie ualure of an ex- 
plaiiatioii of tin* p«diey of India in order to pivpuru 
1 1n* mind, of tin* gold c**iilrcs of the world with tlio 
eireiiiii tauce tbai. India was going to sell :i certain 
ammiiit of ? «-i nrit ies ami draw lu*r gold? -Yi*h. 

|<V_»».q. .S.-mdly, there would be a frank «*x- 
planatiou b-tweiii the. nut Inn it ies in order to avoid 
any dcticiili ies iu the renewal of India's maturing 
liabilities? I only nienlioiii-il tlie exisl»*neo of thoso 
as b.'ing a r«*a*-'ou why yeti ^Imiild not go ahead with 
this pi:»:i without i-oi'-ulla* •»■*:. 

10.JI0. There is a po-.ihiiiLy of trouble if tlio 
aMtborilres wor»: l-o gi*L at arm's Jenglb? — Yaa. 

i(|0|l. Thirdly, and pu^iMy the most important 
eoiisiderat ion in Ibis t oimert imi, is the necessity 
for troll credits to cover tin- bahmee, which would 
he frankly a waiter which Lli** money mar he Is of tho 
world, represented b.v the viiimis central Banks, 
might be willing to grant or rclUMs to graiit?—-Yes. 

10.242. It would be iKec^ary Io obtain ‘their co- 
operation in order to M-.-ure the fulfilment of the* 
policy as regards fresh credits? ■ -Clertai illy. 

] 0.2*10. Tlie fresh credits being credits which would 
hu iu part or in v.liola liquidated by tho realisation 
of the sale* of India’s silver?— Yes. 
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10.244. The only point which is perfectly clear in 
th is roimoctioii is that the first of the two are 
matters which India may expert to carry out aa 
of right; hut the second, the obtaining of fresh 
credits for the fulfilment of any such policy, is a 
ilia tier in which India, in common with any other 
nation, has got no position to claim tho credits as 
of right?— India has an absolute right to do what 
she likes with her own securities. It may ho unwise 
to do a particular thing because the results may he 
very damaging to herself; hut, as a matter of right, 

I mi in has tho right to sell those securities. 

10,24/5. Ah regards the third heading, tho heading 
of obtaining fresh credits in order to cover the 
demands necessary for the fulfilment of the policy, 
that is essentially a matter of negotiation, in regard 
to which there are equal rights on either side, 
debtor and creditor; they go together P The 
borrower has no right to borrow; but if the creditor 
chooses to lend, it may suit the borrower to borrow 
and rirr versa. 

10.240. The next question, which I remember 
asking you before, is onn of primary importance, 
and it may not he wholly irrelevant or impertinent 
to consider it just one© more, and that is tho 
question: What consideration would India carry., 
in her hand' iii order to induce those who have g old, 
in tho world's money markets, in the gold centres 
of tho world, to agree to granting fresh credits 
which would have the result of the withdrawal of 
gold from those centres in India? — Well, to begin 
with, the City of liomlon prides itself on always 
carrying out TU ohligpCidus, of being able to stand 
against any difficulties. NoVwe say that the timo 
has come when we want no longer to hold this Hiun 
now held in the London money market and wo want 
to turn it, or some of it, into gold. You have been 
our hankers for ninny years; now are you going to 
turn round nml say if we ask for gold you will 
refuse it? T think that India has the right to 
look for goodwill at any rate to the City of London 
in enabling her to carry out this operation. But 
(lie claim of Tiiiliu is very much stronger than that. 
It is that India would he able to say, very rightly, 
that tho economic development of India is a world 
interest of very great importance. By helping us 
now you ' could greatly speed up the economic 
development of India; assist her in her progress 
economically, not only in a narrower Bphere of gold, 
by being able eventually to secure an economy of 
gold, hut also, by getting India ns a partner in tho 
world’s trade, in the world’s money markets. That 
is an argument directed to the world in general. 
It is a particularly strong argument, 1 think, for 
England, for I believe that the economic interests 
of England and Tndia are identical, that England 
hardly has any greater economic interests "Chan the 
economic progress and prosperity pf liidm, and if 
'England and the British Empire and' the United 
States can lie convinced that, taking a long view, 
this operation will conduce to accelerate very largely 
the progress of India’s economic prosperity, then 
I think that that is an argument which sound people 
in those centres would listen to and if they were 
convinced act upon very readily. 

10,247. If it is not inappropriate to say so, I 
have finished my questions where I began. I have 
just tun questions on which l should like to ask 
for your opinion to clear lip matters in regard to 
evidence that has been given to tho Commission. 
It has frequently lieen miggosted to us in evidence 
that the introduction of tho availability of gold 
for currency would so increase confidence that all 
I he gold needed for the carrying of this policy into 
eirect would lie furnished by gold hoardings Already 
in the country. Do you think that that is a possible 
consideration P- -I am afraid, optimist though I am, 
T regard that ns almost incredible. I do believo 
1-hat the effect of introducing a gold currency will 
after a time ho to reduce very largely the amount 
of gokl hoarded in Tndia, hut I am afraid its first 
eisoct will ho very largely to incroasa that amount. 


10,248. Bo that the practical outlook is to con- 
template the necessity of providing an additional 
output of gold, in the first place at any rato? — At 
any rate 1 think that whatever view yon take of 
the probabilities it is important that you should not 
embark on this operation without having regard to 
the possibility; and the possibility certainly is that 
you will need this largo amount of gold. At the 
same time I regard theso figures as maxima; they 
would not in all probability ho approached even 
nearly. 

10,240. It has been frequently put to us in evidence, 
if 1 may say so somewhat vaguely, that £fgjia,, 
hiUilUC.. balance which is habitually iu.bpr 

favour, can gcLall "the gold needed for the carrying 
[inioeffwt of this policy without more ado than ' by" 
natural processes and without expense. Do you 
find anything intelligible in that view? — India is 
of course taking a very large amount of gold. 
Imports of gold from other countries reach her at 
present in payment of her trade balance. .1 i1q , not 
quite understand the meaning of the claim* that she 
cimhf* got -it *nll by merely using her trade balance, 
'i ^tflieve she could if site were prepared temporarily 
tirborrow hut 1 do not think that you could embark 
oil this proposal without running very great risk that 
you would so turn the balance of trade against you 
that you would not he able to complete it within tfio 
time proposed or at all unless you huve some arrange- 
ment for borrowing abroad temporarily. 

10,250. 1 would like j’our opinion on a question, 
the unswer to which is a foregone conclusion in view 
of your last unswer; but nevertheless it might he 
useful to have the reply in Mack ami white in viow 
of the evidence tendered to us. Are the present 
reserves sufficient to enable the full obligation to 
convert rupees into gold to be undertaken forthwith? 
— I think the answer is yes or very nearly so; except 
lor the fact that there urc 90 crorcs in tho existing 
reserve of silver which you cannot liquidate rapidly, 
and you must contemplate having to borrow in order 
to liquidate that silver and to liquidate the other 
silver which you would get from the public when you 
offer gold in place of it, they aro probably sufficient, 
the actual amount is enough but it is not iu the right 
form. 

10,261. Hence your final calculation that the 
ultimate cost of your scheme would be practically 
negligible, although there would lie a cost during the 
transition stage? -Yes, that is partly, of course, 
based oil my view that the existing reserves are rather 
more than sufficient for the existing sterling exchange 
standard system. You start with a surplus. 

10.252. 1 understand it is your opinion that the 
ultimate reserve which you would have to hold under 
the scheme which you have outlined would need to 
have less real assets than there are in -the ‘reserves at 
the present time?- Yes. 

10.253. That, ns I understand it, is not because 
the liabilities would be loss under that system, but 
because the assets aro at present in excess of what 
they need be? — Both. Under the gold standard 
system 1 think the liabilities of tho reserves would ho 
less owing to tho fact that you would have replaced 
the rupees in hoards by fully valued gold; but the 
main point is undoubtedly that I think the existing 
reserves are somewhat unnecessarily high. 

10.254. To the extent outlined in your proposals in 
the final memorandum on the Indian Currency 
system ?— Yes, it is indicated there. 

10.255. (i Sir Maneckji Dadahhny.) Sir Basil, your 
conclusion, then, is that we should not undertake the 
obligation of conversion till we are absolutely satisfied 
that we uro prepared to meet tho full demand of 110 
crorcs?— 103 million of sterling, yes. 

10,250. (Chairman.) 107 crozes. 

10,257. (Sir Maneckji Dadahhoy.) Yes, 137 crores. 
And I understand you to say that yon are very 
doubtful that we shall be in a position to obtain this 
n mount of gold. Have you any reason to suspect 
that the attitude of the United 8tates Federal Board 
will be hostile to India?— I do no# think I expressed 
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the view that it was doubtful. What I expressed was 
that it was a formidable proposal. I. think I did 
express when I was speaking in 'evidence hero before 
the opinion that while the export authorities both in 
London and America would probably agree fairly 
readily that in theory this amount of gold could easily 
be spared so far us the gold was concerned, they would 
feel at the same time that tho task of persuading 
their general public that the amount could ho spared 
without damuge to the currency system would be a 
very formidable one. 

• 10,258. la not America ulrendy a little bit 
embarrassed by her hoards of gold? — Well, there is 
more than, one party. There is a party that liolds 
she has too much gold, and there is a party that 
thinks nobody can have loo much gold; it is the same 
here. 

10,250. But as .you stated that the economic 
development of India is a world question more or 
less, the whole world is interested in it; is not 
America likely to view <thc qwstion from a sympa- 
thetic point of viewP — T think that argument would 
meet with a sympathetic response in many quarters, 
but the silver position has to lie considered ton. 

10.260. You stated that our demand would probably 
antagonise the Ismdon market? No. But I say that 
certainly the man in the street would be rather 
alarmed. 

10.261. The man in the street, but the financial 
magnates and others would take a different point of 
view, and look upon it as a whole Empire question P 
— Many financial magnates are also in this connection 
men in the street. 1 was thinking of the authorities 
in the Bank of England, and 1 think they would 
recognise the true position. 

10.262. Whut are your main difficulties in the 
matter of acquiring credit abroad? Our financial 
position in this country? — It is not that wo could not 
quite easily borrow .30 or 40 million sterling at the 
present time or borrow tlie equivalent in America for 
the purpose of expenditure oil imports into India 
other than gold but T think that obviously before they 
agree to any such loan the Bank of England 
authorities will have to consider what would be the 
effect of that on the market, whether they could lend 
that amount of gold; it is the nature, the purpose 
for which the loan is required tliut creates the 
difficulty. 

10.263. It is the liaturo of the demand that creates 
the difficulty? — It is the purpose for which the credit 
is wanted that causes the difficulty. 

'10,264. But nil the civilised countries now-a-davs 
have adopted a gokl standard and T suppose if they 
find that Tndia wants also to adopt a gold standard, 
it would he a legitimate aspiration. Why should that 
purpose he misunderstood or misconstrued in other 
parts of the world P- -You say all the civilised 
countries of the world have adopted a gold standard. 
All of them tend very largely, as I was saying this 
morning, towards the adoption of au international 
exchange standard with gold ns the standard of value 
but not as the medium of circulation. The reason 
there would be objection, one could anticipate 
objection being made to a loan to Tndia for the 
purpose of buying gold, would be that it would seem 
to the lenders that the loan was going to lx? taken 
out simply in gold, which was going to be buried, if 
one may put it so. in India, not going to be available 
for the support of the world gokl standard in future 
hut going simply, after having boon dug up at con- 
siderable expense in Houth Africa, to disappear again 
into the ground in India. 

10.265. Then ns regards our internal resources, Sir 
Basil, I fear you are a little bit too nervous. You 
will admit this much. There are large hoards of 
bullion in the country P— Y«w. 

10.266. Are you in a position to estimate themP— 
No; I wish I was. 

10.267. Now once the idea prevails in the country 
that gold could he easily acquired for silver, would 
not theee large quantities of hidden bullion come out 
very readily? — I think that the hoklera of tliose large 
quantities of gold bullion would require a year or 


two or 3 or 4 years of ocular demonstration of the 
of the capacity of the authorities to give gold for 
silver at will before they would allow any important 
quantity of gold to come out of that hoard. If tliut 
he so the whole of the demand would come in the 
earlier part anil would get no assist mure from gold 
coining out of the gold hoards in the country. 

10,268. I quite understand your point of viow; but 
will the demand in the first two or three years he so 
cgrogiously largo thut it would simply embarrass our 
position so that we wouldn’t he able temporarily to 
meet it from the gold in our possession? — My 
assumption is that you need 103 million sterling 
extra gold within a short |ieriod. 

10,260. What period, luiw many years?— That is 
one of the difficulties of the case. It may he 2 or 3 
years. We have assumed that the whole would not 
(“ome in within less than 10 years, -but the greater 
part would cornu fairly soon. You need 10*3 million 
extra gold ami tho reserves we have got for foreign 
exchange purposes arc not quite adequate to supply 
that. That i.s assuming of course the normal import 
iuto India of gold that already goes on; this is a 
condition of it; it is a very heavy temporary drain 
on tho foreign exchange, the external exchange 
reserves of India. 

10.270. You are aware, Sir Basil, in 1024 7!) crurcs 
of rupees worth of gold was imported into India? - 
Yas. 

10.271. What has become of that huge quantity of 
gold? -L think quite a considerable part, of it Iiiim 
probably been used for relensing rupees from hoards 
unci replacing them by gold; there is some evidence 
or that in the statistical record regarding rujwtvs. 
Some of the people who have hitherto hoarded rupees 
finding gold so cheap paid out their rupees and look 
in gold in its place. As far iis the rest, it is tin* same 
question as before, 44 Where does the gold that, comes 
to India go? ” It spreads all over the country ill 
small quantities, in the form of hunglcH and orna- 
ments and small bars and so on, and it ia very hard 
to say to wlint extent it is in ornaments or to what 
extent it i'h hoarded up, or to what extent it is 
simply the equivalent of money in the pocket. 

10.272. As you know, during the Inst ten years au 
enormous quantity of gold has been imported into 
India mid that must exist in some shape or other, in 
the shape of bullion or in the shape of or mi me ills? 
It must exist? — Except in so far M it has crossed the 
land frontiers, which is not a very large amount. 

10.273. L do not think tlint any large amount Iuin 
crossed the land frontiers: so that, if all that gold 
exists, and if the idea went round immediately that 
gold was available freely in the country, do you not 
think peoplo will not only cense hoarding of gold but 
they will also freely bring out the gold they have and 
put it to mow useful purposes instead of hoarding it 
and- keeping it stagnant without eurning any money 
oil it? Will they not say 44 we will put this ill 
securities and get something on it’ 1 ?— If you 
could persuade one or two of tho very 
large holders, whose names are probably in our minds, 
to pay out a large amount of gold and take in ex- 
change gold bonds, then you would enormously 
simplify this problem; hut I agree that the ultimate 
effect on these people will he to make them bring out 
their gold and use it for investments. Tt will not 
however happen in the first yoar or two, and it ia the 
first year or two that will present us the most 
difficulty. 

10.274. You are aware that there ia on 
apprehension, rightly or wrongly, in the ini mis of the 
uneducated people, that whatever gold can be im- 
|K»rted by outside agency, apart from tlint, there is a 
tendency on the purt of the tSovcrumciita of 
Kuropeun countries not to allow India to obtain gold, 
and the very existence of that idea strengthens the 
mischief in this way?— I think you are putting in 
one form what T have Raid in another, that I believe 
that the introduction of a gold currency would 
increase the confidence of the poople and lead to 
investment. 
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10,275. (Sir lieyittuld Man}.) Sir Basil, there is only 
0110 point that ( want to disciuM with you in this 
, connection : tin. 1 main obstacle to tho immed iate 
f introduction of a gold currency in 
I x»f silior rupees in t-ho ( hirer n incut' treasuries anil in 
; ] Vrmti UP— Yes. 

i 10,270. Tlio Cliainuaii suggested to you that m 
lion of tlm nclicnic propounded in Mr. Denning a 
memorandum fur celling oir that stock of rujH'vs, it 
might bo advisable*, as 1 understood u> postpone the 
operation and trust to the absorption of rupees lor 
currency purposes: mid I understood you to say, 
correct mo if I am wrung, that you thought that it 
would he more economical i-> sell olf the silver than 
to wait for the ahMirpl-iun of the rupees? If .1 may 
su in mar iso what I iliiuk I. said, it was that llw 
object of tlws intrudin'! ion of the gold standard with 
a gold currency w.ts to secure confidents* and increaso 
Lho banking and invest mciil Imbibe of the jieoplo 
quickly. It i* h:mll\ worth while doing th: t, if it :h 
postponed for a verv long time, particularly in view 
of life "fact that, the currency system which you are 
suggesting, namely, <i gold '•landard, is not the best 
possible currency syi lem but only n step towards it. 
From the point of view of the true economic iutc rests 
of India therefore it is worth while inc-uri i lift tlm 
capital hiss involved in selling the rupees » nw r.Mlicr 
than waiting for 1 1* ■* future. It is nbo, T think, more 
economical because, a* worked o-ut in mv plan Iutc, 
the actual cunt to the budget of the (loviTiuneiit i f 
India is somewhere in the neighbourhood of a crura 
at the most, whereas the proposal for rccuiuulaling 
interest on the gold simulat'd reserve in gold year 
by year itself costs something like two or two a: d h 
half crores, a year. 

10.277. You du not mean that, looking at the 
prohlem Milily uk one of the disposing <.f the surplus 
silver, it would he cheaper to sell it off than to hold 
it? — No, that was not the piiut: that you simply 
must, sell the silver, but that you must incur the loss 
which in involved in having the surplus nilvcr on your 
hands. 

10.278. I have been looking at this table of 
absorption of currency (Appendix Ilf to Lbc 
Historical Memorandum : ) and I find that in the ten 
>ears beginning with ISfKJ-UNiO (leaving out the first 
year because it was a year of renetinn from a famine 
year) up to 1908-09, the average absorption was a 
little over 5J omre* aid in the next five ycam; 
immediately preceding the war the a vertigo absorption 
was about 8J erores. Then we coine to the war; 
there was a very large absorption of rupees during 
the war and immediately after it, mid then a re- 
action. But taking the average of the last eleven 
years in that table, there was ail average absorption 
of over ten crons a year. That m-iuiis to show that 
there irt a steady increase in the demand Tor rupee* ill 
India?- -Yes; I flunk it i* rather advisable in con- 
sidering these tables in igi.ure tlm war years almost 
<.*ulirely, cxeept for one purpose, mid that is, to 
remoinher that they saw a very coihsidcruhle rise of 
prices ami an eimniirmu issu.y of rupees which has 
created a very large surplus of rupees as ruin pared 

j with the requirements temporarily, which has not vet 
been worked olf. There is undoubtedly a regular 
demand for rupees year by year; but it is rather 
hft'iking that if yon take last year. 1021-25, which 
was a year of very active winter trade, this absorp- 
tion was only 3'G5 crores. 

10.271)- But at the Name time there was a very large 
absorption of gold? Yes; that is of courso the posi- 
tion; if there is a large absorption of gold the pace 
at which the rupees will mow oir will he a very slow f 
one. 

10.280. India has been rather starved of gold, and 
I think we may treat it «s abnormal? — Yes. 

10.281. And wo may expect a resumption of th© 
normal ilcuumd for rupees? — Yes; J think Mr. 
Denning has .somewhere assumed .something like eight 
or nine crores a year as the average absorption. 

10.282. That is a moderate estimate almost, judging 
from this table: it might run to 10 crores or con- 
siderably in excess of 10 crores? Looking at the 


problem simply from the question of tho most 
economical way of disposing your silver, would you 
not agreo that it would lie more economical to hold it 
until it was required, for currency purposes than to 
sell it, putting on one side for tho moment your 
argument that it would bo desirable to. convert it into 
gold? — Quito apart from tho question of tho intro- 
duction of the gold standard, whether it would be 
desi ruble or not- to sell some of tho silver in tho 
rctsorve : That is a prohlem that I have hod in my 
mind over since 1 came out to India, as to whether 
we were not rather wasting money in bolding this 
very large stock of rupees with no prospect of their 
lining required within a reasonable period, and I 
think the only reason why L havo not made nny 
suggestion for dealing with them was because one felt 
that there was a general currency inquiry coming 
on and th© question would have to be taken up then; 
but T am inclined to think that it would ho economi- 
cal now to sell a small portion of those rupees and 
take tho loss involved and uso tho proceeds for in- 
vestment with the result that such investment would 
more than make up for the loss incurred in soiling 
the rupees. 

10.285. You have not worked that out mathematic- 
ally?- not exactly; but 1 have worked it- out 

in various ways; your difficulty would bo what priea 
you won Id buy silver at when you want to issue it 
liter. If juii estimate that you can buy silver later 
a I the price that you sell it for now, then it more 
than pays you to sell. But tho question as to how 
much higher price you havo to pay when you do 
buy i* something in tho nature of si speculation. 

10,284. If you started .selling silver, you would de- 
press the market sind when you came in again it 
would go up? Yes. that is our difficulty. 

1D.285. So on the whole l gather you do not hu-ld 
that it would lx* economical or rather it would bo 
doubtful economy looking at tlm question as it stand* 
at- tin; present moment, not to sell off and trust to 
absorption? — It is si matter on which you have got 
to take so many views; tho future price of silver, 
the effect of sale of silver now, the capital loss that 
you incur by selling the surplus stock of rupees 
and various other things. I think my own view 
is supposing nothing else were being done by this 
Currency (Snimission except continuo the pre-war 
system, 1 would then take up the question of soiling 
off sumo of tho surplus silver, and 1 think I should 
probably recommend their sale. 

10.28H. At present you treat it as an open one?— 
Yes. 

10.287. (Sir Vunholnmihm Thakunhut.) I take it, 
Sir Basil, that, you would liko this Commission to 
miiiiinieiid this scheme lor improvement of the 
existing currency policy as one which will go through 
successfully and which has tho least risk of breaking 
anywhere midway? Yes. 

10.288. To that end, you suggest that arrangements 
should be in view for getting tho amounL of gold 
which may be considered neccssnry in order to see the 
schemes well started? — Yes. 

10.289. And , you suggest that the maximum 
quantity of gold that should be available in case of 
need is 103 million pounds .sterling?— Additional 
gold, yes. 

10.290. That is tho figure in Mr. Denning’s 
memorandum and you just now said “additional 
gold.” In paragraph 12 of Mr. Denning’s motfior- 
nndum, I nee this: 11 The bullion merchant, how- 
ever, would obtain his gold from Government instead 
of importing it.” Does he not include the require- 
ment of tho private importer in tho 103 million 
gold P — No. Well, the answer is perhaps not a 
simple ” no.” 103 million pounds gold represents 
the amount of gold which would lie required to be 
imported into India over and above What is at present 
lieiug imported for tho purpose of converting rupees 
hoarded by the Government or by other people. . 

10.291. By tho Government?—* 90 erores into gold. 

10.292. Oh, the 90 crores convention .is also covered 
by this 103 million P— In so far as it is required. We 
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don’t propose to convert tho whole of it into gold. 
Somo of it into gold securities. 

10.293. May 1 got a little more clear about that? — 
137} crores of gold is the amount that is required 
to bring up the gold reserves of the currency at the 
end of tho period to tho minimum figure estimated 
to be safe and ill addition to provide what we exjxx-t 
to go into circulation in place of rupees and tho gold 
that we expect to go into hoard* in place of rupees 
in hoards. 

10.294. J want to understand that. I understood 
that 103 million gold or the equivalent of KJ7J mires 
rupees worth of gold was required, and you add 110 
crores of rupees which you expected to cumo out of 
tho hoards to ho tendered to the treasury for con- 
version into gold? -A hundred crores to come out of 
hoards and Lon crorc* to go into circulation. 

10,205. That is in paragraph H of Mr. Denning's 
note? And 27*2 crores a* an additional reserve. 

10.296. Ye*. What Mr. Denning calls “ tlie 
addition to the amount of gold at present hold in 
the pa tier currency reserve " ? — Yes. 

10.297. You just now, I understood, said that that 
also included conversion of 90 crores in the Covern- 
liient treasury?— In so far as the silver to ho sold 
includes the 90 erorcs of silver in the (Government 
treasuries. Our estimates is that that may ho worth 
45 crons of gold and that it would therefore more 
than pay for tho 27 crores of additional gold which 
wo require. I want 27’2 crores out of that 90 erorcs. 
Instead of holding silver in future one would hold 
gold in tho reserve. 

10.298. Would you mind explaining, how you will 
bo able to liny the gold? I am thinking of tin- 
quantity of gold to he imported into India? — M-i.v 
1 repeat the answer then. You put it perfectly 
correctly just now. What is required is )37«2 crores 
of additional gold, of which UK) crores is to replace 
.silver in hoards, 10 crores is to replace silver rupees 
in circulation and 27*2 crores is to add to the gold 
reserve in the paper currency. 

10.299. The IK) crores is outside mid if it- is decided 
that the 90 crores should not lw» at pr\*cnt converted 
into anything -but should lw retained a* rupees, they 
would not he included in this? — That does not alter 
tho amount of gold you require. It affect* the way 
in which you purchase. 

10.300. You exjioct then only 10 crorecs of rupees 
to lie converted from rupees in circulation? — 1 That is 
tlio estimate, yet*. 

10.301. And you are counting on 100 crores of 
rupee* to be ottered to the treasury for conversion 
out of rupees in hoard*? Yes. 

10.302. Tho whole figure, therefore, or more accu- 
rately, the major part of the figure therefore consist 
of What I hope you will agree is a mere guess as to 
what 18 the amount of rupee* in hoard*? — Yes. We 
have frankly said that wo arc not in a position to 
guess what tho amount is. We are in a position to 
give some statistics to show what it* maximum figure 
Is and this figure is in our view the maximum figure. 

10.303. All these figure*, I. take it, are maximum 
figures — outside maxima?-- Yea. 

10.304. Now, if 1 remember it correctly, Sir Basil. 

Mr. Denning said in one part of his memorandum, 
in paragraph 12 of his memorandum, lli:ij it would 
lie possible by special arrangement with Dalian States 
to postpone the convention of their rupees in boards, 
if any P — Yes. , 

10.305. So, in spite of this possibility, you^ think 
that 100 crores will havo to bo converted ? — No. If 
that possibility materialises, 1 think it would reduce 
the 100 crores. 

10.306. And your assumption is that the Stales 
hold the majority of the rupees in hoard*, fir is it 
the masses that lintel tho hulk of tho hoards?— I 
believe that there are some very big hoards mostly 
in the Indian State*, which consist of British India 
rupees, but that probably the majority of tho rupee* 
that we are talking of, if they exist at all, are the 
sum of a large number of smaller hoards. 


10.307. Smaller hoards with the masses? — AVith 
tho masses, yes ; including hoards of 80 or 1(K) lakhs 
with individual bunias and things of that sort. 

10.308. A hundred Jakli*, that is a crore, with sumo 
private individuals?" 1 heard of one the other day; 

1 don’t know if it is true. 

10.309. The estimate of loo crores of rupees being 
in hoards is of cmin-c only justified hy tho one that 
3 on give of Hs. f> per head of the imputation being 
tho rupee currency in circulation? Yes. 

10.310. In view of the various special circumstances 
regarding tho p<-oplo hero, namely, want of educa- 
tion, sumo of the climatic handicaps, tho Jong di*- 
t:i nets, amt the want of fm-dilit-s for encashment, 
do you think Bs. 5 is not too much on tho low* side? 

■It is nil- int tol*! a low figure. 

10.311. Oh, you -purjjubcly Kept it a low figure. 
Tlu-ii it is possible that thoho 1<)0 crores may turn 
out to he an extravagant over-estimate? - Certainly. 

It 1,3] 2. Now, Mr. Denning'* scheme for a gold 
standard is divided into 4 sLages? -Yes. 

10,313. Do you think prn\ i.-ioii for all Ibis quantity 
of gold should bo made before a start is mado or do 
uni think that, it should bo made a* we pas* on from 
one stage to the other? Your difficulty i* the same 
difficulty as what we were speaking of a little earlier, 
that it i:-. impossible to foresee at all accurately what 
would bn tho effect, upon those who aro at present 
holding their store of value in tho form of over- 
valued silver rupees of an anuoiiiu-ciiieiit that in 
future the real store of value in India was going to 
lie gold ; ami so long as Mini is the ease you cannot 
say whether the whole of this demand fur gold imij' 

iu7C cnTIu^v cry ~’<] Tlt r ! tny 'twtpc rt. 1 1 ’ — 

H>7Til I/Tfir H.-imT, Tut that stage does not come oil 
until Me- very final stage? -No, hub I assume that, 
if tin* Itepnrt. of tho (Amu mi** ion took the form of 
i-c.-oiiin. eliding that this proposal should he brought 
into opi r itiiin in four stages, and stage L was intm- 
diM-i-d, intended to lead to stage 2, and 2 to 3, and 
3 to 1, and if people took fright and unloa ded their 
rupees at the first, stage, you may have ‘your’ ‘ TiiTT 
demand a t- "HT cV-’T doif t say you would havo TIT, hut 
you have to protect yourself against a risk of this 
character. 

1 0.3 1 A. Hut, a* you yourself suggest, any such 
nun- rni'ci incut, would have to carry' with it a suffi- 
ciently long notice? Oh, I was speaking then of tho 
taking away of tho unlimited legal tender character 
of the rupee. You would not announce any date for 
that. All that would happen would lie that the 
(I'ovcriiiiu-iit would presumably accept the Com- 
mission's Itepnrt suggesting an ultimate stage possibly 
ten years hems- for the disap iterance of tho legal 
tender of the silver rupee. 

19.316. Exactly. And in acceptance of that, 
(.voter u me lib would jw riiaju* think it necessary a* you 
.said in reply to tho (.Hinirmuu, to nee that a suffi- 
ciently long not id* is given of it* intention when this 
date is tixdt. Do you think that, in spite of this, 
tho peopl-* of 'India would rush for gold at. tho very 
Mart ? I don't profess to know. But I think yon 
have got io prepare for their doing so. 

10.317. Even at tho fir*! stage? - AYoll, you need 
not- necessarily at the find, stage havo actually ill 
baud or in sight the whole of bho 100 crores, blit you 
do want li> know that you can put your band on it 
before the cud of the stage. 

10.318. Or do you want to know la-foreliand that 
\ tin have got the goodwill of America or England in 
this matter. Would not that las enough? 1 moan 
if von did that hy making Mire that they would not 
1)0 opposed to it, if you had an agreement in principle 
that they would assist you. I. thought if you had 
general sympathy from them to this? — But I should 
he happier in dealing with a hanker to be dealing 
with something more than an agreement in principle. 

10.319. Kren though you felt that tho agreement 
might cost a good deal?—! don't think the agree- 
ment would lx) necessarily costly. <1 am muefy morc_ 
concerned about the difficulty of getting an agree- 
ment than wish ih© cost. 
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10.020. 1 thought you were going to tell us some- 
thing regarding this in Mr. Denning's memorandum, 
in paragraph 12, where lie says “ the bullion mer- 
chant, however, would obtain his gold from Govern- 
ment instead of importing it.” You said of that, 
100 millions is extra gold. But it includes some of 
the demands of the buillion merchants P — The 
assumption is that 100 millions is extra gold. The 
normal amount of gold would continue coming in to 
India as it docs now, irrespective of this extra 
demand. That normal demand might go on os at 
present on the money market without going through 
the currency reserves, or it might go through the 
currency reserve*, but it does not affect the total 
required by the Government or the totui of the extra 
gold required, whichever form it takes, whether it 
goes through the money market or adopts the new 
form of going through the currency reserve. Do l 
make myself plain ? The gold would go on coming 
in, hut it might he brought in by tlie exchange 
bankers and presented to the Government in ex- 
change for notes and the bullion dealers might buy 
their gold from Government so that the gold would 
go in mid out or it might be bought by the bullioy 
dealer* direct from the exchange bankers. 

10.021. You mean instead of their importing it, as 
they do at present, direct P — Yes; go through the 
Government. 

10,322. But why should there be any change in the 
method of importation by tho private inanP — 
Because you have introduced a new system under 
which gold can >l»e got direct from the Government. 
It does not mutter. This point is entirely irrelevant 
so far as the total of the gold required » concerned. 
It does not alter the position of the Government. 

10,020. The reading of paragraph 12, gave mo tho 
impression ns if that was included, but now you say 
that it is outside ? — This is in addition to the normal 
demand of India. 

10,024. When the Government guve out sovereigns 
nt their option from 1901 till about the war time, 
tlie consumption of sovereigns by tho public was not 
anything big? — No. 

10,020. lit only workcx^uL to 7 crores a year P—1 
have not got the figurq^flAw no doubt 
that is about tlie figurec^^ 

10,020. The absorption of sovereigns from 1901 to 
1912-10 was 60 millions in all, with exchange at 
Is. 4d. as it then was, that is, it was 71 crores. Why 
<lo you think that the people would now take more 
gold P—1 think that my assumption is that for 
currency purposes they would take even less gold than 
they did when they got tlie sovereign for optional 
cireulation. 1 have also expressed it as iny opinion 
that once you go through the initial stages the 
actual demand for gold in India would bo reduced. 
<lt is this initial stage, the special inducement that 
you will put forward to the holders of overvalued 
rupees, not for circulation but for hoarding, to 
convert their hoards into gold. If you can get rid 
of that liability, T agree there is nothing in it. 

10.027. Would you call the initial stages the first 
two stages or all the four stages P — I do not refer 
to any of these particular stages but the initial 
stage of acquiring the rupees out of the hoards and 
Mibslitiiting gold for them. 

10.028. We are in the realm of guesses ?— ' Yes. 

10.029. ( Sir Purshotamdas Thakurdas.) Now re- 
garding the quantity of gold and the possibility of 
our having it and the possible attitude of America 
towards it, I was reading the other night a spoech 
delivered by the Right Hon. R. McKenna before a 
Committee of Members of Parliament (it is in the 
Monthly Review of the 11 Midland Bank Limited ” 
for February-March, 1925, and I would like to read 
;liis part from his speech) 11 So far as I am able 
to judge, 1 should say that the supply of gold at its 
present value is more than sufficient to meet the 
world's demands and that consequently we ehall pass 
into a time of slowly rising prices, more active trade 
and increased employment. The world’s output to- 
day is about £80, 000, 000 a year at par value. •There 


is accumulated in the Federal Reserve Banks of the 
United States an excess of upwards of £300,000,000 
over legal requirements. A considerable demand has 
of late been made from India, Germany and 
Australia, but these three countries cannot absoib 
anythiug like the total output. The demands in 
other countries will probably be quite small. .... 
gold will come to this country without our being 
obliged to attract it by high money rates ” 

10.000. {Chairman.) What is tho date of the 
speech P 

10,030a. (Sir Purshotamdas Thakurdas .) The date 
of the Review is February-March, 1925, I cannot say 
what is the dnte of the speech, it is a speech before a 
Committee of Members of Parliament. Mr. McKenna 
stated that tlys particular question had Jong occupied 
the attention of Members in the House of Commons 
mid thut ho was greatly honoured to be asked to speak 
on this subject; that is why I said that it was a 
speech before some Members of the House of 
Commons. So this docs not show any great difficulty 
about it P— There are a good many views in the world 
to-day as to tho future course of gold prices. Pro- 
fessor Cassell is very seriously concerned about the 
shortage of gold in the world. There ure then some 
people like Mr. McKenna and others, for whose view 
there is a great deal to be said, who hold tho contrary 
view that there is rather more gold than is actually 
required to support tho present basis of credit. My 
safest course is to leave it at that. 

10.001. L was wondering whether in view of this 
sort of statement from a person like Mr. MeKenna 
one may not conclude thut there should not be any 
difficulty of getting gold from either America or 
through Ix>ndoii provided the case of India is put 
liefore them in the manner in which you suggested P — 
It provides the advocates of the cause of India with a 
strong argument for assuring themselves that there 
are people who hold that it could be done. 

10,302. {Professor Coyajee.) There are a few 
arguments for the gradual introduction of the Gold 
fttnndard which 1 desire to put to you. Tn the 
first jpl ace, with gradual introduction, no sudden ami 
great demand would <bo made by India on the world's 
stock and tlie difficulty of large borrowings of gold 
ns pointed out by you would be avoided, because wo 
should be bringing in the interest on the paper 
currency and gold standard reserve securities in 
the shape of gold for some years, say 8 to 10 years, 
and therefore we would not have the difficulty of 
large borrowings of gold to carry the policy through P 
- -If that is what is really meant and if the interest 
on tho paper currency and the gold standard 
reserves is to be entirely devoted to the purchase 
of gold, it involves a c harge of 4 or 5 crores a year on 
thfi. . Budfflet.Jtat is. AM. ' difficjulty . ~~ 

10,003. Then another nrgumentis that during this 
period of transition say of a decade, a trial could' be 
given to an improved gold exchange standard, or, 
on the other hand a shorter ..and. quicker, line of 
ndvauce could be found towards an international gold 
exfliangg standard. Is that an advantageT^Ot think 

r lO^0»‘^ 1 ^irdiJ r , ^ir^uTcr^enSfit by the ksm^of 
currency developments and methods of introducing n 
gold standard and conducting them in westerfi 
countries P-e- 1 think we are in a position to do that 
even without waiting for two or three yean. One 
argument that does seem to be an important one is 
that fWAt»n fa at, Aha ^irmnlr ftjargp. ■"Tplir 

of gokTift the United States of America^ It ought 
1 • to get thiiT goMTor V^ 
when ills surplus to 'the requirements of one country 
than it would be to obtain gold after gold has become 
evenly distributed all through the gold reserves of the 
various countries. 

10,005. (Mr. Preston.) Assuming that as soon as 
gold could be obtainable without touching the gold 
in our present reserves and taking into abcount the 
long time that a gold mint would require to come 
into operation and the slow progress of minting 
gold coins, would you consider a period of 10 years as 
early a date as possible to accept the full liability of a 
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gold standard ? — 1 think that there are several 
assumptions there which il would not assume. But L 
certainly think 10 years is a quite reasonable period. 

10,030. You think 10 years would lx* quite a 
reasonable period? — Yes. 

10, 337. Now assuming then that we adopt the 
method that you yourself suggested this morning 
that whenever additional currency is required beyond 
the actual amount of the homo charges and which you 
thought might on an average be about 5 million 
sterling a year, if in addition to that you were to 
odd an equivalent equal to tho 10 crore# of local 
Htindi currency that you create?- What is the 
amount now, 12 crares? 

10,3*38. Would it be a fair assumption to say that 
taking the average period of the next. 10 years the 
yearly uocii in illation of gold would 1 ms 7 million 
sterling? — I do not think you can take the Htindi 
emergency currency into the calculation because the 
jrhole purpose of that special provision is that the 
currency should be additional emergency currency 
created against seif-liquidating securities and should 
be automatically self-liquidated shortly after. It 
does not in itself envisage any uddition whatever to 
the permanent currency of the country. You must 
therefore leave that out of amiunt. I think 7 (Tores 
n year as an uddition to the currency is probably -\ 
high average. 1 should not like to commit myself 
without a little more thought hut five is not 
unreasonable. 

10,: 139. Let iik take 5. You say that 10 years 
would ho quite nil early period. Under your 
assumption then that would give us * r >0 million sterling 
in addition to that and owing to the slow progress 
which ill my opinion tho Mint would take in turning 
out coins, we could very readily arrange a credit 
ill the City of London for 10 or 20 million sterling on 
the surplus silver reserves you liuvo got in India? — 
So far as our credit is concerned L think we could 
very easily obtain credit either in England or in New 
York nt present on the l.O. IT. of the Government of 
India. 

10,340. 1 am not speaking in the ordinary sense 
of a sterling loan to he raised in London. I am 
speaking more of a private credit to Ik* arranged by 
Financial Houses and Bunks?- I do not think there 
is nny difficulty about the credit of the Government 
of India or its power to obtain for a purpose which 
is approved a loan either in London or in New York. 

10, Ml. (Mr. Prestun.) We have been in close touch, 
with Financial Houses during the last few years who 
provided ftiiniice for countries on their silver reserves 
pending the sale of the silver in London by means 
of six months’ bills, and it has been very cheap 
finance to thorn; and the Government of India, 
if they were merely to express their desire, net ns 
against the sale of the silver, hut merely pending 
the bringing into operation of the gold standard 
and ask whether a credit on that basis could he 
arranged, there would ho 'asolutely no difficulty. 
That I feel certain. *■ 

10.342. (Chairman.) Sir Basil, you have something 
to say on that?— I accept the general statement; L 
think from the point of view of the strength of the 
Government of India’s credit either in London or in 
New York there are no very great difficulties in 
arranging on very reasonable terms an external 
•credit for a reasonable amount for reasonable periods. 

10.343. (Mr. Preston.) I was merely desiring to 
get your opinion as to whether you would agree 
in principle with such an operation? — I should have 
to consider whether it will be the cheapest way of 
Government obtaining tho money. Subject to that, 

1 would agree. _ . 

10.344. I am looking at it from the point of view 
of addition of the accumulation; so that the 
accumulatipn there will be, the accumulation of 5 
millions plus the 20 millions which we can get. Would 
that appeal to you as it stands?— If wo can P© r ™"<J e 
the authorities of the City of London and the City 
of New York to allow us the use of our credits for 


the purpose of drawing our gold, there will be no 
difficulty. 

10,345. f don’t think we need bother about going 
to New York us long us we can discount tho hills 
uiid get the gold from London? Tho Bank of 
England would want to know how much its reserve 
is going to he diverted by this operation or if it is 
going to he replenished mid they might very well 
do as they did with tin* Australian Government, 
this year and sny that in the present circumstances 
wo cannot afford to allow the issue of u loun in 
London. It is a question of the strength of the 
Bank of England reserve. 

10,340. That was at the period when tho gold 
standard was still in force -Granting it was just 
after the introduction of the gold .standard, the 
reintroduclioii. the return to gold parity in London, 
it is exactly tin* sort of purpose for which a credit 
from New York was obtained by t-lu* British Govern- 
ment in ease* of such a demand for gold when it 
was in trod uced. 

10,347 Tell years npiical to you as tin* nearest 
period; and taking an ncciiniiiliilion of 5 millions 
a year for a period of 10 years you get 50 millions 
and that yon are in favour or you are not averse 
provided we could get sanction to float bills for 
20 millions and as nioiitldy shipments of about 
half a million sterling would be suffieient, then we 
need not disturb tin* London money market in any 
way? -1 think that the disturbance to tho London 
money market is exactly the same. I do not see 
that you are making any different proposition from 
wliai 1 was making unless you menu the postpone- 
ment of the introduction of the system, i suggest 
introdiieing it at oiict*. The various stages are set 
out in t lint memorandum and the final completion 
is as I suggested at tho end of toil years, whereas 
your suggestion is the introduction itself ten years 
lienee? 

10,348. If your mint is in working order you could 
commence operations on the arrival of the first 500 
shipments from l/ondnii. Might it not, therefore, 
be well to invite the mint master to say how long 
it would he before the in iifat could undertake coinage 
and at what rtftft of oiilLiini )Wr day they could turn 
out coin? I don't personally think that Ihero is 
any check on the progress of the scheme, as regards 
tin* question of rate of turn-out of gold coin. L do not 
regard* the amount of gold coin to be demanded 
as enormous. I t is bulli on rather than coin (pr 
which 1 untie ipITTc" the. (TciiiniuT. _ 1 don’t think 
postponing the tiling for ten years would make it 
very much easier to introduce. 

10,34!). That is only allowing for a sufficient period 
to enable tliu mint to gel sufficient number of coins 
to make this attempt?- For the purpose of accumu- 
lating sufficient amount of gold? 

10.350. You say you might have a frontal attack. 
If from your point of view you think it would he 
more advantageous to give out gold, thou there 
would be iio harm ill doing so as shipments of gold 
come forward to India. \Yc have got to make 
some sort of begi lining wlmteier system we udopt.. 
Taking this method would that not lie a quick 
means to a satisfactory conclusion? — l think it 
might lie made a means t.o si satisfactory conclusion; 
hut 1 am inclined to think that it is possible to 
adopt quicker methods. 

10.351. (Chairman.) Just to take one or two points 
in your examination, first of all as regards the 
question of the world's gold prices, is that a matter 
alxiut which you care to give any fuller evidence?-- 
I don’t think that the evidence that I could give 
would lie of any appreciable value as compared with 
tho evidence that the Commission would he within 
easy reach of a few months hence. 

10.352. You would rather refer us to tho more 
direct sources of information ns regards the prospects 
of tho world’s gold supply in relation to demand?— 
Yes. 
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Recognising that there arc opinions by 
authorities which uro expressed in a contrary sense, 
as regards the prospects? — Yes. 

10,354. As regards the question of the credit of tbo 
Government of India in Lho world’s money centres, 
i understand you express the opinion that the 
credit of the (iovcrnrnent is more than adequate 
to raise* any amount, which might ho necessary to 
carry this policy into effect?- -! believe so at present. 

]0,%V>. But nevertheless when you come to lho 
question of obtaining financial accommodation, the 
lender would consider the purpose for which lho 
credit is granted as well as tho amount? — Yes. 

10, •)/)(). You contemplate that it. will be necessary 
to satisfy tbo coutcni plating lender as to tho purpose 
for which the credit is g run Li d sts well as the' 
sufficiency of the security? -I think that the 
authorities in England would he reasonably entitled 
to ask whether the purpose of any loan whieh tho 
Government, of India went to the market for in 
Tmndou was to take away their gold reserve and to 
take any steps that are in their power if they 
thought that the action of tho Government of India 
was likely to damage the general position. 

10.. ‘lf> 7. The intending lender will consider not only 
whether the security is adequate hut whether there 
aro any oilier complications P — The individual 
issuing house sometimes does not consider those; hut 
tho attention of the issuing house concerned is 
sometimes drawn to broader questions by authorities 
who are interested in them. 

10 f 3fiS. You point out to us that recently, although 
tho credit of the Australian Government was no 
doubt more than adequate to raise a loan which it 
required in London, it. was nevertheless, for motives 
of general policy, icferred to other sources of 
lending?- -Yes, for the very reason that the position 
oL the Australian Government in London at tho 
moment was that, she in any case was going to 
draw gold from London and the authorities did 
not desire to see sueli an addition made to the 
amount of gold the Australian Government could 
draw from London at that time. 

10, Mot). There is only one other matter on which 
T want you to fill up a small gap in our knowledge 
on this important question of tho amount of 
additional jrold needed to carry this policy into effect. 
! iimlorstimd that you have considered tho amount, 
of gold necessary for the conversion of hoards, for 
the replacement of rupees in circulation, and for the 
fortification of the reserves? — Yes. 

Ift,3f5ft. yVhat about tho replacement of notes by 
gold in circulation ? Tins any' allowance been uiado 
‘for tli lit F — No allowance lias been made for that; 
hut if the ten ermvs was assumed as tho amount, 
that will go into circulation it does not mako a very 
largo difference. 

10. . ‘161. Then was the ten erores meant to cover 
both the replacement- «»T notes and rupees?--- Yes. 

10.302. Now, lastly, to exhaust any possible 
addition Lo the supply of gold needed, have you 
contemplated tho possibility that the fact Lhat gold 
was made more readily available might actually 
lend lo an increase in the amount of gold locked 
up in hoards?-- T don’t, think it is strictly true that 
the gold is more readily available in one sense, at 
any rale, during the first and second stages of the 
proposal. But at the same time it is tho more 
fact that gold is available that is brought more 
prominently to tho attention of the people. Actually 
Sir Muncckji Drul ah hoy was inclined to hold, if I 
judged rightly from the tenor of his questions, that 
the result of making gold more readily available 
would he to bring out gold from hoards rather 
than to take it in. 

10. . ‘16:1. What- do you yourself think P— I have 
assumed that in the earlier stage, it will have no 
effect one way or the other on existing gold hoards 
and that the second effect would bo to reduce the 
total amount of gold hoarding. 


10,304. You are inclined to believo that the result 
of making go ld more visibly available will be rather 
T o* incre gi s o ffijRC'ty tRnriiiish thiPT demand' for gold 
lor fresh hoards? — l woubrVujr’nflit' 'there* ■'Would Tie 
tuyrensq noy decrease jii„ thtf firlrtrTstngCr; ‘in 
the first stage while it will lead to gold' replacing 
silver it will have practically no effect on the total 
amount hoarded and in the second it will certainly 
ho lo diminish the amount hoarded. 

10,36.). Now, lastly, a question which I should 
have asked before hut which escaped my attention. 

I want, lo ask you about the mechanism suggested 
in Mr. Denning’s memorandum for drawing gold 
to India, whieh is no doubt within your memory. 
It is in paragraph 13 of Mr. Deuning’s Memorandum 
on a Gold Standard for India. To what extent is 
it possible to feel confident that this method of pro- 
cedure will actually place tho additional gold 
required at the disposal of India for the intended 
purpose?- -The assumption is that the operation 
coincides with a period of good monsoon, when 
India has a considerable) balance of exports over 
import.; to bo covered either by Government 
re m ilia ncc«s or by import of gold or by both. If 
temporarily you withdraw the facility for getting 
Government remittances, I think that the exchange 
banks and others would he forced to bring out gold 
in order to obtain currency with which to carry 
on their operations. I think there is no doubt as 
the certainty of tho effect of such operations. 
It simply comes to this: limb Government withdraw 
from tho market and leave a gap whieh is to bo 
filled by tbo import of gold into Tndia in order to 
build currency on it. 

1*1,366. What, is the reply to the comment that, 
neMimiug :i good year in which there is a largo export 
ami flour idling trade, any additional gold drawn to 
India hv this method may merely pass into circula- 
tion as the necessary supplement to the currency of 
tie count r.v required hy the prosperity of trade ami 
docs not become available for the replacement of 
in pcx's? ■ If it- remains in the Government’s balances, 
or ratlwr in the currency reservo balances, currency 
is issued against it- ; tho position of the Government 
is considerably improved, and it could probably then 
do some remittance which otherwise it could not. do 
and avoid external credit to that extent. 

]0.3ti7. If it remains in the currency balances, 
notes are honed against it? -Yes; the position that is 
envisaged I. think is that the exporter from India is 
exporting largely and his exports have to be paid for. 
The exchange hanks have undertaken tho liability to* 
meet his demands for currency and they would quickly 
find themselves with all their balances in London and 
none in India if they could not sell sterling to Govern- 
ment. They would have their sterling in London and 
would not 1 k» able U> meet their obligations ill Italia. 
They would therefore use the sterling in India lo 
bring tho gold out. They would take the gold to the 
currency authorities and get currency with which to 
pay their Indian obligations. They would obtain 
their min es in ili^t form or ul tenia lively they might 
simply sell the gold. T have not given tho operation 
quite correctly in this case. They would sell tho gold 
in tin* bullion market and get rupees for it; in that 
way tho rupcer; coming in would eventually bo tbo 
rupees that have rorne out of the hoards. 

10, 368. Why would it bo sold? — In the latter case 
because there would otherwise lie no currency with 
which to pay for tho bullion to that extant. 

10,360. The gold is brought to the currency 
authority ami currency is obtained against it. Then 
there is a fresh outstanding form of liability aguinst 
this gold held by the Government, so that the gold 
is not available for the conversion of frosh rupees. 
Js that it P— -Well the proportion of gold has been 
increased in tho currency reserves at that stago of the 
operation. 

10,370. So that a proportion of it can to used for 
the conversion of rupees?— And tho Government is 
then in tho position of being able to stand any reason- 
able demand which may arise for conversion of rupees 
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into gold at the currency office without importing 
fresh gold. It can wait thore till the rupees oomo 
to it. 

10.371. Supposing the gold is sold by the exchange 
bank to the bullion broker and the bullion broker sells 
it to the public, the bullion broker receives so many 
rupees with which he discharges his liability to the 
exchange bank. What does the exchwgo hank do 
with the rupees?—' The exchange bank {^suppose in 
that case will pay them into tho currency office; it will 
get a cash balance at the Imperial Bank I suppose. 

10.372. My difficulty, which may be an unnecessary 
one, is that this argues a period during which an ex- 
tension of the curroncy is necessary, and it would 
seem that tho import of gold is no more than is 
necessary in order to provide for the extension of the 
the currency P — There is some extension of the 
currency. I think it in the reflection of the fact that 
currency which is at present in hoards has on mo out 
into use as currency again and its placer has been 
taken by gold and rupees have comp out from hoards 
into circulation. There is temporarily at that stage 
necessarily a considerable increase in the total circula- 
tion, hut that must pour into the currency office 
because it bos nowhere else to go to, and that is one 
of tho means by which the rupees will oomo out from 
the hoards into tho hands of Government where they 
will be surplus in the form of rupees and ripo to be 
converted into another form of reserve. 

10.373. Once they girt into the hands of Govern- 
ment, all is well? — They must come into tho hands of 
Government at some stage [ think because if they do 
not come into the hands of Government there won’t 
he this extra demand for gold been use there won’t be 
extra rupees to pay for it if the rupees do not come 
out of the hoards. They must come out of the hoards 
in order to pay for the gold which they hove asked 
for. If they do not come out there is no demand for 
bullion, ami the bullion stays in the reserves. 

10.374. Now turn to the other side of tho picture, 
anil that is the possibility of a had year. If you have 
a bud year, with diminishing exports, so far from 
being able to keep the exchange above the limits of 
the upper gold point you might he fighting for your 
life to prevent it falling below the lower gold point, 
and there would be no question of drawing goldP— 
Of course if the Government is out of the market for 
remittance it is a very improbable position that the 
exchange will bo at the lower gold point. 

10.375. It would have to be a very had year?— It 
would have to be a very had year, T think, at tlmt 
stage. 

10.376. And if there were two had years P— Well wo 
wont into that matter to some extent the other day 
and I think tho view I took was that the worst 
moment was when the imports ordered in a good time 
ai$ 'coming in in a had time and have to he paid for. 

^0^37T". YA6i, that is so. Tliore is one question which 
I asked on a previous occasion on. which I would like 
to get a clearer idea, and that is, following up all 
possible hypotheses, tho question ns to what line of 
action should ho suggested in the case of a minimum 
response to tho offer for tho conversion of rupees into 
gold. This is the supposition that nothing happens. 
Supposing the full obligation has been accepted to 
convert rupees into gold and it is to remain a con- 
tinuing liability, and supposing that rupees nre not 
presented for conversion into gold, you will then ho 
confronted, will you not, with a sort of Damocles’ 
sword which will he constantly hanging over your 
head and which might materialise at the most incon- 
venient moment P — Yes, except if you come to the 
conclusion that you had overestimated the amount of 
rupees that was to come out. 

10,378. Nevertheless a considerable period of time 
would have to pass before you became confident of 

(The witness 


that conclusion? — You would during that period of 
course, instead of having a shortage of gold in your 
reserve, tend to have a very largo proportion in your 
reserve in tho form of gold. 

10.379. All that ono can say about it is that you 
would Ins holding an expensive reserve and not 
deriving any benefit from it?— It would not ho so 
cx.pcnsivo ns if there was a tremendous demand. 

10.380. What would the difference lie?- '-You would 
not in those circumstances have to resort to any 
temporary credit abroad. 

10.381. But you would have to raise the credit to 
get the gold, into the reserve? No, you would have 
to arrange credit, not necessarily to umo it, because 
you would rely mainly in the first instance on the sale 
of your securities. Your aim would be during that 
period to keep the amount of gold ill your currency 
reserves up to a comparatively high figure and you 
would take no steps to increase it specially until a 
demand arose. 

10, .‘182. Bo you contemplate that it would not he 
actually neccnsary to draw oil your credits unless and 
until that demand materialised? -You might have to 
pay something for your crodits, even though you 
might not use them. 

10.383. On tho analogy of similar credits Great 
Britain bus recently raised in the United States? - 
Yes; that ought to be a very small expense. 

10.384. T think that completes all the questions I 
have to trouble you with upon thin heading, Sir 
Basil? — 1 do not feel that L have given a completely 
satisfactory answer to the question you put as to tho 
drawing of gold to Tndia and its effect oil tho 
currency. I should like if I might to put in a 
memorandum oil that point -the course of events 
that is adumbrated in Mr. Denning’s memorandum 
regarding tho withdrawal of tho Govern incut from 
the remittance market and the forcing of imports 
of gold. 

10.385. I am very much obliged to you for tho sug- 
gewtioii, because, if 1 may say so, T have decided to 
treasure up your answers for subsequent considers 
tion, feeding that I linvo not nttaincMl ]>erfoct clarity 
myself in regard to some of them? — 1 hope my 
answers were correct so far as they wont, blit they 
were not L think clear. I did put it down on paper 
for myself at one time just because of theiohscurity 
of the hypothesis involved. 

10.386. The question about which it may he 
necessary for tho Commission to get a perfect clarity 
of mind is as to what exactly would he tho effect of 
this system in operation in a period of good trndo and 
increasing exports? — Yes. 

10.387. And how the additional forced import of 
gold, if one may use the word “ forced ” without any 
derogatory meaning, would operate to reduce the 
silver hoards. 1 think that would bo of very great 
interest. I do not know whether there are any further 
questions that tho members wish to ask 8ir Basil. 
There are various headings we have not touched 
upon, and if there aro any further questions to ask 
I believe we can have the advantage of his preBonco 
here to-morrow morning? — If the Commission desires 
1 will he here to-morrow morning. 

10,.' 188. (Sir Purshotamtlas T hakim fas.) I think, 
Sir, there are ono or two points on which I should 
like to question 8ir Basil to-morrow morning. 

10,389. (Chairman.) It occurs to me there may bo 
some further points which may have arisen in con- 
nection with the ratio and possibly some of us might 
liko to ask questions about that; i have none myself. 
Under those circumstances perhaps. Sir Basil, it will 
not he inconvenient to you to be here at 10.30 to- 
morrow morning? — Certainly. 

withdrew .) 
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The Hon. Sir Basil P. Blackett, K.O.B., K.O.S.I., recalled and further examined. 


10,.m (Chairman.) Sir Basil, are there any 
particulars which you would oare to add to tho 
answers which you gave us yesterday or by way 
of further elucidation of thoso matters ? — The 
question of tho way in which the extra gold 
would be brought to India and what its re- 
sults would be was one which 1 said yesterday I 
would like to add something to. I have tried to 
think it out in a way that is clear. The question was 
how would the operation alluded to in paragraph 13 of 
the memorandum on a gold standard for India really 
work. The assumption in that paragraph is that 
owing to the action of the Government in using its 
balances in England to meet its external expenditure 
the exchange banks would be in the position of having 
over-bought sterling and having no means of covering 
themselves except by importing gold into India. This 
import is assumed to be additional to the usual 
private imports. In order to get currency the ex- 
change banks will present the gold to the Govern- 
ment at the currency offices for exchange into cur- 
rency for circulation. This will strengthen the gold 
in the currency reserves and thero will be an increase 
in the note circulation ; but the Government will have 
been drawing on their sterling reserves to meet their 
charges in London, and in doing so will, of course, 
effect a reduction of the sterling securities in the 
reserve against which there will be an equivalent 
reduction of notes by cancellation in Tndia, the extra 
gold imported being assumed to he equal to the 
amount of the remittances. Tho position will be that 
tho sterling reserves will have been reduced by a 
figure which is taken in that memorandum at 46 
crores over a whole year sterling reserves will be 
reduced hy 46 crores, the gold in the reserve will be 
increased by 46 crores, and the note circulation will 
remain the same. All that will have happened under 
that assumption will be that the sterling securities 
will have been converted into gold. But there is 
another possibility. It may be, and is on the whole, 
likely that gt the beginning of the introduction of the 
scheme the additional import of gold by the exchange 
hanks for currency purposes will be sold to the bullion 
ifterctiarits^rather than to the ffwernment7T 
the Government would be charging , a small seigniorage 
and the bullion merchants would probably give a 
slightly better price than the Government. The 
exchange banks will, therefore, sell the additional gold 
to the bullion merchants, who will be ^prepared to 
meet the first demand for conversion of silver rupees 
in hoards in that case by means of the extra "gold * 
imported. The bullion merchants will then sell the 
extra gold to the holders of those hoards of rupees 
with the result that the volume of sUr&J&P^ 
emulation would bq.. increased by the aubunt of the 
rupees that comes out of hoards.' On the other hand, 
there will have been a corresponding reduction of 


notes in circulation, owing to the action of the 
Government in cancelling notes in India against 
sterling securities transferred in London from the 
paper currency reservo to balances. At that stage, 
therefore, there will be an increase in the silver rupees 
in circulation corresponding to an equivalent 
reduction of notes in circulation. The next step will 
presumably be that there will be a return 
of the silver rupees that have come out 
of hoards iuto currency offices in exchange 
for notes. The resultant increase in the circulation 
of notes will replace the notes cancelled by the reduc- 
tion following on the Government remittances to 
London through the reserves. So the final result is 
that the hoards of silver rupees of the public have been 
reduced by 46 crores and replaced by gold, the silver 
in the reserves hoe beon increased by 46 crores, and 
the sterling portion of the reserves has been reduced 
ky 46 crores. That is to say, the hoards have been 
Bought off to the extent of 46 crores, and the silver 
portion of the reserve has been increased against 
reduction of sterling. In due course the silver portion 
would thereafter be replaced as the rupEOBTRre melted 
down and sold by goJd or sterling. 1 think that is 
an analysis of the position which brings out the im- 
plications of paragraph 13. 

10.391. You have given us a very clear analysis. In 
the latter case which you have analysed, we have fol- 
lowed the rupoea actually back into the currency 
office? — Yes. 

10.392. In the former case we have not followed 
them quite so far on the supposition that gold is 
brought by the exchange banks to the currency office 
for currency. In the former case we have got as far as 
this, have we not, that the gold reserves of tho 
Government of India aro strengthened in proportion 
to the note issue, aiid therefore thero is a proportion 
of gold available for the conversion of the rupee? — 
Yes. 

10.393. But the final stage by which that gold 
becomes converted into rupees would still have to be 
taken in some form or other?-— Yes; the position at 
that stage is that tho gold in the paper currency 
reserve has been very greatly increased and is avail- 
able for the purpose of meeting the return of rupees 
from hoards desiring exchange into gold. 

10,894. (Chairman.) Tho Commission is now in 
possession of the contemplated working of the pro- 
posal. I have no further questions myself to ask 
you; but there are various matters on which my col- 
leagues may still require your assistance, if you will 
be eo good as to deal with any supplementary ques- 
tions from them. 

10,885. (Sir Pvnhotamda* Thakwrdai.y Regarding 
the Genoa Conference and the arrangement arrived 
at there by the various powers* it bee been said that 
the problem which the Genoa Conference had to solve 
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vai quite different from the problem which hae to be 
solved in the cose of India : it has been said that in 
the case of the European problem it was a question 
of putting on sound footing the destroyed currencies 
of the major part of Europe, but that in the case 
of India it is a question more of bringing out the 
gold which is in the Country but is not available for 
currency purposes; and that therefore the remedy 
suggested by the Genoa Conference woqh not apply 
and would not be a correct remedy for India. So you 
agree with that, or would you point out where you 
differ from that opinion, Sir Basil ?- I think that 
the proposals put forward by the Genoa Conference 
are of universal application. The circumstances of 
certain of the European currencies which wore dis- 
located at the time of the conference undoubtedly 
differed from the circumstances in India, but in my 
opinion the proposals of the Genoa Conference can be 
universally applied. 

10,806. Irrespective of the hanking facilities or the 
habits of the country and of the long usage or custom 
to which the people may be addicted for a hundred 
years or vnoroP — I think so, yes. 

10,397. The provision of adequate or inadequate 
facilities does not make a substantial difference be- 
tween the twoP — I think it makes a difference in the 
point of view of approach to a solution of the problem ; 
but I think that the application of tho general prin- 
ciples laid down at Genoa is the same, whether it iVa 
Country like Latvia, or Austria or Germany or Tndia. 

10,898. The goal for nil the countries T take it in 
your opinion would -he the same : but would not there 
be a difference in the stages by which you approached 
the goal P— There may he a difference in the stages. 

10.399. Could you not make it a little more definite 
than that? Would you not think that a difference in 
stages is necessary P— The goal in each case is, I think, 
paper currency inconvertible internally but Com- 
pletely convertible on a gold basis for the purpose* 
of foreign payments, the object of that arrangement 
being to give a perfectly stable internal currency for 
all the countries of the world based on a gold stan- 
dard, arrangements being made to economise the gold 
by not having it wastefully used in circulation in the 
various countries concerned, hut kept in central 
reserves, the ideal aimed at being that you might go 
on, from having national reserves of gold, to have 
something in the nature of international reserves of 
gold ; and I think that applies just as much to India 
as to any of the other countries; Tndia is quite 
capable of being a valuable partner in that inter- 
national arrangement, just as capable as Any of tho 
other countries, and a most important partner in 
the arrangement. 

10.400. But India could ho such a partner only if 
India is brought to the goal in a steady manner ; if 
any of the means adopted in that should be regarded 
otherwise it would he a setback to this progress 
towards the goalP — It is most desirable, of course, 
that the currency system adopted by India should he 
one which is generally regarded by the people of 
India as a desirable one. 

10.401. And should he accepted by them as such? 
—Yea. 

10,408. In the case of these European countries the 
question was how to get gold backing for their cur- 
rency systems P — In some cases, not in all. 

10,408. In the case of the majority of the countries 
which really gave anxious thought for their finance? 
— The anxiety of those who were concerned in the 
Genoa Conference was undoubtedly to try and restore 
confidence in and stability to the currencies of the 
disordered countries of Europe. 

10,404. For which countries it was ft question of* 
how to get the gold necessary for the backing of 
their currencies P — It was not always a question of 
how to get gold ; it was a case of how to get them to 
uae it. ... 

10,406. Wasn’t it a question also of giving them 
credit in order to start their currency programme P— 
It went a stage further back And -pointed out to 
them that you could do nothing as regards the 


getting back to anything like stability until you 
stabilised the budget. 

10,40(5. 'lint after the budget part was over? — It 
,1Q k * n ca8Cs a matter of a real shortage of 
gold, lit was an unwillingness to face the fact in a 
groat many puses that the currency had essentially 
broken away from its pre-war parity, and it could 
not be usefully thought of in terms of its pre-war 
parity. 

10.407. These countries, Sir Basil, didn't havo gold 
imported on private account?— Not to any extent 
comparable to that which takes place in India. 

10.408. Tn India thero is a free import of gold and 
the import of gold last year was much more than 
what Government imported P--- Oh. yw; the (.over n- 
ment did not import anything last .war. 

10,400. I mean much bigger than Government have 
ever imported in one year? -Oh certainly. 

10.410. Therefore, the. remedy that has to he de- 
vised in the case of India should he one which is 
different from that required by some of the States 
of Central Europe?— I don’t think that the currency 
policy alone can finally solve the question or tho 
Indian habit of importing gold for private purposes. 

10.411. No. Not the currency policy alone but a 
correct currency policy in keeping with what Indians 
can understand a ml appreciate would help that 
solution very materially?—! hope so, certainly. 

10.412. 1 take it that you also think so and agree 
with it P -That is the basis of my recommendation of 
the gold standard. 

10.413. Then in that case, Sir Basil, hearing in 
mind that the bulk of the evidence before the Cum- 
in union has been for a gold standurd and si gold 
currency and that not a single witness, as far as I 
remember (I speak subject to correction by any 
other member of the Gom mission) not a single witness 
lias indicated inconvertible paper, do you think th:it 
a policy which indicated inconvertible paper (you can 
later on put it in uny shape you like) would Imj tho 
correct safe policy in tho direction of the goal of tho 
Genoa conference ?— 1 should hesitate to count heads 
when T was weighing ovideuce. If l got really good 
evidence from two people in favour of inconvertible 
paper, 1 might regard it ns more important thun 
evidence against it from 200 people. 

10.414. Yes, if it was of such outstanding merit 
and if you saw such merit in it. But where it was a • 
question of getting popular approval of it and getting 
something which would >be acceptable to tho country, 

1 don’t think w© can get out of counting heads? — 
Except that 1 hope that the report of Commission will 
bo a real education to tho people of the country, 
and it is after all tho duty of those who understand 
the subject to educate tho others to appreciate what 
is really good for them rather than to say that 
been use you ask for something though wo do not 
think it is host for you wo^ere going to give it to you. 

10.415. If there were hot any material defects in 
what was accepted by the country and looked forward 
to by them, could you turn it down lightly? — I think 
w© are getting into rather a hypothetical region - 
What T do say is that T do think the demand for 
gold in circulation in India is based on some mis- 
understanding of currency and I would like to do my 
test to make people realise the benefits of something 
other than actual gold in actual circulation. 

10.416. And I take it that from what you have 
told us before now it would be a fair inference that 
you are for steady measures which would lead in 
that direction P — Certainly. 

10.417. (Sir Pvruhotamdan Thakurdag.) May >1 ask 
questions, Sir, regarding the ratio? 

10.418. (Chairman..) I think it would be convenient 
now to cover all outstanding questions. 

10.419. (Sir Purghotamdag Thakwnlas.) Then I will 
ask after any other member who has questions to ask 
on the question I have finished. 

10.420. (Chairman.) I think, Sir Purshotamdas, you 
had 'better proceed, and then we will have a general 
sweep up. 
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10.421. {Sir Purshotamdae Thakwrdas.) I pro* 
poHO now, Sir Basil, to ask about the question of 
ratio. In your evidence at Delhi you said that in 
October! 1924, the Government apprehended that in 
tho alienee © F definite action by them the rupee 
may quickly go up to 1 b. 7d. or Is. 8d. sterling, which 
would have meant Is. fid. or Is. fid. gold at that stage, 

* and that Government decided that some action would 
have to be taken to prevent the appreciation of the 
rupee for Is fid. sterling which wus then Is. 4d. 
gold. Could you give me the reasons that induced 
the Government to change their policy and eventually 
allow tho rupee to roach la. fid. gold which wus 
exactly what they appear to havo wished to prevent 
at tho earlier stage P — Is. fid. goldP 

10.422. Yes? — The Government did not change 
their policy. The Government, os was explained in 
the previous evidence, intervened at the moment 
when oxchange was at Is. fid. sterling with the in- 
tention of preventing it from rising above Is. fid. 
sterling. The moment of their intervention was 
actually the moment when exchange was for tho first 
time for somo time past at Is. 4d. gold. The reason 
for their intervention at that moment was that it 
•was the beginning of the busy season and they had to 
intervene and take some action and for the time 
being fix on some rate which they would regard as 
the maximum they thought desirable for the time 
being. The rate they fixed on was Is. fid. sterling. 
The fact that Is. fid. sterling became Is. Gd. gold 
during the next four or five .months was a matter 
which arose out of the appreciation of sterling in 
terms of the dollar, as the moment approached when 
sterling and gold became on a par again. The 
Government of India did not change their policy in 
any way. They stuck steadily to their figure of 
Is. fid. sterling. 

10.423. And they would have stuck to the figure 
of Is. Gd. sterling whether tho sterling reached gold 
at all or not? — For the time being they choose 
Is. fid. sterling ns the figure at which to keep 
exchange steady, not with reference to its value in 
terms of gold but with reference to the steadiness 
of the rupee — sterling exchange. 

10.424. 1 see. Considering the course of exchange 
wince 1808 when it was stable at about Is. 4d. for 
20 years, rising and unstable for 3 years thereafter, 
1918-20, varying from Is. 4d. to 2s. lOd. and unstable 
for 2 years, 1920-22, rather steady at Is. 4d. for one 
year, 1923, and again rising up to Is. fid. for one 
one year, 1024, and recently steady at the latter 
figure, do you think in these circumstances, all 
adjustments at the level of Is. fid. could possibily have 
been made? — I think, I said in tho previous evidence 
that in my view the majority of the adjustments 
arising out of the various changes that have taken 
placo in the value of the rupee over the lost ten years 
were in process of being completed at the rate of 
Is. fid.; that there were some still to go and others 
would probably tuke a little longer, but broadly 
speaking the adjustments were approaching tfcm- 
ptetitfh. T don't think that one can talk about it' os 
adjustments as from Is. 4d. to Is. Gd. It ig, jpdjust^ 
meats to a rate that for the first tinuflor. 8 years 
has been steady for oyer p year, 

10,426. Yes. Would you name tbo principal items 
of adjustments which are not yet complete? — I think 
thub cotton is one of the instances in point. The 
price of both raw cotton and cotton goods. World 
conditions havo affected the position very consider- 
ably and cotton has boon rather out of equilibrium 
with other prices. I have not in my mind at the 
moment any general list of oases in which adjust- 
ment has been completed or is approaching com- 
pletion, and of course it is a matter where it is 
difficult to be precise. 

10,428. Of course at Delhi we agreed that wages 
had not been adjusted, neither industrial nor 
agricultural?— I said that I didn’t think there had 
to o” any fall uTVag&s "its the result of the receni rlfie 
in the 1 rupee hut that there was a general iendeiffiy 
for money wages I thought to rise in India over a 


long period andj£or-xeal .wages to rise t oo an d that 1 
didn't expect a large fall in money wages as T result 
ofllie fixation of the rupee at la. fid. ; that its effect 
weukLhmJf anything, rather- to pqetpunaor prevent 
the rise in money_wages which would otherwise have 
ffKSonpTacd; " * " " “ 

10,427. Tho representatives of tho Bombay mill- 
owners giving evidence before the Commission 
definitely mentioned it os their conviction that they 
do not oxpeot to be able to put down wages without 
great disturbance to the relations between labour 
and capital in Bombay. Asked whether they do not 
apprehend having to raise wages if Is. 4d. was 
stabilised, Sir Victor Sassoon definitely said that this 
association apprehended nothing of the sort as their 
experience during the last 25 years has shown that 
Labourers expect an increase in wageB only when the 
mills are thriving. Do you share this opinion of the 
mill-owners or will you give us the reasons why you 
differ from them? — The mill-owners said, as 1 under- 
stand it— >1 have not seen their evidence — that they 
see no possibility of putting wages down much os they 
perhaps would like to do it, without a strike. 
Therefore, Jhoy want the assistance of this Opm-^ 
mission, in putting them down by putting the rupee* 
to 15713 7 lnsteud of ls. Gd. That' is how 1 would 
tend ttm rjfatem eht. 

TI0;T28. That muy” be one way of putting it. But 
I don't think that is the way in which it was either 
meant to be taken or understood ?— That is its effect, 
1 submit. 

10.429. That may be, and I am quite prepared that 
it should go on record as your construction. 1 am 
only concerned with the question to this extent. You 
said that the tendency of wages in India is to riso 
and Is. fid. has prevented the riso. An important# 
section, a very large employer of labour in Bombay 
has definitely said that they don't apprehend any 
rise except when the industry is prosperous. And 
that if Is. 6d. was stabilised they fear that thoy will 
not be able to continue to pay on the same scale as 
at present, and a long and perhaps very distressing 
struggle may havo to be started between capital and 
labour. That is the extent to which I am concerned 
with them? — I quite seo their difficulty. Their 
difficulty is that they feel that with the rupee at tho 
Is. fid. level, the money wage which they are at 
present paying is actually higher than they can 
afford. And they would like to get out of the 
difficulty by a reduction in tho rate of exchange, quite 
naturully. 

10.430. Not for that purpose. However, we won’t 
discuss that. Therefore, you share their appte- 
hensions in that if Is. fid. continues, their appre- 
hensions regarding a long struggle between capital 
and labour may come to bo realised ? — I don’t know 
that I necessarily share their apprehensions but I 
recognise that they have had some difficulties. 

10.431 . Do you agree with them when they say that 
if exchange was stabilised at Is. 4d., they would not 
have to pay an increase?—! must say that if Lwere 
a worker in a. Bombay mill, when, exchange was down 
at Ts. 4d. 1 should ask for an increase. 

10.432. They say that labour would not strike for 
higher wages? — It does not definitely mean a reduc- 
tion in the money wages of the labourer. Therefore 
I do not say that they would strike for higher wages 
because it will be concealed in the form of a fall in 
exchange. But it would certainly he a reduction in 
the real wage of the labourer ; whether it would be 
justifiod or not, I thiftk I am not in a position to say. 

10.433. - 1 am sure that, there has been no reduction 
in railway freight since the appreciation in the rupee? 
—Yes, 1 think there has been: some small reduction. 

10.434. A general reduction in railway freight 
rates?— No general reduction as yet; there have been 
some small reductions and I hope that considerable, 
rather bigger reductions both in railway freights and 
Tailway fares, are coming fairly shortly.* That is a 
matter which will perhaps he known by the time the 
Commission has reported,— as to whether there has 
been a further reduction,— but I think it is quite 
definite that as a result of. the improved position 
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with which the improved exchange hoa something to 
do, the railways are earning considerable sums for 
their reserves and aro hoping to be able to use thorn 
reserves for a reduction of faros and rates. 

10.435. Of course that is a matter of State secret 
until the Finance Department notify it and I do not 
propose to ask you on that. There is one goneral 
question. Until there is a corresponding reduction in 
railway freight rates and carriage or for export of 
goods to the coast, you would recognise it us a malad- 
justment?- — I think that the present rates of railway 
freights and fares aro historically duo partly to the 
difficulties of the Government of India in budget 
matters during and after the war and partly un- 
doubtedly to the rise in prices and general financial 
difficulties, and that ns things grow easier, a reduction 
is due. That is one of the reasons aiul tho other 
reason is tho improved position of tho exchange. I 
do not know that it is quite true to suy that there is 
a maladjustment at present between railway freights 
and other prices, because 1 think if you compare tho 
pre-war - position with 'to-day, tho railway freights 
have not gono up by more than on tho avoTago 30 
per cent, whereas the general cost of living and 
general wholesale prices have gone up by almost 
double that amount. 

10.436. Railway freights have not gone up by more 
than 30 per cent. P—1 think I am right in saying 
that; I remember figures being given in a debate m 
the Assembly about a year or two years ago. 

10.437. I remember those figures roughly but I am 
not questioning you about them. What I want to 
ask is whether in cases where the general level of 
prices for a raw material which is exportable is 
advanced by say, 70 per cent, over tho pre-war level 
of prices, if the other charges payable on that raw 
material after it leaves tho field and before it is put 
on a ship, has advanced 30 or 40 per cent, in such 
esse does tho appreciation of *tho mpeo not mean a 
reduction to tho grower to tho extent of maladjust- 
ment in these intermediate charges between tho farm 
and the shipP — Appreciation from what? 

10.438. From its pre-war figure?— Ouo cannot ex- 
pect tho prices of all tho various commodities to settle 
down in exactly tho same relation to each other ns 
they were before the war. I think os a general 
statement 1 could accept what you say, that whore 
charges have gono up more than in proportion to 
other prices such as if railway fares which you 
mention have gono up more than in proportion to tho 
other costs, thoro is some further adjustment which 
is likely to tsko place, or is desirable. 

10.439. Can you tell ufl approximately the period 
when tho balance of adjustments is likely to take or 
should take to make tho maleffects of tho appreciation 
disappear P— I think the vast majority of tho adjust- 
ments take ploco within n year or 18 months and 
there are some which necessarily — the customary 
prices and things of that sort— tuke very much longer 
but I think the vast majority toko pine© within a 
year or 18 mouths. 

10.440. One or two witnesses that I have in mind 
I think put down the period at between 7 to 10 
years P — There may be individual cases where an 
adjustment may not take place for a life time but I 
think 99 per cent, of the adjustments take plaeo very 
much quicker, within a oouple of years. 

10.441. Between say 18 months and 5 years? I say 
within a oouple of years. 

10.442. Is it the intention of Government to make 
any ’reductions in the pay of their subordinate and 
menial stuff and of tho superior services in view of the 
appreciation of tlra rupceP— -Again the appreciation 
of the rupee from Is. 4d. before the war to Is. 6d. 
now, - meanwhile prices, the level of prices having 
altered all along the line. r I think it is generally 
true that if you take 1914 and the cost of living oi 
wholesale prices or retail prices then and compare 
them with what they are to-day and then you take 
the wages and salaries of either the subordinate 
•sryjeee or the higher services, the salaries have gone 
up 'Jem than in proportion to the rise in price*. 
That is certainly true of the higher services; it is not 


perhaps truo in all case* of the subordinate services; 
but I believo it is on the average true that even in 
the case of the subordinate services the increase in 
wages has not been entirely in proportion to the 
increase in prices; that is, tho subordinate services 
ulotig with tho rest of the population aro paying some 
share of tho cost of tho war. 

10.443. In 1922, when the rupee was under 1 h. 4d., 
it was generally recognised that the increases given 
in tho pay of various Government servants were 
about ooinmensurato with tho rise in tho cost of 
living? — Was that agreed generally ? It certainly 
was not true of tho higher-paid services. 

10.444. I am only asking you whether it was not 
the general feeling that no moro increase's wero either 
called for or should bo given? Certainly thero had 
been a tendency 1 think in view of tho increase in 
tho cost of living and so on to think that one after 
another the increases in the salaries to the sub- 
ordinate services should not 1>© moro than the Stnto 
ought properly to bear in the difficulties in which it 
was, but I do not think it ivus established that to any 
general extent thero had been un increase in tho pay 
of tho subordinate services more than in. proportion 
to tho increase in the cost of living. 

10.445. You have heard it that the range of pay in 
private service, of private individuals, etc., shows an 
inclination towards some curtail merit? I believe that 
is so at present. 

10.446. Need not Government follow it up? -I 
think Government aro in the position of not having 
followed tho rises quite to the extent of the private 
employers, and therefore one is not likely to follow 
tile fall quite so readily. Hut 1 may mention, 
speaking for myself, that the general * effect 
of the increase in the rupee up to Is. fld. 
recently has l>een to enable me in many cases as 
Finance Member to rufiise increases that 1 might 
have had difficulty in refusing otherwise. 

10.447. On the score of the appreciation of tho 
rupee? — Yes. It works negatively much more than 
positively; it is much more difficult to work it posi- 
tively. 

10.448. With reference to paragraph 4 of Mr. 
Me. Watters’ memorandum, thero tho deficit in tho 
Central Budget owing to a ratio of la. 4d. being 
adopted is put down at 3-16 erores excluding rail- 
ways. Against this it is pointed out that there 
would ho a liighor revenue from increased customs 
on articles which aro liable to an ad valorem duty. 
Mr. MeWntters gives the figure for tho higher 
return on ad valorem articles at 2-62 crorcs on the 
following two assumptions, (1) that the figure of 
imports is not diminished, (2) that tho price of 
imported goods is raised by the full amount of 124 
per cent. Allowing a reduction of 62 lakhs for 
variations duo to tho two assumptions of Mr. 
MeWntters, there is a net loss of 1'10 erores in the 
general Bud golf of tho Government of India, exclud- 
ing railways. Do you think that the Central Govern- 
ment are likely to make up this 1*10 erores by 
increased revenue under the head of income-tax as 
local industrial concerns and the general commercial 
community ns a whole claim to ho better off with a 
lower exchango than a higher exchange? I am 
afraid I do not follow those figures. 1 have not seen 
Mr. McWattors* memorandum. 

10.449. You see, 3-16:2 62 is what he gave by a 

subsequent memorandum. You would like to see 
that memorandum P He put in a memorandum 
which I asked for in Delhi, but unfortunately it is 
not with me 1—1 do not think I have seen it. Tho 
assumption isP . 

10.450. The volume of imports ib not diminished, 
und secondly tho prices of imported goods rise by 
the full amount of 12} per cent, in rnpeosf — I 
wonder if you could kindly repeat the question. 

10,461. The first part is only a summary of the 
memorandum. With reference to the paragraph in 
Mr. McWatters’ memorandum, the deficit in the 
Central Bank due to the ratio of Is. 4d. would bo 
3 - lfl erores excepting railways, and, of course, not 
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counting capital expenditure. Against this there 
would be a higher revenue from increased custom® 
on articles which are liable to ad valorem duty. 
Mr. McWatters gives figures for the latter at 2-62 
crores on the following two assumptions, (1) that the 
volume of imports is not diminished and, (2) that the 
prices of imported goods rise by the full amount of 
12 per cent. Allowing a deduction of 62 lakhs for 
variations due to the two assumptions of Mr. 
McWatters, there is a net loss of 1'16 croreB. Do 
you think that the Central Government are likely 
to make, up for .this 1*1(J crores by increased revenue 
under the head of Income Tax as local industries 
and the commercial community claim to be better 
off with a lower exchange than with "a higher 
exchange ?— T do not think that there would be an 
immediate increase either in the customs duty or in 
the yield of any other tax to the extent proposed. 
The increase in the customs duty would probably 
fairly be seen over a period of two or three years. 
But the increase in Income Tax seems to me to be 
very problematical. I said last time that I thought 
that ultimately, after a period of some years, it 
made no difference to tho Government what rate 
of exchange there was. But the temporary effect of 
a lowering of the rate must necessarily be an imme- 
diate increase in taxation. 1 do not think that 
you would get the full two crores in the two years 
that you are speaking of, and so far as other taxes 
are concerned, i.t will he more liko three years before 
you get the additional yield from existing taxes as 
a result of the lowering of exchange. 

10.452. May we take the two separately just to 
understand the position a little more clearly P Re- 
garding the increase in the return from the customs, 
is it nut indeed a mere matter of calculation? After 
nil the rupee prices would advance to the extent of 
121 per cent, as between Is. 6d. and Is. 4dP — Yes; 
but of course, tliero is a considerable lug. Most of 
the valuations are annual. Rome aro longer than 
annual, so that it would not bo until you had had a 
year at the higher prices for imports that you begin 
t j get the benefit. 

10.453. 1 fully agree. 1 am not thinking at all of 
the higher prices. 1 am only thinking of the con- 
version of the sterling into rupee?— Your customs 
duty is paid in rupees on a tariff valuation. 

10.454. And the invoice price is converted from tho 
sterling into the rupee, either on Is. 6d. basis or on 
In. 4d. basis P— In a great many cases the valuation 
is annual. 

10.455. But is your annual valuation in rupees or 
is it in sterling convertible at the current rate P— In 
rupees. 

10.456. Even for ad valorem articles P— Yes; so that 
you have got to consider a longer period. 

10.457. One year at the most? — Yes ; and certainly 
not Jew than one year on the average. 

10,468. And that year need not necessarily mean 
delay because when you adopt Is. 4d. in your budget 
that would be about the time when you fix prices for 
the customs revenue? — The valuation is fixed on an 
average of prices over the preceding period, fit is 
an automatic result of an average of prices for the 
preceding year. 

10,459. And if the exchange went up to Is. 8d., 
don't you think you would have to give the com- 
mercial community the benefit of the higher exchango 
and take lesser rupees?— In such a case you would 
change your system of valuation rathor arbitrarily. 

10,400. But surely you had to thus change before 
now. Of course, tho war period is rather bad in that 
sense? —We had the position of course. It is very 
frequent. Any of those who have been dealing in 
imported article* will know that. The traiff valua- 
tion, the change on the first of January in the tariff 
valuation, has made a very big difference in regard 
to a good many of these articles owing to previous 
figures. For instance customs on cotton goods* 
There was a big fall in the valuation of cotton goods 
introduced rather exceptionally, I think, in the 


middle of the year in view of the special difficulties 
of the cotton trade. 

10.461. You had to put down P — «We did pnt it down 
rather exceptionally early. 

10.462. There therefore ia a precedent which would 
not prevent you from putting it up now if .justified. 
It will perhaps depend on the extent to which the 
Finance Department assert themselves? — I doubt if 
we could force anything of that sort. 

10.463. One of the reasons embarrassing the 
Government of India in a scheme for gold standard 
and gold currency is the quantity of gold required by 
the Government for the new policy and the cost of 
tho same. Witfi exchange stabilised ^ At ls*~4d,-gold 
t o tho rup ee you, ‘require. leaa'.gpid for every rupee 
that may be offered for exchange in” gold' and the 
amount of gold actually required will he appreciably 
less than the amount of gold which you estimate on 
the Is. 6d. basis. What importance do you attaoh to 
this consideration of the fixing of the ratio of ex- 
change between the gold and the silver rupee? — It is 
a .very attractive method of reducing the cost of the 
gold standard which lias not escaped our attention. 
But" it seemed to us that you could -hardly deliberately 
set about to reduce the value, of all your silver rupees 
now in the bands of the public in order that you 
might possibly redeem them at a less price. It did 
not seem to be a consideration that the Government 
could very seriously put forward, either put forward 
as a reason for doing something or give weight to as 
a reason for doing something, that they would be able 
by putting exchange at Is. 4d. rather than at Is. fid. 
to pay less for the rupees which they want to redeem. 

10.464. Consideration for those who hold rupees in 
hoards? Not fair to them? — It is hardly fair 
deliberately in order to be able to redeem those 
rupees at a lesser rate. 1 recognise it is a very 
important contribution. 

10.465. What about those, Sir Basil, who hold their 
hoards and their savings not in precious metals as 
lu> ante 'but ns silver ornaments? — The precious metal 
of silver ornaments is not a promise of the Govern- 
ment to pay. It is not a bit of silver stamped by 
Government stamp. It is an ordinary commodity. 

10.466. Even though 3*011 may recognise, as I am 
sure you will, that the silver ornaments represent 
the hoards, the savings, of the poorest classes in 
India?— In some oases of course: that is one of the 
difficulties. 

10.467. In the majority of cases. Who else wears 
these ornaments?— The richer classes have it in the 
form of silver utensils. I was not confining the word 
ornament simply to personal ornaments. But. 1 
accept the point. One of the difficulties of course of 
the proposal for a gold standard ia that it will reduce 
the value in the hands of the large hulk of the 
population of the silver which they hold. 

10.468. As against the consideration that the 
Government wish to show towards the people who hold 
rupees in hoards and to those who hold rupees in 
circulation it may not matter at all, don’t you think 
that the other consideration ought to weigh equally 
if no more? — I think I should say not so much, 
because it is not a Government promise to pay. But 
it is an important consideration. We had proposed, 
you remember, to protect the holders of silver in this 
country to some extent by the imposition of a four 
anna per os. import duty, which will be a protection 
to the holder of the silver ornaments to that extent. 

10.469. Yes j but that would be a round-about way 
of giving protection and if we .merely agree that 
some protection, or every possible protection which 
may be given should be given, would not the lower 
rate of exchange be the most direct protection that 
you could giveP — I do not think the lower rate of 
exchange in any way helps the holder of silver 
ornaments. 

10.470. Is silver not worth less in rupees at the 
higher rate of Is. 6dP— It will have very little effect 
in reducing the amount of silver that you will have to 
liquidate. 
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10.471. Of course not; but it would make a differ- 
ence in the price that the holder of silver ornaments 
will get P— It mokes a difference from the point of 
view of Government (between the currency value of 
the rupee and its value as bullion. But it does not 
add anything to the bullion value of the silver in the 
ornaments. 

10.472. Except that the market price of it is 
higher in rupees? — I do not think it is any the 
higher. 

10.473. To-day the price of silver here is 71 rupees. 
If exchange was Is. 4d. yon think that the price will 
be 71 P— r But the commodity price would not be any 
higher. 

10.474. How do you mean the commodity price P — 

Ra. 71 for 100 tolas at present. If you had the ex- 
change at la. 4d 

10.475. It would go up by Bs. 9P— Only Hs. 9? 
Yes. 

10,475. Then silver could not be imported into India 
at less than lis. 80 per 100 tolas P— It would, cer- 
tainly, 1 agree, be worth more in terms of rupees. 
But those rupees will be worth less in terms of com- 
modities. But you have done nothing to help the 
holder of the silver ornaments by allowing him to 
get rather more rti|iees at a rather less value. He 
gains nothing by getting more rupees if they are 
worth rather less. * 


10,477. The question then is at what stage is the 
rupee worth the same, and you come back to the 
same point? — Yes. 


10.478. A witness in his written statement before 
the Commission has the following. I may say, Mr. 
Chairman, that this is by Professor Junnnrkar of 
the Dacca University, whose written statement I 
have here. He says “ The rise of the rupee in terms 
of goods is artificial in so far as it has resulted from 
an artificial limitation of currency, and temporary in 
so far as it does not appear to havo affected services. 
It is urgent in the interests of the country that this 
1 deflation ’ must cease, and a provision be made for 
nn automatic increase in currency in accordance 
with the needs of commerce and industry.” Do you 
agree that the rise in the rupee has resulted from an 
artificial limitation of currency? — I think that the 
value of any currency depends ultimately on the 
supply. Tt is supply in relation to demand. 

10.479. 1 am afraid I have not been able to follow 
you?— The rise in the value of the rupee is due to 
its being less abundant in relation to the demand 
than it would have been if there had been more of it. 
It is exactly the same as has happened in England 
for example in getting back to the gold standard. 
You may say that the return of sterling to the gold 
standard is due to an artificial limitation of the 


supply of the former. 

10.480. Now let us look at it from this point of 
view which I think would he easiest understood. If 
deflation was really required by the country or if the 
country really needed deflation the deflation would 
be made by the direct method available to you, 
namely, by offering reverse councils. You stopped 
that and you deflated without any method it is saidP 
—I do not agree that the offer of reverse councils is 
the only possible method of deflation. 

10.481. It is the only one by which you can accur- 
ately gauge whether deflation is needed by the country 
or notP— I do not agree at all. You cannot accurately 
gauge whether deflation is needed by the country by 

any method whatever. - 

10.482. Then does it remain at the sweet will or 
the person or persons managing the currency to 
decide whether deflation is necessary (or called for) 
or not?— It will always remain at the will of some 
one or somebody. 

10,488. Then the automatic part of it w unnecaa- 
aaryp— It cannot be absolutely automatic. ** * * * * 
it depends on the disoount policy of the Cwrtrol 
Bank. With the most automata s system, the discou nt 
policy of the Central Bank is the key *® ths success- 
ful working of the system, however automata. 


10.484. Well where you have no Central Bank and 
no discount policy as in India os she was between 
1921 and 1924, don't you think that the only correct 
method of gauging whether the country either could 
stand or needed deflution is to offer reverse councils? 
— No, I don't. 

10.485. And you thorefore then would not agree, I 
take it, that the limitation of currency was an arti- 
ficial method ? — No, 1 would not agree with it in that 
form. 

10,480. Could you tell us why, then, the Govern- 
ment of India did not offer reverse councils in order 
to test whether the commercial community really 
needed deflation P— Because I do not think it would 
have tested it. 

10.487. But I thought that was the direction in 
which you proposed to perfoct your gold exchange 
standard scheme? — You could not offer reverse 
councils unless you had some fixed figure. You had 
not got any fixed figure of exchange ex<*ept two 
shillings to the rupee. If the two shillings ratio 
which stood then was the ratio for which you were 
working, there is not the least doubt tliut there was a 
very large excess of currency in the country over 
what was necessary in order to secure a ratio of two 
shillings to the rupee, and a very large amount of 
contraction of currency would have been necessary 
in order to bring about the two-shilling ratio. But 

m if you assumed, ns I did, and nt any rate ns the 
Government of India liavo done for the last three 
years, that tho two shilling ratio was not the one 
nt which they were aiming, then, unless you had 
some other ratio already fixed at which you wore 
aiming, it was impossible to offer reverse councils or 
have any definite policy of deflation. You cannot 
have an automatic policy until you lmvo got your 
rate of exchange fixed. 

10.488. Exactly; I follow your point, and I would 
then only ask whether if thero was any effective ratio 
on tho statute you would consider it imperative not 
to deflate without offering reverse councils? — I do 
not think that actually offering reverse councils 
would be the thing, but something having an 
equivalent effect, yes. 

10.489. But I thought when you suggest putting 
it on the statute under your perfected system of the 
gold exchange standard, that that would he Ihe most 
natural method of deflation P— (What I suggest is not 
offering revorso councils, which is really offering 
drafts nn the India Office, but what I do suggest is 
that tho Imperial Bank should be required to sell 
foreign exchange at a minimum rate by themselves. 

10.490. Something corresponding to reverse 
councils in our present scheme, imperfect as it isP— 
Something corresponding to that. 

10.491. Yes, that is why T mentioned reverse 
councils, because you have nothing corresponding to 
it now except in the reverse councils P — An equiva- 
lent method is the transfer of securities from tho 
paper currency reserve in London to the Secretary 
of State’s balances and. a corresponding transfer 
here. 

10.492. And cancellation of notes here? — Yes. 

10,49ft. Do yon think that our resources, Sir Basil, 

are ample enough to prevent any depreciation of 
exchange from Is. 6d. in case of— I will name the 
five heads that I have: — 

(i) adverse balance of trade; 

fit) scarcity or famine in India; 

(iii) disturbance of credit abroad; 

(iv) slump in gold prices in the world at large 

and a relative fall in world prices as com- 
pared to Indian prices; and 

(v) unrest in India caufting withdrawal of 

capital. 

Should any two of the causes enumerated above 
combine in any one year, do you not apprehend m 
severe demand on the resources of Government which 
would tend toward* the downward course of the ex- 
change?— There is not the least difficulty in main- 
taining exchange at whatever rate you might Ax, 

IK 4 
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provided it is reasonable, subject to your discount 
policy being right. It may mean a very severe 
amount of stringency in the money market at cer- 
tain stages, but provided you face that I do not 
think there is any great difficulty in maintaining 
your rate, whatever you may choose to make it. 
i think that it is ultimately simply a question of 
your policy in regard to making rupoes scarce or 
otherwise. It can be done by the credit and discount 
policy of the Central Bank. 

10.494. I understood from your evidence at Delhi, 
Sir Basil, that no justification is necossary for retain- 
ing the Is. 0d. rate beyond the fact that Govern- 
ment have succeeded in maintaining it for ni year, 
and that justification, if any, will have to be for 
altering the rate P— Yes. 

10.495. The imperfect gold exchange standard 
under which we have been working till now, do you 
not think that it discounts materially the de facto 
ralo because the methods by which the de facto rate 
was reached were methods which imply- complete 
mismanagement ? — I do not see the connection. My 
reason for thinking that the Is. 6d. rate docs not 
require to justify itself against any attacker is that 
it is tlio rate which has been in force for nearly a 
year and a half. The fact that that rate was 
reached os a result of particular action does not 
soem to me to affect the issue at all. 

10,490. Tt is contended that that rate was not 
reached hy either methods or immediate circum- 
stance* which wero natural, as we admit that the 
gold exchange standard till now prevalent is im- 
perfect? — I do not think that it was reached by 
methods that were particularly unnatural. As I 
say, unless you had a fixed rate you could not have 
reached it by any method. 

10,497. Therefore, the unnatural part came in with 
the ineffective rate on the statute for the last four 
years?- The unnatural part camo in with the rise of 
silver above its bullion value. From that moment 
onwards the ratio which was natural was divorced 
from tho prc»-war rate and you did not have a new 
one till the Babington-Smith report came out. That 
now one was not successful, so you really had the 
same difficulty of tho divorce of the rupee from any 
fixed rate continuing till now. 

10,49ft. The circumstances lent thomsolves to the 
unnatural handling of it, irrespective of blame to 
anybody?— The circumstances themselves divorce tho 
rupee from its in (wrings nnd it has never been moored 
since, and ns long ns the rupee remnins divorced 
from its moorings it cannot lie at any nuturnl dis- 
tance from those moorings because they do not exist. 

10.499. Would not the rupee have stayed at its 
proper ratio if the authorities hod wished it soP — 
When the authorities had decided what the proper 
figure was. 

10.500. Therefore, the unnatural part was that the 
authorities did not docide what the proper figure 
was? — The unnatural part was that there was nnd 
there is no proper figure until this Commission has 
reported. 

10.501. (Sir Purahotamdas Thakurdas.) I under- 
stand that the Bank of England is responsible to buy 
and self gold, without limit of amount, within the 
gold points P 

10.502. (Chairman.) The minimum amount for the 
sale of gold P— Subject to a minimum. 

10.503. (Chairman.) There is no maximum. 

10.504. (Sir Purahotamdas Thakurdas.) I was 
thinking more of the maximum. Now if the Im- 
perial Bank is to undertake a similar obligation, to 
sell either gold or sterling without limit within the 
gold points, do you think the Imperial Bank have 
the resources, which by experience have been found 
to be wanting in the case of the Government of India 
before now, without sterling borrowings?— I believe 
their resources are ample enough for them to under- 
take the obligation at the present time. So long 
as the Government of India have a very large pro- 
gramme, of capital expenditure on new development 


involving considerable capital expenditure outside 
India, the question of sterling borrowings or ex- 
ternal borrowings by the Government of India will 
arise from time to time inevitably, but I do not 
think that the resources at present available in the 
roserves are by any means insufficient to enable the 
obligation in question to be undertaken at once. 

10.505. You do not think that it might oompel the 
Imperial Bank to borrow in London in order to carry 
out its obligations? — I do not think so. They might 
find it convenient to do so from time to time, rather 
than actually sell somo of their sterling assets to 
borrow on them. 

10.506. And if they had to borrow, if they were 
com polled to borrow undor certain circumstances, do 
you think they could borrow as cheaply as the 
Government of India P — Probably, yes, on security. 

I do not contemplate their having to borrow other- 
wise. 

10.507. Tho Government of India can borrow with- 
out security P— Yes, at least without specific security. 

10.508. The Imperial Bank will not be ablo to 
borrow ordinarily without security P— I do not sup- 
pose any bank can. 

10,500. To that extent the Government of India’s 
credit is better? — The Government of India has a 
different kind of credit; but I do not contemplate 
any circumstances arising in which tho Imperial 
Bank would require to borrow without security. It 
is almost inconceivable. 

10.510. (Sir lleginald Mant.) Sir Basil, I have 
only one question to ask you in connection with 
what you have said about paragraph 13 of Mr. 
Denning’s memorandum, namely, the method by 
which gold will be forced into tho country; you snid, 

I think, that if the exchange banks wero forced to 
import gold they would probably sell it to tho bullion 
dealers in India. Now, we have been told by 
Marwuris and others connected with tho bullion trade 
that India had recently been importing ns much or 
even more gold than she could (consume P — Yes. 

10.511. Now, if the exchange banks were to sell 
their gold to the bullion dealers the only result would 
be, would it not, that the imports on private account 
would be correspondingly reduced P— The assumpt ; on 
is that there is an extra domand for gold for con- 
version of theso hoards of silver rupees into gold, 
a demand which is not at present in evidence, 
though it must be assumed to be latent. There will 
be this extra domand in our assumption which must 
lie met by an extra supply. If tho extra demand 
does not arise the oxtra supply will no doubt not be 
imported. 

10.512. Tho demand would only becomo evident 
or cease to become latent if you took some stops to 
demonetise the rupee P—Tho assumption, I think, is 
that you will have announced as your policy a policy 
that you will ultimately tako away the unlimited 
legal tender privilege from the rupee, which is 
rather a different thing from demonetisation, and 
that that announcement will make the holders of 
rupees more inclined to exchange them for gold than 
they have been hitherto. 

10.513. So, the net imports of gold into the 
country would not increase unless rupees came out 
of hoards P — -Unless these hoards exist and unless the 
holders of them set to work to convert them into 
gold, then there will be no extra demand for gold. 

10.514. And then your system would not bring in 
any more gold into the country P — It would not bring 
in more gold into the country on private account, 
but it would have tho result of converting your 
sterling securities in the currency reserve in England 
into gold held in the currency reserves in India. 

10,615. Then the exchange banks would under 
that assumption have to bring their gold to the 
treasury here P— Yes ; they would have to take their 
gold to the currency office. 

10,516. (Sir Maneckji Dadabhoy .) Assuming that 
we go back to Is. 4d. ratio, you have pointed out 
that there would be a deficit in the Budget'. We 
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have been told by some witnesses tffat the Govern- 
ment are financial bookies and that they have no 
right whatever to make profits on exchange. May 1 
know your views on that aspect of the question P — 
This is a compliment that 1 do not remembor being 
applied to me before; 1 am not sure that I am 
ready at the moment to answer it. In normal cir- 
cumstances it is most desirable that exchange should 
be Btable, and if exchange is stable any profits on 
the exchange that may be made will be naturally 
quite Bmall and incidental to Government’s opera- 
tions; but I think that in so far os Government have 
to undertake exchange operations, such as every 
Government has to undertake, when it is paying 
money abroad, it is entirely legitimate to try and 
do it at the best possible rate. 

10.517. Then I understand you to say that it is a 
perfectly legitimate source of revenue to make money 
by exchange P- It certainly is entirely illegitimate to 
manipulate exchange in order to make profits for 
the Government; but it is entirely legitimate to try 
and do your exchange operations, whatever they 
may be, at the best rate possible for the taxpayer. 

10.518. We havo been also told that this deficit 
in the Government revenue can be made up by 
increase in customs duties. You have answered 
partly in reply to Sir Purshotumdos, but I would 
like you to make they position clear. What will* be 
the position in tho internal economy of such increase 
in tho customs duties? — The suggestion is not, 1 
think, that there should be an increase in the rates 
of custom duties, but that tho result of lowering tho 
oxcliauge value of the rupee will be jbo increase the 
rupee prices of imported articles, nnd that since 
those imported articles are taxed for customs pur- 
poses tul valorem , an ad valorem tnx will bring in 
more money. As soon as the adjustments following 
on a change in the exchange rate have been com- 
pleted, I do not think the economic position of the 
country is in any way affected. Temporarily the 
effect of a falling exchange might bo a considerable 
reduction for the time being in imports. 

10,510. Wo have been also told by some witnesses 
that as the selection of the ratio lies between Is. 4d. 
and Is. 6d., and as the adjustments have not been 
fully completed, we ought to take the mean ; what is 
your view on thatP — It seems to me nonsense. 

10.520. There is no soundness in that argument P— 
I cannot see any rhyme or roason in it. 

10.521. Then I draw attention to paragraph 224 of 
your evidence where, in reply to this question by 
the Chairman, 11 And tho consequential question as 
to tho method by which the bank would pay for 
the privilege of note issue,” you said, “ that is, of 
course, to some extent, dependent on tho particular 
system adopted, though it is to some extent inde- 
pendent. But it docs raiso tho question of the 
reconstitution of the bank, hocause ono possible 
method would undoubtedly bo to make Government 
in some form or other a shareholder in the bank.” 
Will you please indicate if you havo any suggestions 
to make in which form Government should be made 
a shareholder?— I do not think I can tnko my 
evidence on that point further than it was taken 
last time, until there is somo concrete proposal before 
tho Commission. 

10.522. You have no concrete proposal to offer on 
the subject P— Not in a definite form. 

10,529. Because it is a very difficult question to 
make Government a partner in the bank at this 
stage and a shareholder in tho profits without in a 
way depriving the shareholders of their legitimate 
share of the profits P—1 bolieve that all interests 
concerned can be adjusted with reasonable considera- 
tion being given to the interests of all, by some 
arrangement which would no doubt stereotype the 
rate of dividend received by the shareholders at 
something about the present figure and give the 
Government a share in profits up to a certain point 
subject to the building up of an adequate reserve. 


There are many precedents in the statutes and the 
arrangements between Governments and tho central 
banks in various countries, and as soon os a decision 
lias been reached as to tlio major question, i believe 
that tho application of thoso parallels to tho Indian 
caso will bo found, I will not say at all easy, but 
quito capable of solution. 

10.524. (Sir Alexander Murray.) Sir Basil, we have 
been told in connection with this increase of exchange 
to Is. fid. that all tho adjustments have not been 
completed, and in particular wages have beon 
referred to as an item still requiring adjustment. 
Now, I take it that wages are adjusted in accordance 
with tho cost of living, speaking generally, and 
increases of wageB are given to keep pace with the 
cost of living. That is the fact presumably that 
industry and Government and everybody else has in 
view when increases of wages are given?— Yes; 
increase of wages, in a period when prices are 
changing rapidly, is influenced mainly by the ques- 
tion of the cost of living. In moro normal circum- 
stances other factors than merely cost of living come 
in; because, if cost of living is tho only considera- 
tion, thut really means a stereotyped standard of 
comfort of the wage earner for ever at one particular 
level. 

10.525. Quite true; taking 100 us the cost of living 
index figure in 1914 and to-day’s cost of living figure 
at 153 (the latest that wo havo here), that is an 
increase of 53 per cent.; and you would allow also 
for an increase in comfort and other things somo 
margin. Wliat allowance would you make for that? 
—I should not he prepared to give a figure at 
present. 

10,520. Wo havo had it in evidence that on this 
side of India the increase in wages in the jute mills 
was only 50 per cent.; in the coal mines iL has boon 
said that it was less than 50 per cent. Now in view 
of the tact that the cost of living itulex number is 
153 and that the wages increase on this side of India 
is only about 50 per cent., would you say that the 
adjustment is moro or less complete? — It looks in 
that case ua if tho wago earner had got the worst of 
the bargain and that he should have got higher 
wage*. 

10.527. How much more?- -It depends entirely, L 
suppose, on the individual case, on the question 
whether his efficiency has boon improved o‘r gone 
back, and to wliat extent it is fair that tho wago 
earner should bear in the form of reduction in tho 
standard of comfort some part of the extra charges 
duo lo the war. 

10. 528. Now, turning to the Bombay side, taking 
the pro-war index figuro at 100, we have beon told 
that to-day's lewd is 231; that is to say, there lias 
been un increase in wages of 131 per cent?— What is 
the increase in the cost of living P 

10.529. From 100 to 153? -It looks here as if tho 
wage earner in that case had dealt with less clover 
employers than on this side of Tndia. 

10,5:ff). But taking your own suggestion that there 
must he an increase in the standard of living apart 
from tho increased cost of living, what will you say, 
keeping in view the difference butweon cost of living 
to-day in Bombay and tho increase of wagos in 
Bombay, the cost of living having gone up by 53 and 
the wages having gone up by 131 per cent. P— If this 
is really the fact, it seems to me that the probability 
is that the Bombay vnillowners aro paying an 
unnecessarily high wage; hut I must confess the 
statistics that [ have had do not suggest to me that 
there has been any appreciable increase in the real 
wago of the Bombay mill-hand from 1914 to the 
present day. 

10,531. Tho figure I am giving you is the figure 
that was given in evidence on behalf of tho Mill- 
owners’ Association in Bombay by Sir Victor 
Sassoon P— I had figures which ultimately came from 
the Labour Office which suggested that the increase 
in the real wage of the Bombay mill-hand at the 
time, in September 1925, when the strike first broke 
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out wob at most 11 per cent., so that a reduction 
of 11) per cent, in wages practically brought him 
back to the real wage of the pre-war days. 

10.532. Could you perhaps find the figures P Be- 
cause the figures 1 am quoting are figures from the 
Labour Office in Bombay and the figures from the 
Mill Association in Bombay P — I will see if I can 
get those figures and put them in. 

10.533. But assuming that the figures wo have got 
from the Mill Association are correct and that the 
wages nro to-day at 231 as against pre-war 100, and 
the cost of living is only round about 152, would you 
suggest that it is a good argument for the people 
in Bombay to use that, unless exchange is reduced 
to Is. 4d., they cannot put pressure on their workers 
to reduce wages into closer relation with the cost 
of living P— It still remains true that, if the wages 
are higher than the industry can stand or ought 
to stand, the direct method of a reduction of money 
wage is a preferable method to the indirect method 
of trying to conceal from the worker that you are 
trying to reduce his wage by reducing its value. 

10.534. But how would you arrive at the amount 
of wages that an industry can stand? — I think J 
should probably go to Sir Alexander Murray and 
ask him. 

10.535. Well, Sir, I merely wanted to get your 

opinion ns to whether, in view of what the employers 
on this side of India havo paid in the way of 
increased wages since 1914, and in view of what has 
been paid in the mill industry on the Bomhuy 

side, whether it is a sound argument for Bombay 
people to use that the increase of exchange to 

Is. 6d. has adversely affected them from the wages 
point of view P—1 think that probably it is true 
that the recent movements in exchange, coupled 
with the arrangements they had made with their 
workers, had tended to make their charges for 

labour rather higher in relation to the cost of 

production, rather a larger proportion of the total 
cost of production then they were before. 

10.536. It has also been suggested to us that 
Government themselves increased the wages of their 
officers and men and are not now redneing them 
in keoping with the reduction that might be 
necessary in view' of the increase in exchange. Tn 
reply to 'Sir Purshotamdas, f think you Baid that 
they had not given as much of an increase in 
wages as would have been justified probably by tho 
increase in tho cost of living at the time? — Yes. 

10.537. Now, I see that the cost of living was, the 
highest figure we have here is— in 1920, 190, in 
1921, 177, in 1922, 165. Now if the cost of living 
has dropped from these figures to 153 and you 
adjusted your wages in keeping with the cost of 
living at the time T havo quoted, then there has 
been an increase in real wages now P~- Certainly the 
recent fall in the cost of living has brought about 
an increase in real wages as compared with what it 
was two or three years ago. 

10.538. So that even with exchange at its present 
level, the people to whom you gave increases are 
relatively better off than they were two or three 
vi«ars agoP — Yes, they are hotter off than they wore 
two or throe years ago, but whether they are 


relatively better off than they were in 1914 it 
another question. 

10.539. Can you say how much you increased?— 
I have not got the statistics with me. It varies in 
various cases, but I am quite sure that none of 
the increases correspond to what the Bombay mill- 
owners claim they have given to their mill-hands. 

10.540. (Mr. Preston.) Sir Basil, might I ask jnst 
one question in connection with the suggested 
import of gold with which we are dealing P When 
the exchange banks require additional eurrenoy for 
seasonable requirements the method hitherto has 
been that you have sold what is known as e xcel 
councils, that is councils beyond your home require- 
ments P— Yes. 

10.541. And we simply tendered you gold funds in 
London. You credited them to the paper currency 
reserve arid in the ordinary course you invested 
them. So that the securities in your paper currency 
reserve on the other side increased according to the 
amount of extra councils P — The increase has not 
been so entirely automatic. 

10.542. Well, Bhall we say generally speaking P— 
But if at any moment the Government of India 
Bell sterling to an extent more than is required for 
its own balances in London, it has as a matter of 
practice treated these purchases os being on behalf 
of tho paper currency and issued currency against 
them in India. 

10.543. Yes, that would be a set-off against them. 
But what I want to make clear is this that really 
speaking the method that brings gold to India will 
practically speaking be identical with that which 
buys eicess councils. As we tender gold to the 
currency office, you give us the equivalent in local 
funds as you did when we bought excess councils P— 
Yes. 

10.544. (Chairman.) Mr. Murray, a Managing 
Governor of the Imperial Bank, suggested in his 
evidence that the most satisfactory method of settle- 
ment between the Imperial Bank and the Govern- 
ment in reference to tho transfer of the note issue 
would be that a minimum dividend should be 
guaranteed to the shareholders, and that the Govern- 
ment should tnke the whole, or the majority, of 
the balance of profits after an adequate provision 
for reserves. I rather gather, Sir Basil, that your 
opinion moves in the same direction P — I would not 
say the whole of the balance as I think that you 
ought to have a careful arrangement for some going 
into reserve. Yes, I agree generally. I stated 
when I was previously examined that I had at the 
back of my mind a preference for a method of 
settlement between the Government and the Bank 
which took the form of a share in the profits rather 
than the form of direct payment for particular 
services. Such study as I have had time to give 
to the matter Bince then confirms me in my pre- 
ference for something in the form of a profit- 
sharing arrangement. 

10.545. (Chairman.) I have no further questions 
to ask. The Commission is very mudi obliged to 
you indeed, Sir Basil, for your further assistance, 
and apologises for any inconvenience which may 
have been caused to you by coming down to meet 
us here. 


(The witness withdrew.) 
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TWENTY-EIGHTH DAY. 

Friday, January 8th, 1926. 


Present : 

The Right Hon. EDWARD HILTON YOUNG, P.C., D.S.O., D.S.C., M.P. (Chairman). 

Sir Rajendranath Mookkjueb, K.C.I.E., i Sir Purshotamdab Thakuhdah, C.I.E., M.B.E., 
K.C.V.O. M.L.A. 

Sir Norcot Hastings Yeblbs Warren, K.C.I.E. Professor Jahangir Cooverjeh Goyajeb. 

Sir Reginald Mant, K.C.I.E., C.S.I. Mr. William Edward Preston. 

Sir Manbcxji Byramji Dadabhoy, K.C.I.E. Mr O H Haxtkk ) 

Sir Alexander Robertson Murray, C.B.E. M r ' ^ A yang as * j ( Secretaries ). 


Professor C. J. Hamilton, called and examined. 


10.546. (Chairman.) You are a Master of Arts and 
a Professor in the University of Patna ? — Yes. 

10.547. What is your Chair in the University r— -I 
am Professor of Economics at Patna. 

10.548. How long have you occupied that position? 
—Since 1919. 

10.549. And before that? — Before that I lectured 
in the Department of Sociology in London and then 
I lectured nt Cambridge, and I was a Professor at 
Cambridge for two years. 

10.550. You have been good enough to furnish us 
with a brief memorandum. t in which you have put 
forward the main outlines of your recommendations 
upon the subject of our reference, which perhaps you 
will be willing to expand to some extent in the course 
of our discussion this afternoon ? * -May 1 say that 
this note which I have submitted was written under - 
circumstances of considerable pressure? I had just 
returned from England, where 1 had not seen the 
terms of reference of the Commission, nor had 1 
known that 1 should be asked to give evidence; so 
that recently 1 have not been kooping up to-date 
with the statistical aspect of the matter, for example. 
Secondly, after my return to Patna I had no time 
whatever to prepare a note, and have therefore 
written my note in a few hours without any books 
or works of referenco of any sort, so that I feel it is 
probably extremely imperfect and denis only with 
one or two points. Would it take up too much time 
if I submitted a very brief statement that 1 have 
since written on one or two points not referred to in 
thisP 

10.551. Not at all. Please read it.— (The Witness 
read hie additional statement.)* 

10.552. In your original memorandum, paragraph 
4, you shy, “ Having regard wholly and solely to the 
economic advantage of India I believe the balance 
of advantage is largely on the side of the exchange 
standard.” Is that still your conclusion? — Yes. It 
is very certainly my conclusion if I confine my judg- 
ment entirely to what 1 may call the pure economic 
merits of the case. As I have already said I attached 
considerable importance to the desire on the part of 
the Indians that they should have a gold currency. 

10.553. WOien listening to your supplementary 
memorandum, I understood there was a passage to 
the following effect, that the gold standard should 
be p referred in deference to,. Indian sentiment P— I 
think i t is qualified. T said that unices' there can 
shown toHfe a very decided halanpe. of advantage jn 
favour of the exchange standard the gold standard 
d&T'cumnoy should * be preferred in deference to 
Indian sentiment. 



10.554. (Sir Muneckji Dadabhoy.) Before that you 
have stated that it shoukl be in compliance with the 
Indian sentiment? 

10.555. (Chairman.) In paragraph 2 of your 
memorandum, 1 was nut ulilu to follow exactly 
what is the final conclusion at which we should 
arrive from your statement. You say: 11 is one 
to recommend a course of action bocuuse it is 
desirable that the Indian people should determine 
their own economic policy, or should one be true to 
the results of economic reasoning,” and you say that 
the latter course is essentially preferable? — That is 
to say, my opinion I think is this: that supposing 
the two cases showed a smaller balance of advantage 
in favour of the exchange standard, while Indian 
sentiment wus very strongly in favour of gold cur- 
rency, then 1 would sny, sacrifice the relatively small 
advantage. If on the other hand, 1 feel that the 
advantage in favour of the exchange standard was 
really considerable and that probably in the course 
of a not very long period Indian opinion would be 
converted to recognise that fact, then J should main- 
tain that it was the duty of anybody deciding to 
recommend that policy which was economically pre- 
ferable to a largo degree. 

10.556. The considerations perhaps seem rather to 
involve a balance between economic reasoning and a 
consideration of sentiment which you deprecate in 
one passage in your memorandum. Let me ask you, 
after weighing all the pros and cons, which standard 
do you believe to he that which should be adopted? 
— Both from the point of view of Indian desiro and 
the point of view of economics? 

10.557. When a decision lias to be made all con- 
siderations have to be taken into account. Ulti- 
mately a decision has to be made? — I should sum 
up myself by saying that I strongly believe that the 
exchange standard is preferable to the gold standard. 

10.558. In arriving at the conclusion that the 
exchange standard is preferable, you have given « 
very clear account of the pros and cons. I under- 
stand you lay much stress upon the suspicion felt of 
An undue element of management in the currency 
system? — I lay stress on whAt? 

10.559. You lay stress, and you agree that stress 
should be laid, upon the currency system being as 
free from management as may be in order to en- 
courage confidence and allay suspicion? — I do cer- 
tainly hold that. At the same time what I was 
chiefly thinking of, in my note, was that the suspicion 
now in the naiads of Indians regarding. -^rhfttthej 

a managed, currency ia unjustifie^heiiuse' in 
my view ho currency system, when you include under 
the head of currency the provision of representative 
money and all the rest of it,' can possibly exist with- 
out a large measure of management. I think that 
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the trend of events in India seems to be in the direc- 
tion of transferring a good deal of the “ managing ” 
function from Government offices to banking institu- 
tions, but the management will remain. 

10.660. In the first place, the transfer from officials 
to bankers would, in your opinion, encourage con- 
fidence that whatever element of management there 
was in the system was properly controlled P— -I am 
rot at all sure that it would. 

10.661. The question is, would it encourage the be- 
lief that it would P — I say I am not at all sure that 
it would. What I think, as far as 1 can visualise 
the matter, is that it would probably tend to con- 
ceal the clement of management and in that way the 
part of the currency system which was obvious and 
more or less in some way visualised by the publio 
would appear much simpler. To that extent perhaps 
it might encourage confidence. 

10.662. Do you think that the people of India 
would have more or less confidence that, in so far os 
management is necessary, their currency was properly 
managed if the control woa in the hands of a Central 
Bank rather than in the hands of Government?— I 
personally don r t see any reason why that should give 
greater confidence or sense of greater confidence. It 
may be so. 1 am afraid I see no reason why it should 
be so. 

10.663. In a very interesting passage in your sup- 
plementary memorandum you deal with the position 
as regards hoarding and the opportunity of the people 
to obtain the gold which they require. I understand 
that your point there is that, in so far as gold is 
required by the people of the country, it can bo ob- 
tained with equal facility and be no dearer under 
an exchange system than under a system based upon 
a gold currency P— I was assuming in making that 
statement that the exchange standard included some 
administrative provision by which you could in prac- 
tice get gokl currency easily. That I take it is not 
a necessary pnrt of the gold exchange standard; but 
assuming that it were so, as it existed before the war 
for example, that is broadly my opinion. 

10.664. Ts it in your opinion desirable that jin ex- 
change standard should he accompanied by a provi- 
sion that a gold coin is to be legal tender, and that 
gold is to be minted for holders of bullion into the 
legal tender gold coin P— No. 1 think from the stand- 
point of pure economic reasoning such a provision 
is a disadvantage. Obviously it seems to me, the two 
chief advantages of the exchange standard being, 
as I have suggested, economy on the one hand and 
greater security on the other, the greatest economy 
is achieved when you do away with an expensive 
currency such as gold to the greatest extent. In bo.. 
far as you facilitate gold circulating it seems to mo 
to detract obviously from its economy* To that 
'extent the trend of development before the war, on 
the one hand of developing the exchango standard 
and on the other of giving the people the currency 
they require, was a compromise, a sacrifice of the 
purity of principle. 

10.665. You dwell upon the disadvantage that, in 
so far as gold passes into circulation, it is an expense 
to the country. What is your opinion about the 
contention that having gold in circulation under 
those circumstances also reduces the elasticity of 
the currency bt the country P— I am not sure' that 

“I follow the suggestfoh iH your question . 

10.666. The suggestion is this, if 1 may make quito 
clear what the contention is that has been advanced. 
Supposing the whole of your currency is in. notes, 
then any provisions for seasonal expansion cover the 
whole of your currency. Supposing half is in gold, 

.then the provisions cover onijT Half the 'currency. 
Therefore" the more the gold the less the elasticity. 
Would that be a sertour~0OA£lderatToh ft*' regards 
putting gold into circulation?— Well, I am afraid I 
do not see the force of the original argument. If 
you have a currency made up half and half of gold 
and notes, and the total, of your circulating medium 
is x at any moment, when it has to bp x + n. at some 
other moment, whether the currency consists entirely 


of gold or partly of gold and partly of notes or 
entirely of notes does not seem to me to affect the 
quantity of additional currency that may be required 
at a given %ime. If you suggest that people are 
holding their sovereigns, not as currency, but really 
withdrawn from currency in the form of hoards, then 
the question is different. But at any rate it merely 
moons this, that your currency with gold in circula- 
tion at the moment of departure, so to speak, is not 
a, it is x minus the amount which ie demobilised as 
currcucy. Whether in a time of stress it would come 
out from its hiding place and become currency again 
is perhaps a debatable question. It probably would; 
and that, I think, has been, advanced as a reason why 
it should bo more elastic, that the gold element would 
give greater elasticity. 

10.667. Can it make any difference to the elasticity 
of a currency whether a hoard ie held in the form of 
gold, or rupees, or in any other form? — It seems to 
me that it might do so in so far as people hold 
resources which on the one hand are immobile and 
on the other hand are mobile. If they hold gold 
ornaments or silver ornaments which cannot readily 
bo converted into currency, then when some time of 
need arises T take it they have to go to the money- 
lender* and get 60 per cent, of the value of this 
property, and that 50 per cent, is coin, so to speak. 
If the other system prevailed they could coin tho 
vrluflo lot of it. 

10.668. I understand you arrive at the conclusion 
that, as regards the desired purpose of encouraging 
Ihe habit of investment for making a better use of 
savings than keeping them in tho form of a hoard, 
there is nothing much to choose between the two 
systems? — I do not think so. I have asked quite a 
largo number of Indian economists with whom I have 
come in touch for the reasons for the opinion that 
cxdsts that it would make a greater difference, and 
so far ns T have been able to learn they do not rest 
upon any very sure foundation. It is always stated 
that it would be so, but I have never yet been shown 
any special reasons or any steps by which the result 
would como about. My own feeling is that the 
immobilisation of wealth, in other words hoarding, is 
mainly the result in a conservative country of long 
tradition and practice and so forth. On the other 
hand, nob only the backward dovelopmont of banking, 
but the lack of any desire to use banking facilities 
and unfamiliarity with banking facilities— I think 
those are by far the greatest reasons, and I do not 
think the movement towards tho investment of hoards 
will he greatly accelerated. I admit there is some- 
thing in its favour, but I cannot see how it will 
profoundly alter things. 

10.669. The case might perhaps be put in this way 
as briefly as may bo, that security, as you tell us, is 
tho underlying need of tho saver in India, and to 
hold gold gives him that security in his belief P— Yes. 

10.670. Having gold, before he will .part with it he 
must be convinced that he can get it back again, and 
get it bock not in gold’s worth but in gold itself P 
The only way to pemuado him to part with gold is to 
make him perfectly confident that he can get gold 
back, and the only way in which that can be done is 
by having a convertible internal currency, with gold 
available for circulation? — Those are • the steps, I 
quite agree, and if that statement of the case were 
correct I should agree with the conclusion.. But it 
does not seem to me to be correct, for this reason; 
that although it may be more difficult with a small 
holder of hoards, at any rate in the case of large 
holders, even though the banks or the Government 
are under no obligation to give gold on demand when 
paying back their deposits, it is perfectly easy, pro- 
vided ithe currency system is in proper operation, to 
get full value in gold by buying the gold m the 
market. 

10,571. Let us follow that in two steps. Supposing 
we have a pure exchange standard, without even any 
gold coin as legal tender or a Mint; the effect claimed 

-rupee, and therefore that the rupee is wnriih ** mud 1 
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in gold at one time as at another. Having the rupee, 
tfe'TioBer dan always" go to the bazaar and buy gold 
j far M r " Hi s* p ewwy therefore, of restoring hw gold 
holding ia no less under that system than under tho 
full gold standard P — As I understand the function 
of the gold market and the bazaar there is practically 
no difference. 'What I have suggested is that if thore 
is some slight saving by being able to demand either 
bullion or standard coins at the bank as compared 
with getting it through the buzuar, that saving 
would be very slight compared with the loss of interest 
which would be incurred by keeping tho gold in 
hoards and not depositing it at all; so that tho 
economic balance is strongly in favour of depositing. 

10.672. Nevertheless, under such a system there *s 
lacking a visible link between the internal currency 
and gold, the real link being comparatively an 
invisible one, that is, the convertibility of the 
internal currency into some medium of international 
payment P — Yes. 

10.673. What is your opinion of a suggestion that, 

in order to make such a visible link under an ex- 
change standard, the obligation accepted in legal 
form by the currency authority should be to sell gold 
bars to a minimum amount, not for export only, but 
for any purpose P— When you say “for any purpose,” 
may I ask whether 

10,574. Without inquiring for what purpose it,wa* 
required P — What I was going to ask was this: do 
you suggest in such a gold exchange system you 
would have the mint ready to coin your gold free of 
charge P 

10,576. No; we are proceeding on the assumption 
that thut is omitted from the system P — Then all I 
can say is that it seems to me quite clear thut such 
an undertaking would, ho justifiable or not according 
as tho ordinary gold market in the bazaar functioned 
well or ill. It would really be taking tho function of 
buying and selling gold out of the hands of the 
private dealer and placing it in the -hands of the 
public department; and if the private dealers are 
doing it fnirly well now, why should they not go on 
doing it? 

10.576. That would be correct with this limitation, 
that in order to save the Central Bank from having 
to do tho type of business which it would ho impossible 
for it to do, that is, small retail business in gold, 
there should be a substantial minimum?— I was 
thinking moro of the largo scale -man; 1 admit that 
it might he more difficult for the man who wanted to 
buy a sovereign or two or three sovereign’s worth cf 
gold; he would probably loso a good deal, ami there- 
fore if you assume that tho transaction is limited in 
any case to the man who is dealing on a fairly largo 
scale, then I think what I said holds good. 

10.577. I understand your reply is that it is not 
worth while because, why should the Government 
undertake to do the type of business which will he 
done, if they do not do so, by private enterprise? — 
I must admit that 1 am not myself very intimately 
acquainted with tho organisation of the gold market : 
I am assuming that it is fairly efficiently organised 
and that you could buy and sell on very small margins 
and that therefore what you suggest holds good. I 
may be incorrect in my understanding of the working 
of the gold market, but I do not think there is any 
real difficulty that way. 

10.578. In your opinion* supposing such an obliga- 
tion were to be undertaken by the Central Bank and 
there was no question of any forcing of rupees out of 
hoards by auoh a provision as a limitation of the 
legal tender of the rupee, would it result in any very 
great demand for the conversion of ^rupees in hoards 
into gold?— I cannot myself see that it would; I 
cannot see any clear reasons why it should. 

10.578. I suppose one might say “ if it is not done 
now, why should it be done hereafter ?”— 1 That is my 
felling. 

10,580. Unless there is any new impulse?— Exactly; 
I see no new impulse. Of course we are living in 
times fairly dose to those in which gold was not 
imported, and we have a certain leeway to make up; 


and possibly the publication of tho grant of a new 
rig-ht may accelerate the pace at which people would 
exchango other forms of wealth for gold. 

10.581. 1 think perhaps it might be as well to bring 
out the point which you emphasise in your original 
memorandum, and that is, as I understand, that 
you see nothing derogatory to India’s stutus in n 
gold exchange standard?-— Nothing whatever. 1 
think that is an entire misapprehension due to the 
fort that public opinion is apt to be a generation or 
two behind what one might call expert opinion. 
Public opinion in this as in every other country is 
largely formed by a gradual percolation of such 
opinions as have been frequently expressed by 
great authorities in the post, like Lord Rothschild 
and others, that no curroncy is a good currency 
unless it is automatic or unless it has gold in 
circulation as an essential condition. Such state- 
ments are extremely common in documents which are 
now public property. 

10.582. You say 14 It is quite indefensible to regard 
the loss incurred by the sale of Reverse Councils os a 
direct consequence of the exchange standard.” You 
moon on certain occasions?— I was thinking of tho 
one important occasion just alter the attempt to 
maintain tho rupee at 2s. 

10.583. I 'rather gather that your meaning there 
could bo amplified thus : that it w as the result not of 
an exchango standard, but of a standard which was 
not perfected as an exchange standard or perhaps the 
working of which was not ?— Exactly : 1 should say 
myself that tho failure of the Indian currency system 
to some extent was obvious during that time; but the 
failure was less in degree than the failure in the 
English currency system-: the one started from a gold 
gold exchange system and tho other started from a 
gold standard system with gold currency. The break- 
down was duo to the general results of the war and 
no country in the world escaped a breakdown. 

10.584. In your opinion has India ever had a true 
exchange standard? Let mo point out the bearing of 
my question. It has been put before us in evidence 
that the Indian exchange standard was not a true 
exchango standard adequately protected, because, for 
instance, there was no legal obligation to sell the 
medium of iuteriiutioiiiil puymeiit at tho lower gold 
point and an agreed ratio? — £ agroo to that, and I 
do think that a satisfactory exchange standard must 
carry with it complete convertibility^ for purposes of 
interna tional trlde both up aiid down. 

^ 10)585. That convertibility must bo based upon a 
defined ratio? -1 think that is implied, although I 
do not see myself that logically it is implied; you 
might liuvo a fairly wide ratio of exchange within 
which fluctuations were permitted. 

10,586. May I raise that by a specific question P 
That is an interesting point in your memorandum. 
In paragraph (d) of your summary of opinions here 
you say : 41 India is a debtor country and not a 
creditor country in the sense involved in this con- 
troversy. Thu question of a normally favourable, 
balanco of trade is irrelevant.” I am not sure that 
I quito follow the implications of that sentence? — 
What I was thinking of was this: that for example, 
in Keynes' book one of the reasons given in favour 
of an exchange standard is that it is more suitable 
to a debtor country. That point is often taken up in 
this way, that India for a period of years mostly has 
a favourable balance of trade and therefore it is said 
India is not a debtor country but a creditor country, 
at least ' it is not a debtor country in that sense. 
What f ! maintain is that the balance of trade, as 
measured in the statistics of imports and exports, 
showing an apparently favourable balance of trade 
in India’s favour, has nothing whatever to do with 
the question at issue. I may be wrong, “but as I 
read Keynes’ argument it is this: One of the dangers 
that one has to protect oneself against is the danger 
of a sudden demand upon gold or its equivalent by 
any creditor. Suppose you have a war or threat of 
war, and people wish to realise gold; then the 
creditor country may demand the return of its re- 
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sources invesftd abroad in the form of gold; that 
therefore raises the question, not as to the normal 
balance of trade, but as to the balance of indebted- 
ness, the balance of ultimate claims which one country 
has on another. Obviously India, it seems to me, 
has very much more foreign capital invested in its 
own borders than it has capital invested abroad, and 
therefore India is a debtor country in the sense 
raised in this discussion. 

10.587. What is really relevant to consider from 
the point of view of this argument is that India is 
a borrower country and not a lender country P — She 
has a balance of outstanding debts and not a balance 
of outstanding credits. Besides, if 1 may suggest, 
is it not quite clear that no country cau have a 
favourable balance of trade, in the sense which is so 
often suggested, except for a very short timer This 
is suggesting that India normally has a claim upon 
other countries which she can make use of in order 
to get gold for its banking purposes. That does not 
seem to me to follow at all. 

10.588. The peculiar characteristic of India is, 
then, that although she is making money and saving 
money, she keeps those savings largely in the form of 
metals and borrows the capital which she requires 
for expansion from abroad P — Quite; of course if you 
assume that all hoards of gold are going to cease 
and that all gold that comes into the country can be 
utilised for banking purposes, for the moment, for a 
very short time, there would be an addition. More 
gold would go into the banks. As soon os that had 
happened the inevitable equality of imports and ex- 
ports for a period would be established and you 
would lie importing more commodities, other than 
gold; and therefore the balance of trade which seems 
to exist now would disappear in that sense. 

10.589. Finally, in (f) you say : “ The adoption of 
a gold standard currency would bo costly, and would 
purLly presume acquiescence on the part of the 
United States in parting with gold for a purpose that 
would cause a severe depression in her silver industry 
and a depreciation of her own stocks of silver.” 
Have you had .your attention called to a memorandum 
setting out certain suggestions for the introduction 
of a gold currency into TndinP — I think I have been 
sent a copy of -it, but I am afraid t -have not road it. 

' 10,500. May T just put very briefly the outline of 
that scheme. The outline of the scheme, on which I 
wish to ask you one or two questions, is this. The 
object towards which India should finally work as 
regards its currency system is that of a fully con- 
vertible internal currency, that is convertible into 
gold, and gold ns the standard coin available for 
circulation. Notes and rupees should be made con- 
vertible into gold. As regards rupees, there should 
be a transition period loading to a further stage when 
the rupee should be limited as legal tender and de- 
throned from the position of a standard ooin; that 
the gold necessary in order to undertake this fresh 
obligation of making notes and rupees convertible 
into gold should be obtained in effect by dosing down 
the sale of Council Bills for the purchases of sterling, 
thus keeping the gpld point well up at or above the 
upper gold point and forcing the import of gold into 
the country, thus obtaining the necessary supplies of 
gold in order to obtain the full amount which would 
ultimately be necessary to raise credits in the world’s 
gold centres and to support the operation. It is 
estimated that in order to carry this scheino into 
effect, in the course of ten years some 103 millions 
sterling of additional gold would be required for 
India. That is an estimate based upon the numbor 
of rupees now in hoards which might be presented 
for conversion. Part of the funds necessary would 
be obtained by selling the rupees converted end by 
selling off tbe 90 crores of silver now in the Govern- 
ment’s paper currency reserve. Have you been able 
yourself to form any opinion as to what the cost of 
such a measure would be? — No, I am afraid not. 

10,591. Or have you worked it out upon any other 
basisP— A year or two ago I tried to work out the 


quantitative estimate but I am afraid that I have 
not recently done so, and I should not like to suggest 
any quantitative statements. 

10,502. Assuming that the fulfilment of this policy 
would involve the sale of some 200 crores of rupees 
of silver in the course of ten years, would you be 
able to express any opinion as to the effect of that 
upon the world's silver markets?— Over ten years P 

10.593. Yes P— Would the unloading of the silver 
be regular and periodical or would it be at the dis- 
cretion of some authority P 

10.594. It would be at the discretion of the currency 
authority in control of the operation, but it is cal- 
culated that, in order to fulfil the estimate of the 
cost of the scheme and So on, the operation would 
have to be spread over ten years P — fes; but wouldn’t 
it make trouble if it were known that you were under 
an obligation to convert so much every month or 
every three months in ten years P 

10.595. On the question of policy, I do not think it 
is contemplated that there would be any tying of the 
hands of those who are carrying it out that there 
should be any announcement that so much silver 
would lie sold every month or every three months? — 
That would have a very different effect on the market. 

10.596. That would be most imprudent P — That is 
why 1 asked the question. Well, it seems to me that 
my .opinion on that point is probably of very little 
value because I don’t know anything about the organ- 
isation of the silver market. What little I have 
heard is rather to this effect ; that the silver market 
is concentrated in rather a few hands and that it 
would be quite easy, or might bo quite easy, to bring 
about a combination so that if they knew that for a 
period of ten years large quantities of silver would 
come into the market at practically sacrifice prices if 
necessary— it might have a very profound effect. It 
rather turns on the extent to which tho silver market 
is competitive or not, and that is a point about 
which I am not very well informed. But my impres- 
sion ds that it would be quite easy to control the buy- 
ing price at least to some extent. 

10.597. What you particularly call our attention 
to hero is the question of the acquiescence by the 
United States in such a policy, which might be ex- 
pected to depress their silver industry and depreciate 
any stocks of silver they holdP — I was of course 
arguing on the obvious lines that the United States 
is the outstanding holder of gold at the present time. 
If a very large sum of gold was wanted by India it 
would probably have to be obtained by negotiation 
with the United States Government. The United 
States might be quite glad to get rid of some of its 
gold. On the other hand, the United States is very 
much interested in silver, partly as the holder of a 
large silver reserve and partly as being a country in 
which the silver production is an important industry. 
It would therefore obviously provoke a good deal of 
popular comment in the United States, I take it, if 
it were known that she was conniving at an action 
which would throw upon the world’s markets large 
quantities of silver and depress prices, and she might 
herself be forced, as she has been in the past, to -take 
some action to revive the forward price of silver. I 
mean the Sherman Act for instance. That is only 
a line of thought which appeared to me worth sug- 
gesting. 

10.598. Turning to the other side of the aooount, 
do you feel able to express any opinion as to the effect 
upon world gold prices of an additional demand, for 
Indian use, of some 100 odd millions sterling worth of 
gold spread over ten years, the first 50 millions being 
required pretty soon, and the second 50 millions bfcing 
required in stages over the remaining ten yean? — It 
seems to me quite obvious that it would exert a very 
considerable influence. I know words like “very 
considerable” are vague. But, for instance, when 
Germany in 1878 acquired 50 millions of gold, in a 
short period in order to adopt the gold standard, it 
was regarded at the time as one of lie moat powerful 
influences tending to bring about a fall of gold prices 
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Whether it would have the effect of positively de- 
pressing gold prices depends, it seems to me, on 
whether one may expect normally a movement of 
prices in the other direction. That is to say, your in- 
creased demand for gold might merely counteract a 
tendency to rising prices. Some economists feel that 
in future— ieaving out inferences as to the demand 
for gold-prices are likely to rise considerably, and 
they would like to see the demand for gold multiply 
so as to counteract that. Personally it seems to me 
almost impossible to prophesy. The possible reasons 
which may work for a fall of prices or rise of prices 
are many. 1 can see some reasons to expect a con- 
siderable rise of prices in future and some reasons 
that prices will fall, but which of those two opposite 
sets of influences will prevail I feel it impossible to 
say. 

10,691). Might one fairly summarise your answer 
by putting it thus, that it is difficult, if not impos- 
sible, to foretell what the relation between the world’s 
gold supply and the world’s gold demand is going to 
be, but that such an additional demand as that for 
India to which I have referred would constitute a 
major factor in deciding the course of world prices P 
—Undoubtedly, that is exactly what I feel. 

10.600. I understand that you are in favour of the 
transfer of the control of the note issue to tho Im- 
perial Bank if sufficiently centralised control over 
the policy of the bank bo secured. Have you any 
definite proposals to make as regards the securing of 
that control, by what measures it should be estab- 
lished ? — No. 1 am afraid I should not like to say. 
It is too much within a sphere of things with which 
I am not really familiar. I feel that a powerful ele- 
ment of popular control, I mean centralised Govern- 
ment control, is important. It is to some extent 
secured, is it not, in the constitution of the Imperial 
Bank? But whether it is at present adequate or in 
what way it should be incroased, if noceasary, I 
should not like to suggest. I was thinking when I 
wrote of a good deal of the reasoning which had been 
followed in America in developing the Federal Re- 
serve system, and, as [ follow that development, I 
think and rightly that they have laid a lot of stress 
on securing public control. 

10.601. It has also provoked a good deal of criticism 
that the public control has gone too fur in tho 
direction of permitting political interference P — 
Quite so. 

10.602. Nevertheless, I understand you consider 
that it is not within your provinco to make any more 
detailed proposals on this heading P — No. 

10.603. Now let me Anally turn to the question 
of the stabilising of the rupee and the ratio. I am 
not sure that 1 follow the opinion expressed in para- 
graph 3, where you say : 11 there are no immediate 
evils to be anticipated from loaving things os they 
are, provided that Government does not itself initiate 
changes from the prevailing exchange rate ”P — What 
I meant was this, that Government holds such an 
important power at present over the exchange rate 
that it might exercise' that power to force the rate 
up to Is. 8d., 2s. or whatever point you adopt. I 
should myself think that Government would be wrong 
in attempting to uae its power to force the rate away 
from the existing rate, assuming that existing rate 
to bo the rate which the economic forces tended to 
stabilise. 

10.604. Then, in short, you are in favour of leav- 
ing thingii as they are, in the sense that, whatever 
system is devised, it should accept the current rate 
as the rate at which the rupee should be maintained P 
— Exactly. Of course, I suppose there are arith- 
metical difficulties attaching to certain rates. I 
mean you might have to modify them slightly so as 
to get better aliquot parts or something of that sort. 
But apart from that it seems to me perfectly clear 
that any attempt to force the rate away from thq 
existing rate either np or down would be attended 
by very serious and unnecessary evils. 


10,605. One moment before we go oft. As I under- 
stand it, the arithmetical difficulties iu relation to 
the rupee and the pound sterling would only arise 
if the sovereign were to bo a legal tender coinP — 
Well, they would arise, would they not, in some 
degree even if the sovereign were not a legal tender 
coin P 

10,006. Apart from that, iB there any difficulty in 
accepting such a rate os Is. 6d., which is the exist- 
ing rate, from the point of view of account keepingP 
Is it less or more difficult than any other rate for 
tho purpose of cross calculation of accounts ? — Well 
1 should think it is u little less convenient than 
Is. 4d. 1 do not know, but it seems to mo thut you 
can express fifteen rupees to the pound more easily 
than you can express Its. 13 and a fraction or Its. 
12 and u fraction. It is rather like the question of 
a decimal system. 

10.607. I think you expressed an opinion in favour 
of the current rate as ugainst any other bocause of 
the disturbances which would be involved in intro- 
ducing any other rute. Gould you oxpand briefly 
whut the feared disturbances ure and what their evil 
consequences would bcP — Well they seem top me to 
h» the well-known results of an appreciating or a 
depreciating exchange which are all the more severe 
when these result* take place quickly. In the first 
place, obviously, if you publish beforeha ud a state- 
ment that yon are going soon to work to a Is. 8d. 
rate, you introduce a speculative element into 
exchange dealings. I think if you suddenly announce 
that you are going to raise exchange to Is. 8d., for 
example, pcnplo would immediately begin to deal in 
exchange for the purposo of sending it to England 
and bringing hack according to the rise or fall of 
exchange, and you get a whole lot of operations of 
that sort. Then you upset of course the normal inter- 
national price-levels, so that you affect importers and 
exporters, and it is unnecessary to refer to the 
bounty that is for a short time given to importers 
by a full in exchange and vice versd. I do not soo 
any reason why you should give these bounties or 
impose these penalties on two different sets of the 
community. Then of course if you deckle to raise 
the rate of exchange say to Is. 8d. in a compara- 
tively short time you would inevitably, it seems to 
me. depress Indian prices. That would affect all sorts 
of ivitSrastr Tl would rather tend to increase the 
the incidence of land revenue. fF~ would increase tho 
burden of indebtedness of, tho peasunt, and so on. 
On the other hand if you were to depress the rate of 
exchange, of course you give bounties where you 
would impose penalties. You have a whole series 
of disturbances and, oil the one hand unearned incre- 
ments, and on the other hand unearned decrements, 
which it iB one of the main objects of a currency 
system to avoid. 

10.608. Referring to the seventh paragraph of 
your memorandum, am I right in understanding 
you are of opinion that there are some reasons 
worthy of consideration which point towards waiting 
for a period before nn attempt is made to stabilise 
the rupee P— I think there is a great deal to be said 
for it. As I say, 1 am speaking of course perhaps 
without a minute knowledge as to the processes of 
stabilisation by buying sterling and tho rest of it, 
but I do not myself understand that they are accom- 
panied by any serious difficulties. Tho one important 
argument in favour of waiting a little longer seems 
to me to be this, that if you are going to stabilise, 
you are going to stabilise in sterling, and the future 
of sterling is still rather uncertain. It appears to 
me quite possible that in order to maintain sterling 
on a gold basis, English prices may have to be con- 
siderably reduced. The policy of deflation may have 
to go further. If this is so, it would obviously affect 
the normal exchange rate current between India and 
England, so that supposing in the course of a yeai 
or two Indian prices were to remain, other things 
equal, unchanged, whereas English prices were to 
fall considerably, that would tend to bring about a 
new rate of exchange in India. In my view if 
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economic circumstances were moving rather strongly 
towards the establishment of an exchange rate a 
good deal wide of the rate which yon had adopted, 
you might have to exert a good deal of counter- 
influence to maintain the rate which you had 
adopted. At the same time it would be wise, suppos- 
ing you do anticipate a period of further instability 
in prices, particularly prices in England in relation 
to prices in India, it would be rnther wise to have 
the double safety valve of a variable exchange and 
a variable price level instead of concentrating the 
whole of the effect on one of these two safety valves. 

10.809. One cannot, of course, stabilise both ex- 
change and internal prices. Your suggestion would 
seem to amount to this, that for a time you would 
allow exchange to vary in order that you should 
maintain a greater stability in Indian internal prices 
if necessary P — T would like to retain for a time 
the double safety valve. I do not want exchange 
to vary unnecessarily; I approve of what I may call 
the manipulation — to what extent it may be exer- 
cised I do not know — which is now helping to main- 
tain a stable exchange rate, but if we fou^g at any 
time that there wero strong economic forces tending 
towards the reduction of Indian prices, and that that 
could be modified by a moderation of the exchange, 
I would certainly let the exchange rate move os 
well as let the price level move so os to divide the 
effect between them. 

10.810. Let me fully follow your opinion. Is that 
a policy which you would recommend at any timeP 
— I think myself I would recommend it for any coun- 
try, at any time. To that extent I am a follower 
of Keynes. 

10.611. Supposing the time had come when, with 
all prudence, you had adopted a perfected exchange 
standard and the central currency authority had 
undertaken the necessary obligations in order to 
maintain that exchange standard, that is, to buy 
and sell foreign currencies at the defined rate, even 
after that, supposing world prices were to move in 
one direction or another you would be prepared, 
as it wore, to modify the machinery of the exchange 
standard to allow the rate of exchange to go in one 
direction or another in order to keep your internal 
prices stable P — Yes. 

10.612. And this recommendation os regards the 
immediate future is only one of the probable effects 
of the general policy that you arc prepared to recom- 
mend ?— Might I perhaps put it slightly differently 
in this way, that I recommend inaction for a short 
further space in India, not with the idea that there 
will ultimately be a fairly wide margin of exchange, 
but because of the special difficulties that seem to 
me to stand in the way of stabilisation now, which 
will he lessened after a year or two. The point 
which you put to me acorns to me to be rather this, 
whether I am not in favour of a universal change 
of currency principle somewhat in the direction of 
what is commonly known as the tabular standard; 
in other words in currency legislation you should 
include a provision by which along with some index 
figure you vary your exchange rate. That of course, 
as I say, is moving in the direction of the tabular 
standaid and I certainly agree with it. 

10,018. You do agree with thatP — Yes. 

10.614. You would rather see a tabular standard 
adopted for India immediately than an exchange 
standard P — No, I think there are two or three diffi- 
culties in adopting a tabular standard for India 
immediately; first of all, the imperfect machinery 
at present existing for contraction, there is no satis- 
factory index number, and secondly perhaps it would 
be unwise for India to take the lead in an important 
currency development rather than some other coun- 
try— -I do not know, I have not thought it out really. 
Undoubtedly I think that is the kind of currency 
reform towards which the world will move in future. 

10.615. Then your suggestion comes to this, does 
it not, that India should follow the tabular standard 
for a year or two until things settle down and then 
go on to an exchange standard, because there must 


be some kind of policy for the immediate future P— 
It does come to that I think. 

10,610. Do not the difficulties due to the imper- 
fection of statistics and machinery upon which to 
base yonr tabular standard apply with equal force 
to the immediate future P— No. I do not think so. 

10.617. How soon would you allow exchange to 
go up and down at the present timeP — I think you 
would have to have regard to the demand for 
currency and the movement of prices so far as you 
knew them, but 1 do not think you can bo said to 
have a tabular standard although you are being 
guided by such influences as if you hod it. 

10.618. 'Would you trust the Calcutta index number 
ns a safe basis for currency policy, and, if not, what 
would you trust P — I think at present you have to 
make use of the best index numbers that yon have 
got. 

10.619. What are the special difficulties in the im- 
mediate future which you foresoo and to avoid which 
it would be worth whilo to waitP — As to the immediate 
difficulties, as I think I suggested, I feel very uncer- 
tain in my mind as to tho course of sterling prices in 
the near future. 

10.620. Do you foresee a practical possibility of ster- 
ling parting company with gold again P— 1 There is a 
possibility T think, but I think it is very improbable. 
What I think is probable is that in order to maintain 
stoning on a gold basis, deflation in England would 
have to go further. In other words, sterling prices 
would fall, and if the exchange rate between England 
and India is purely a reflection of the ratio between 
the rupee prices and sterling prices, any fall of ster- 
ling prices would affoct the exchange. 

10.621. Assuming tliat sterling does not actually 
part company with gold, supposing tho standard 
adopted for India be not a sterling exchange standard 
but definitely a gold exchange standard, would this 
movement of internal prices in England confront tho 
Indian exchnngo with any difficulty? — I think so. 

10.622. What is the nature of the difficulty?-— To 
my mind it seems that it would follow from this that 
tho greater part of India’s foreign trade is with Eng- 
land, is in sterling, and theroforo the exchnngo rate 
between sterling and the rupee depends upon those 
two price levels. Supposing you fix tho Indian 
exchange in terms of gold and not in sterling and 
that then sterling pricoB remained tho same, it would 
affect the exchange rate between London and Cal- 
cutta. The London rate would no longer be a 
sterling rate and it would be an important factor in 
determining the business hetwoon England and India. 

10.623. Is it your opinion that internal prices in 
Groat Britain have not yet adjusted themselves to tho 
recent rise of sterling?— Yes; of course, the adjust- 
ment may come about by a rise of gold prices, I mean, 
the American prices. 

10.624. You have no doubt followed the recent 
course of English internal prices? — Yes. 

10.625. Do you expect a further fall? — I 
think it is very probable. I think it is by no 
meanB certain; bocause I think all forces tend 
to make it unnecessary. My own view is that at 
present the money cost having reached the point at 
which stable relations can ho established between 
England and other foreign trading countries, one of 
two things is likely to happen; either foreign money 
costs will rise or English costs will fall. I understand 
that in Germany there is a very powerful movement 
in the direction of raising wages and so on, and that 
might cause prices to rise. The same thing might 
happen in France. Yon may get a rise of prices. Bnt 
the adjustment must como in one direction or another. 
It is English costs that are too high rather than the 
other. 

10.626. I observe that the prices in Great Britain, 
as measured by The Economist index number, have 
fallen from the index figure of 180 in Deoember, 1924, 
to 165 last Augittt, which I am afraid is the last 
figure which I have. Does not this suggest to you 
that, except for very minor adjustments, prices in 
England are now adjusted to tin higher value of 
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sterling P— In many industries, no. I think certainly 
not. I think the great feature of prices in England 
at the present time is the want of true level. The 
Economist index number is the result of one set of 
prices, mainly articles of export and import, and 1 
think they would show mors prominently a fall than a 
largo number of other prices for goods which arc only 
for internal production and consumption. I think 
that probably exaggerates the extent of the real fall 
of prices* 

10,627. Are there any other possible dislocations 
foreseeable in the near future which, in your opinion, 
make it prudent to wait P— 1 There are, of course, the 
forces bearing upon the cost of gold. If a large 
quantity of gold, say 100 millions, is required by India 
within the next few years, a good deal of importance 
must attach to the commodity value at which that 
gold is purchased. Obviously, therefore, if the price 
of gold is likely to be a good deal higher in 10 yean it 
will be wiso for India, assuming that it is going to 
make this change some time or another, to buy it 
now. 

10,098. What would be the effect upon India’s 
foreign trade and India’s requirements of foreign 
capital if, for a limited but indefinite period, it were 
to be known that there was to be no fixed point at 
which exchange would be maintained at any standard, 
and that it would bo allowed to vary under the stfess 
of natural forces only? — I should imagine that the 
foreign trade would go on happily and healthily. 

10,620. In spite of the risk introduced into trade 
by the possibilities of fluctuations of exchange? — 
Is it not now probable that, in the absence of any 
dear reasons for expecting a movement of exchange 
in one direction or the other, all business transactions 
will be based on the assumption of the existing ex- 
change? I do not see myself how businessmen or 
financiers who wish to make a profit by speculating 
in a rise or fall of change could do so at the present 
time. 

10,630. I feel in a way that wo are confronted with 
this dilemma, that either exchange is not going to 
vary under the stress of these natural forces, in 
which case it must stabilise at once, or it is going 
to have a tendency to vary, in which case all those 
additional risks that a varying exchange introduces 
into foreign trade will come into play? — Quite. But 
what I am suggesting is not that a definite and fore- 
seeable movement of exchange will take place but 
thnt such a change inay and will tako placo. It seems 
to ine not the nature of change which is likely to he 
the basis of any widespread commercial transactions. 
If it takes place suddenly, it will havo the disad- 
vantages to which I have already referred. But you 
can not Avoid some evils following upon a change of 
relative international price levels. If you do not have 
your movement of exchange, as I havo said, you lmvc 
your movement of prices. The question is whether for 
a time you should not wait to see whether the trend 
of things is in the direction of tho present rate or 
markedly away from it. 

10,681. To summarise, in your opinion, in view of 
tho possibility of fluctuations in world gold prices in 
the next year or two, India has more to gain during 
that period by a greater stability of internal prices at 
the expense of a possibility of less stability of the 
exchange rate P— Yes. 

10,632. (Prof. Coyajee.) Ton favour the retention 
of. the gold exchange standard in an improved form. 
Bet supposing it was decided to introduce gold cur- 
rency, then there might be two courses of action open. 
One is to introduce it gradually and the other is to 
borrow a large amount of gold from abroad and put 
it into circulation at a stroke, and I would request 
you to consider the comparative merits of these 
two lines of policy. Might I make the suggestions 
in favour of either course of notion? If a gold cur- 
rency was to be established then two courses of action 
might be open. In the first place a large gold loan 
from abroad might be taken out and by that instru- 
mentality the gold currency might be introduced in a 
short time. It has, however, been contended by some 
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witnesses that there are greater advantages in n 
gradual introduction of tho gold currency in India. 

I shall put to you some of the consideration*. In the 
first place it has been argued that if we bring out 
the interest on the securities in our paper currency 
reserve and gold standard reserve only in the shape of 
gold, then in about a decade wo might have a con- 
siderable amount of gold in hand and hence no sudden 
great demand might he made on the world’s stock of 
gold and the difficulty of large borrowings would dis- 
appear. Would you agree that it is one of the 
advantages of the more gradual introduction? — Yes, 
just confining myself to simple yes or no. It seems 
to me that you cannot consider that by itself. There 
are other things, possible qualifications. Merely by 
itself, yes. 

10,683. Another advnntugo might be suggested thnt 
while this preparatory stage is being conducted, a 
trial is being given to a n improved form of gold ex- 
change) standard with the rupees in our hands, a lino 
of retreat is kept open if the improved gold exchange 
standard is found to he quite satisfactory we might 
halt tliere. On the other hand, a shorter lino of 
advance might be obtained towards a possible inter- 
national gold exchange standard. Would you consider 
that an advantage of the more gradual introduction? 
— Your lust question implies, docs it not, that you arc 
retaining the gold exchango standard? 

10.634. It means that? — Are you putting gold in 
circulation in the form of coins? 

10.635. We are opening a gold mint and people 
might import gold bullion and hand it over for 
coinage and in that way a certain amount of gold 
currency might he introduced? — Then would it not 
ho the ease that supposing it were neecssary to rc- 
trnee one's stops and go to a pure gold exchange 
standard or to tho other standard, to the extent 
that tho country already has gold in considerable 
circulation would be a complicating factor? 

10.636. There is no difficulty about gold currency 
liereP — Then the point resolves itself into Ik's: 
whether keeping tho gold exchange htaudnrd, you 
gradually accumulate u quantity of gold in addition 
to the existing gold stiindiird reserve 

10.637. Certainly P — Yes; 1 think myself that pro 
bnhl.v it would lend people to believe in tho virtues ol 
tho exchango standard. 

10.638. That might be so. So 1 have already sug- 
gested. Might 1 point out a possible third advan- 
tage? There are IK) crores of rupees in our various 
Cover n men t reserves. These rupees might bo absorbed 
In the course of tho preparatory stage in the ten 
years, or so, so that tliere might be no necessity to 
undergo a loss by selling them abroad. Is that 
another advantage P— YeR; 1 should think so. 

10.639. Then a fourth possible advantage might lie 
that the rupee hoards and the silver hoards which aro 
now gradually being changed into gold hoards might 
automatically be completely convortod into gold, 
during the preparatory stage, so that when tho final 
declaration of gold currency comes and tho dethrone- 
ment of the rupee results, there might not be many 
rupees which would bo brought forward and handed 
over to the Government for conversion P— Is that 
assumption compatible altogether with the one you 
previously raised, that you are going to absorb n 
considerable amount of rupee currency? 

10.640. Yes? — \ou are going to absorb your 90 
crores of rupee currency in the course of compara- 
tively few years by waiting and so you get rid of the 
difficulty of having to melt them down. 

10.641. Is not there parallel absorption of gold and 
rupees going on almost every year?— Yes; but to the 
extent that you are introducing, say gold currency 
over a period of years, just while you are waiting to 
absorb your silver currency you are making it more 
difficult. 

10.642. Still to a certain extent both processes go 
on simultaneously? — Yes. 

10.643. And finally the longer prooess of introduc- 
tion presents a number of tests of public advantage 
and popular preference of currency. The opening of 
the mints is the first test of whether people do really 
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want gold currency, and then the option of converti- 
bility, a period of option of convertibility, that is to 
say, Government if they like might give gold for 
rupees. All these are various tests of public demand 
and also of the nature and extent of the demand for 
gold currency in India and of its possibilities. Is 
not that an advantage of the slower process, these 
successive stages P— I am not quite sure on this point. 
You open the mints and mint gold and you give gold 
in exchange for rupees P 

10,044. You opon the mints and you ooin bullion, 
and 'there is an optional convertibility, that is, 
Government may if they like give gold for rupees?— 
Could you not say whether they do or do not because 
it seems rather important P 

10,645. The discretion might be left with them? — 
What I was thinking was where is the gradual nature 
of the process. Lf a gold mint is opened and if gold 
bullion is coined freely and if the Government give 
gold in exchange for rupees, how is that to be made 
gradual P 

10,640. Because it will take a decade or so before 
the final stage is come to, the compulsory stage at 
which Government is -bound to supply gold ooin for 
rupees. There will even be a still later stage when 
the rupee may bo deprived of its legal tender 
character. That will be the final stage at which we 
shall cut adrift from the gold oxoh&nge standard and 
embark on the high seas. So that there will be 
various stages for testing both our capacity for gold 
currency and the nature and extent of the demand P 
—It seems to me that if you opened a gold mint and 
you in practice offered to give gold in- exchange for 
rupees it would be very difficult to keep control of the 
rate at which the conversion took place and therefore 
you would have to be prepared with almost the 
maxim urn quantity of gold at an early stage. 

10.647. The rate will bo the current rate, say 
Is. Gd. Then people might bring in bullion if they 
liked at that rateP — .Well that is the only difficulty 
that I sec in making the thing really gradually. 

10.648. (Sir Purshotamdas Thakwrdas.) The gold ex- 
change standard you recommend is in practice a 
sterling exchange standard? — Well 1 am afraid I have 
all along been going on the assumption that sterling 
is also gold. 

10.649. But when sterling happens to be divorced 
from gold, the gold exchange standard you recommend 
for India will become a sterling exchange standard P— 
No, I think if I had to choose between a sterling ex- 
change and a gold exchange on the assumption of 
the difference between the two that I should argue in 
favour of a gold exchange. 

10.650. But in reply to the Chairman 1 heard you 
say with reference to your remarks in paragraph 5 of 
your statement that you recommended nothing to be 
done regarding stabilisation of exchange because you 
wore uncertain of the course of sterling prices in 
London P— Yes. 

10.651. If you prefer gold to sterling why have that 
apprehension P — I think that point was raised, if I 
understand you correctly, by the Chairman and 1 
said that even if sterling were divorced from gold, 
any considerable change in sterling prices must react 
very powerfully on Indian exchange. 

10.652. Would that reaction be any more in India 
than it could be in South Africa, for instance?— I 
think the proportion of trade between India and 
England is probably greater than in the oase of 
South Africa, but I am afraid I do not know. 

10.653. The proportion of trade between England 
and India as far as imports from outside are con- 
cerned is fairly large but as far as exports outside 
are concerned it is comparatively more in the case of 
foreign countries than in the oase of the United 
Kingdom P— Is it not 50 per oentP 

10.654. Yes, something like that. At any rate the 
import trade with the U.K. is mncfti larger than the 
export trade, and it ia the export trade that brings 
into India the money and relieves financial 
stringency. In spite of that foot would yon reoom- 
mend a sterling exchange standard or what might 
become a sterling exchange standard P— I have, I 


think, said that I should prefer a gold exchange 
standard, but I have been arguing oil along on the 
assumption that the sterling exchange will be on a 
gold basis. If that is not bo then I should prefer 
that India should be upon a gold basis. 

10.655. In view of tbe uncertainty of the position, 
Professor, which you yourself apprehend, would not 
you recommend that a sterling exchange standard 
should be outside the serious consideration of this 
Commission P— I do not think I regard « departure 
of sterling from a gold basis as a probability in the 
reasonable future. 

10.656. Then on what basis have yon made this re- 
commendation that we must not stabilise or think of 
stabilising exchange f or some time still P — Beoause I 
think that English prices, in order to maintain a 
stable relation between sterling and gold are very 
likely to fall. 

10.657. Even though the pound sterling may not be 
disconnected from the gold fine point P — Yes. 

10,668. You have a preference for an exchange 
standard as against a gold standard on what I under- 
stood you to aay was principle. Wes my under- 
standing of your opinion in that connection olearP 
On eoonomic principle P— On the two grounds that i 
suggested, first that it is considerably cheaper, the 
ground of economy, and secondly on the ground of 
greater safety. 

10.658. Greater safety, may I ask what you 
mean by that?— Economic safety. What I mean is 
this, that some of the larger disturbances that people 
sometimes consider possible and as likely to lead to 
a breakdown of the exchange standard would equally 
involve a beakdown of the gold standard. A gold 
standard is not a thing which cannot be disturbed 
or broken down. 

10,600. Both are liable to breakdown under certain 
circumstances P— Exactly . 

10.661. But would you agree as an economist, 
Professor, that the gold exchange standard needs 
greater management and manipulation and is liable 
to more manipulation than the pure gold standard?— 
My opinion is that if you include under the term 
currency system both the provision of legal tender 
currency and the organisation of representative 
money and the various management that is implied 
in the contraction and expansion of your currency, if 
you include all that, there seems to be no more 
management involved under a gold exchange standard 
than under a gold standard with a gold currency. 

10.662. Yes. It has been said that in order to 
safely trust the exchange standard you must look out 
for what lias been called a superman. Do you agree 
with thatP — If that is so, 1 think it would stand 
condemned— if it were true that it depended on tlic 
appearance of a superman. 

10.663. (Sir Purshotamdas Thakvrdat.) Would you 
agree with this quotation that I am going to read to 
you : 11 A further objection in principle which seems 
to me to be a sound and very serious one is that such 
a sohsme ” — the scheme referred to is the exchange 
standard*— “ would involve operations of a more or 
less secret character by the Treasury or by some other 
authority or authorised individuals as compared with 
the automatic process of the gold standard.’ 1 

10.664. (Chairman.) What is that a quotation fromP 

10.665. (Sir Pwrshotamdas Thakurdat.) It is from 
a speech made by Mr. Goodenough, Chairman of the 
Barclay’s Bank Limited?— I altogether fail to see the 
necessity for secrecy. Are not many of the operations 
which are now carried on in England in connection 
with the currency and which would be oarried on oven 
with a complete return to the pre-war system, secret 
in the sense that the deliberations which lead to the 
movement of the bank rate are secret. Those to my 
mind are implicit in any currency system. 

10.666. Are the operations equally secret. The 
considerations may be seoret hut are the operations 
also secret? I mean when the operations take place 
they have to be done more publicly -than in the case 
of an exchange standacdP-Jlaring made a decision 


# Set question 10,761 below. 
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it seems to me the actual operation is not secret 
•under either system. 

10,687. Do you think that as far as the automatic 
part of tho systems is concerned, both sides are 
equally automatic or liable to be made equally 
automatic P — T should prefer to put it the other way; 
both are equally unautomatic, if one may use the 
word, both are managed. 

10.668. Both run the same risk of management? — 
In different ways hut they are managed in both cases 
and to about the same extent. 

10.669. You don't think there is any substantial or 
serious difference in degree of the point up to which 
each can lie managed? — I should liko in answering 
that question to guard mysolf against being thought 
to hold that the exchange standard as it worked 
before the war was perfect. I do not think so. 

10.670. We are thinking of tho perfect exchange 
standard P— Then my answer is that I think tho 
amount of management would be the same in both 
cases. 

10,071. I forget if yon told the Chairman in tho 
course of his examination ns to the directions in which 
yon would like the pro-war exchange system in India 
to be perfected? — No, T do not think I did. 

10.672. Would you minrl telling us now because you 
have a big 11 If ” in your reply. Would you mind 
telling us the directions in which you would like, to 
see improvement?— Well I am afraid it is rather a 
big question. My own feeling is that the chief defect 
in the exchange standard as it existed before the War 
lay in tho machinery for expanding and contracting 
the currency. What I think you need in that connec- 
tion is a real power of expansion and contraction, 
that will work not only on Indian currency hut on 
foreign currency. You will in that way bring into 
operation what in economic text-hooks is commonly 
known as the compensatory action of exchanges, a 
term with which I expect you are all familiar. T 
believe under the pre-war system there was. ju.ot hv 
any means $ perfect method for expanding, and con- 
{roctl ng the currency, nTHTthnt it did not operate :n 
tliiiT- two-fold direction upon prices. It is in that 
direction that I think the most important modifica- 
tions need to be effected. 

10.673. I then gather that your opinion is that in 
the pre-war exchange standard as it has been carried 
on till now there was and there has been too much 
management and manipulation, and you would like 
less of it and more of automatic actiovi ?— No, I do not 
think it can be expressed in that way. I do not 
think that tho change that I would arguo for involves 
less management : it only involves a somewhat differ- 
ent management. 

10.674. More automatic action?- -No, I do not think 
it is more automatic. 

10,676. Then I would like to understand; I am 
afraid I have not been able to understand you clearly? 
—•Well, I do not know how to explain what T mean 
in any way hut this, that taforo the. war the j&old 
exchange standard existed without a satisfactory 
fhachinery for expanding, .the Indian currency in 
times of increasing demand, while at the same time 
operating on the gold reserves, say, of the Bank of 
England: that is to take one instance: the result 
was that while you were expanding rupee prices, in 
India, you were not, as yon ought to be also, acting 
on sterling prices in England. 

10.676. That is the imperfection which you have 
indicated P— Yes. 

10.677. Yon mean it was not adjusted to the price 
level in London? — Yes. 

10.678. And you recommend perfection in that di- 
rection, by connecting the. two systems in such a 
manner that with depression in England a similar 
depression happens in India P — No., I do not think I 
would put it in terms of depression. 

10.679. Would that not be the result ojf the change 
. that you recommend ? — No, I do not think so. 

10.680. How would it benefit uaP— I am trying to 
consider what is needed when you have a disturbance 

. of relative price levels. Supposing you have good 


trade in India, you have a demand for more cur- 
rency : that tends to raise prices in India when you 
put your new currency into circulation. Now the 
very circumstances that give rise to the need for a 
higher price level in India probably also mean that 
there is need for a reduced price level in England ho 
rs to establish equilibrium. If you draw your new 
currency which is coming into India in such a way ah 
to be operative oil English prico levels, you will have 
a double force exerted instead of a single force. Ono 
of my suggestion a is that the new currency which is 
coming into India operates on Indian price levels but 
it is not druwn, us it were, in such a way oh to also 
operate on foreign price levels. 

10.681. Are our reserves in any way operative on 
English price levels? Our reserves happen to lie in 
England, but aro they usod for tho purposes of 
English reserves in any way?— I think so, yes. 

10.682. The gold standard reserve and the paper 
currency reserve are useful for the purpose of ad- 
justments of price levels in England?' — As I under- 
stand the machinery the gold standard reserve can 
be considerably increased without taking gold off tho 
English market or taking it out of the gold reserve 
of England and so on. 

10.683. Inasmuch as it is kept there it has a bear- 
ing on financial conditions in London; they are said 
to belong to India and indeed in some cases are said 
to have been earmarked for India? — Yes, that is so. 

10.684. Even then they have an effect on the 
financial conditions in London? — My point is that 
they do not have sufficient effect on the price levels 
in England. 

10.686. And you are seeking to make that effect 
complete? — More immediate. 

10.686. To that extent you think that our exchango 
standard needs perfection ? — Needs improvement, yes. 

10.687. With a gold exchange standard as you 
recommend it, T understand you are not in favour of 
a gold currency at all? — T think it is an obvious 
waste of money. 

10,088. Exactly: You think that India should carry 
on with rupees and the paper currency as she has 
boon doing till now? — Well, I should think it would lie 
an advantage if you sulisti tilted even a cheaper form 
of currency than silver rupees ns far as possible. 

10.689. Namely? — Some cheaper metal or paper to 
a larger extent. 

10.690. And have a rupee somewhat depreciated 
from the present coin?---! do not know that I would 
agree with the word “ depreciated.” I would say 
“ made of cheaper metal.” 

10,601. I use that word because I want to know* if 
I understood you correctly P— If you made tho rupee 
of some cheaper material than is used at present, it 
does not seem to me that it would depreciate it; it 
would depreciate its intrinsic value no doubt, but not 
its exchange value. 

10.692. I was thinking of its intrinsic value? I 
believe you ivould still call it A rupee? — It would 
depreciate its intrinsic value, but that would be all 
to the good, would it not? 

10.693. I am asking you whether you think it is 
feasible in view of the great efforts they made not to 
depreciate the rupee only seven or eight years ago : 
they went to all sorts of devices in order not to de- 
preciate the intrinsic value of the rupee, did they 
not? — I agree, but I think the reason for that was not 
because a cheaper rupee would not have been pre- 
ferable, on its merits, but because any attempt to 
substitute a cheaper rupee for a silver rupee at that 
time would have led to great political disturbance. 

10.694. You think that the time for overlooking 
that fear is now ripe? — Do you ask me whether I 
think that at the present moment the silver rupee 
should be replaced by some cheaper coin? 

10,696. Whether the time is ripe to think of re- 
placing silver rupees by anything which ia intrinsic- 
ally worthless?— Yes; I would like to see it more 
largely displaced by notes. 
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10,606. The considerations which justified the 
Government of India in 1917-18 in opposing a depre- 
ciation of the riipeo do not weigh with the same 
force to-day in your opinion P — 1 think what I said 
won not quite the sumo thing; i did not suggest that 
at present- the silver rupee could bo displaced by an 
nliiini ilium rupee or some cheaper rupee without dis- 
turbing people and leading to unrest. I did not say 
that. What 1 said was that 1 felt it was desirable to 
displace tho silver rupee as far iib possible by money 
of a cheaper material. 

10,ti97. What would bo the difference between tho 
two, a depreciated rupoe and tho rupee that you 
recommend P — -My feeling is that you are gradually 
displacing tho silver rupee to « largo extent by issuing 
notes more and more. 

10,G98. Excuse me if I point out that the note is a 
promise to give silver on demand? — In so far as it 
is used as a substitute for rupees it is cheaper, llut 
f. understand in tho case of tho one-rupoo note it was 
perhaps more expensive. 

10.699. The one-rupee note is out of print any way; 
hut tho other paper currency has the confidence of 
tho people because it is a promise to pay. You think 
that has nothing to do with itP It has something 
to do with it, 1 think, yes; but l think that you cun 
go on increasing the issue of the note instead of tho 
rupee gradually and considerably without disturbing 
public confidence. 

10.700. Gradually of course P— Yes. 

10.701. How many years would it take, you think, 
before wo can think of an inconvertible p ft pet cur- 
rency in India P — Inconvertible internally P 

10.702. Inconvertible internally into the silver ru- 
pee. F ask that question liecuuse you use the word 
“ gradually — 1 do not know, 1 am afra*'d. 

10.703. You would not be prepared to say? — No. 

10.704. Regarding delay in stabilising exchange, 
may I ask if the fact of an ineffective) ratio being oil 
the statute book is not ii serious matter for tho 
country, the ratio of 2s. P — I .should have thought it 
had no effect whatever. 

.10,705. Do you not think that when you can huy 
gold at In. 6d. (which is equivalent to Rs. 13-5-4 per 
sovereign) and when you cannot tender gold bullion 
or sovereign at the currency office except at Its, 10 to 
the sovereign, do you not think that that is a serious 
handicap to the automatic expansion of currency in 
India ? It scents to me that that obviously is an 
anomaly; but it does not at present chock the expan- 
sion of the currency, ft shows that you have a law 
which is inoperative and useless and ought to he 
altered; hut I do not think it cheeks the expansion 
of the currency in tho country . 

10.706. Is it not that which has allowed the Finance 
Member to have tho power to which you refer, 
namely, to put up tho rato to any point that he 
likes P — I do not think I suggested that the Finance 
Membpr could put up the rate to any point that he 
liked. 

10.707. You suggested in reply to the Chairman, re- 
garding your remarks in paragraph 5, when you were 
nuked to explain what you had in your mind in saying 
“ Provided that Government does not itself initiate 
cliangtw from tho prevailing exchange rate ” or rather 
f understood 3*011 to say that unless Government 
mixes the rate from Is. 6(1. to 2s. 3*011 thought that 
nothing should he done. That is what I was re- 
ferring to’— What I said, or what I intended to say, 
was this : that Government has' the power at present 
of modifying exchange; but I did not suggest that it 
had the power to put it up to any rate that it liked. 
Within limits, certainly, yes. 

10.708. Which are the limits which the Government 

sot before itself P — I do not know. . « 

* 10,709. Which are the limits that they had -at all 
before them P— I should say, judging by results, that 
the present object of the Government of India was to 
maintain the exchange rate more or less where it 
ia; but I do not know; I have not the oonfldenoe of 
Government. 
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10.710. Supposing it had been pushed up to Is. 7d. 
or Is. 8d., the same thing could have been said P — 
All I have suggested is that Government would 
not be justified in pushing up exchange further 
than it now is. 

10.711. And what is there to prevent them from 
doing soP Supposing the Finance Member wished 
to do no within the next six, or eight months, what 
iB there 10 prevent him from doing so except ins 
good will P — There is, 1 think, probably a good deal 
to prevent him pushing up exchange indefinitely 
and to a largo extent, liis power is a very limited 
one. 

10.712. You think his powor is a very limited 

one? -Yea. ^ 

10.713. With regard to tho question of 'ratio, 
Professor Hamilton, 1 understood you to say that 
if tho rate is put up to Is. 8d. there will be all 
the disturbance which would bo caused by unearned 
increments and unearned decrements. Would those 
disturbances lie permanent or would they only be 
during the stage of transition P — 1 think they will 
he during the sLa^tf of transition undoubtedly. 

10.714. What is the period 3*ou give in India 
for the stage of transition P How many years or 
mouths p When exchange is disturbed from one 
level to another, how long does it take for these 
vufious factors to adjust themselves? — 1 do not 
tli ink you can possibly answer that, can youP There 
arc some long period contracts; for instance when 
the exchange was at about 1 b. lOd. there wus a 
contract entered into between tho Secretary of State 
and the private railways to remit and receive 
funds at a rate of Is. lOd. Everybody knows 
of course that the exchange value of silver fell very 
much from that point. That meant that for years 
and years tho railways were gaining on their tran- 
sactions in one direction and losing on another. 
Well, as long as those contracts continued, to that 
extent the distu rbauce continued. Probably for n 
large number of transactions the disturbing effect 
dies away very shortly after tho actual movement 
has ceased. 

10.715. The contract which you mentioned is of 
course a special contract P — Yos, but there are a lot 
of long period contracts in the financial dealings 
of a nation. 

10.716. Wlint do you think of the adjustment of 
wages with nn appreciation of tho rupee P Do 3*ou 
think that is required also to be adjusted in order 
to suy that tin) inal-effects of the change had 
disappeared? — 1 think of course that in India as 
in other countries there is an obvious time-lag 
between wages and rising prices. But 1 think the 
adjustment takes placo in India though irregularly 
and more slowly. 

10.717. Is tho timo-Iag the saineP — It takes longer 
in India, 1 should say probably. 

10.718. Would you look upon this mal-adjustment 
in wages which you say takes longer in India as 
a serious difficulty P Regarded as a fact by itself 
in isolation P 

10.719. YcsP — It is obviously an evil. But the 
same circumstances which lead to disparity between 
wages and prices to the detriment of the wage- 
earner may benefit other classes who are not wage- 
earners and it is extremely difficult for that reason 
to come to a final decision as to whether rising prices 
qt falling prices for the moment benefit the people 
as a whole. 

10.720. I was only asking you the general question. 
The other case I can on|y put to you when I have 
a concrete case to put to you. Now, under (/) of para- 
graph 9, you have this : u that would cause a severe 
depressimyn her silver industry and a depreciation of 
her own MHfcs of silver.” Where you say 11 her own 
stocks of«silver ” do I understand you to mean the 
Government of India’s stocks of silver or the stooke of 
silver of the people ef India P— Neither. I mean 
the United States stooke of stiver. 
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10.721. ( Sir Reginald At ant.) Mr. Hamilton, why 
do you say that a gold exchange standard has 
greater safety tlinu a gold standard with gold 
currency. I think that was tho term you used}'—* 
My idea of its greuter safety lios in this, that at 
times of severe strain which may bo exerted on a 
currency system under a gold standard with a gold 
currency, you have in the country as one of the 
principal forms of money sovereigns or mohurs or 
whatever it may be, gold coins You have the 
custom of converting other forms of money into 
gold and so on. Now, when you displace the rupees 
as the chief media of exchange an3 substitute gold, 
then if a crisis comes about so that 3*011 have to 
go back on 3 r pur gold and declare the notes incon- 
vertible for example, 1 think the internal disturb- 
ance, the sense of distrust and unrest, would ho 
much greater than if you had a system such as tho 
gold exchange standard where tho silver rupee or a 

jfioUi based on silver in the first instance were tho 
chief exchange media and aii3 f result of a crisis 
resulted in uu alteration of tho exchange rate, 
because the alteration of tin* exchange rate is not 
a fact which goes home to the minds of tho people 
at ull in tho same way as, we will say, a sudden 
refusal to convert notes or rupees into gold, if 
that practice had become common throughout the 
country. Ho that I feel that, supposing you hack a 
war or any kind of disturbance of a big kind which 
made it necessary for you to refuse complete con- 
vertibility, it would he less disturbing, particularly 
for a country like India if the derangement took 
tho form, as it did during the war of a breakdown 
of foreign exchange rate than if it were to take 
tho form of a sudden declaration that you could not 
convert your notes or .vour rupees into gold. That 
was one of the principal reasons why I thought one 
was safer than the other. 

10.722. In both cases the system would have broken 
down, would it not? — Yes. 

10.723. Then, if l understand you rightly, you 
consider that the results of tho breakdown would 
he more serious in the case of the gold standard 
than in tho case of tlio exchange standard P — Yes. 

10.724. You said ill reply to tlio Chuirmnn that 
you were not in favour of opening the mints and 
inbrodueing what has been called ail optional gpl d 
cu rrency, that is a limited amount ’"wit hout the 
obligation to convert notes into gold, because you 
consider it uneconomical and a compromise. 1 think 
those were the two objections you took to itP — 
Yob. 

10.725. It would ho less costly, would it not, than 
a full gold standard P — I am not sure that L feel 
convinced that- it would he less costly. If you have 
a gold mint and a gold currency with any effective 
power on the part of tho people to use those 
institutions, it would be possible to substitute gold 
and make that tho chief medium instead of notes 
and rupees to an idefinile extent, and 1 do not see 
why the expenditure should be less than if you 
published a law to the effect that you hud to give 
gold in exehango for notes at your banks. It would 
probably take place much more rapidly in the latter 
instance hut I do not see that in the long run tlio 
effect should be any different. As 1 understand, 

. it merely turns on this : what are the real obstacles 
which you are going to put in the way of the use 
of gold as currency? If those obstacles arc effective, 
you retain your cheaper currency medium. If your 
obstacles are not effective, you don't retain it. if 
the opening of the mint is to give gold in exchange 
for rupees as poople find it convenient, this is a 
real check upon the use of gold. If thiB is a 
tentative offer, well to that extent it is a half-way 
house and partly achieves the economy oLAhe g old 
standard and partly sacrifices it. But usflK you are 
moving towards a free gold currency, that is a 
currency to the fullost extent to which the people 
want it, and are prepared to use it, unless you 
are moving in that direction, then I can only 
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regard the opening of a mint and the teututivo 
offer to give gold in exchange for other forms of 
money as a partial sacrifice, perhaps. I think 
Caiman says: 41 Let Tndia have a mint if it is 
merely a sort of toy with which they want to 
play.” Well, if you are going to regard it in that 
light, then I think you ought to try to explain to 
the people of rmlia that it is a toy and nothing 
but a toy. 

10,72(5. That is much the same thing as what .you 
mean when you call it a compromise? — Yes. 

10.727. Well, 1 gather that you are prepared to 
compromise on the question of the gold standard. 

I think you said that there was u very strong 
sentiment for it? — Yes. 

10.728. And that if the claims of sentiment out- 
weighed tho eeounmic advantages of the exchange 
standard you would then advoeato gold currency? — 
Ycb. 

10.729. Well, does not the half way house suggest 
itself ns a reasonable compromise, ah a less costly 
measure and going a certain way in tho direction 
of meeting that sentiment? -Undoubtedly, yes. 1 
think so. 

10.730. Therefore, in calling it a compromise you 
nro not really condemning it? — No, I am not con- 
demning it. But 1 would only say that I would 
rather try and convince the people of India that tlioj' 
woro moving in tho wrong direction. If they cannot 
be convinced, then l would Bay, by nil means 
compromise. 

10.731. (Sir Alexander Murray.) Mr. Hamilton, I 
think you indicate that it would bo advisable for 
Government to do nothing that might cause exchange 
to break away from the prevailing rate? - Yes. 

10.732. Now, was it Government action, or rather 
Government inactipn that enabled tlio rate to riso 
to Is. 4d.? Does the same argument you use lor 
Is. fid. apply to Is. 4d.P Certainly. 

10.733. And you merely make that statement 
because 3 r ou accept the prevailing rate for tho reason 
that it is the rate at the time we happen to bo 
sitting. If we happened to bo sitting a year ago, 
would you make the same statement? — I am alraid 
I am there plunging into a question of which I am 
very largely ignorant. But 1 have a feeling that a 
year or two years ago there were reasons why it 
was desirable to deflate, quite apart from tho rute 
of exchange. I do not know whether 1 am right 
or wrong. But my impression is that then tho banks 
were overladen with loans which they could not very 
easily recover; that part of the demand for additional 
currency was clue to the fact that their reservos had 
been to some extent absorbed in that way. I am 
only guessing, but l feel that Micro wore reasons 
why it was desired to put a certain check on the 
expansion of tho currency at that timo in order 
to restore a healthier monetary situation and, quite 
apart from the effort it might have on exehango. 

10.734. 1 am putting it this way that wo 
have had it put to us. The Government might 
havo intervened at la. 4d. when the exchange 
came to the rate of Is. 4d. gold, just as they 
have intervened now to prevent it from going above 
Is. fid. gold. And you give a reason which has 
alroady been given by some people, that it was on 
account of the stringency that Government did not 
intervene to stabilise at Is. 4d. but went on ex- 
panding the currency. You said to tho Chairman 
that you would prefer adopting a policy of “ wait 
and see ” because 3*011 woro afraid that fluctuations 
in price levels in othor countries might show that 
the present rate might not bo tlio one to stabilise 
at. Jfljk. in October 1924, which is the date at 
whicl^PHhange was at Is. 4d. gold, I find that the 
index lumbers of wholesalo prices in India — the 
index number' in India was 181, in the United 
Kingdom it was 170, and in the United State of 
America it was 152, tho difference between India 
and the United States of America being 90. Now 
in viow of the reason you gnvo to tho Chairman 

9 M 2 



534 


ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE : 


8 January , 1026.] Professor 0. 


for wishing to wait and see, I suppose tliaj also was 
a good reason for not stabilising in October of last 
year P— I think. that supports the argument. 

10,7:15. If so, to take the index number of whole- 
sale prices, the latest figures that we have avail- 
able, I am going to give you the figures of the 
countries that have gone back to the gold standard. 

In the United Kingdom the latest figure for the 
index number I have got is 156, in the Netherlands 
it is 155, in Sweden it is 154, in Canada it is 160, 
in tho United States of America it is 160, and in 
India it is I think 157 P— Are those figures reduced 
to a common basis ? 

10,730. We are taking 100 as being the index 
number for 1914, the pre-war index number. Well 
now in view of that faotP — Thero does seem to bo 
an extraordinary similarity. 

10.737. Practically an yicrease irom. the .pre-war , 
level in. , wholesale prices in' all three countries of 
from 57. ..lo CO per cent, fs it not your view that 
tTib' conditions justify stabithmtion' round about the 
present level at the present time? — No 1 do not 
think so, because I do not know how fur we can 
accept those figures, and even so 1 do not think 
it follows that the basis of the prices in the different 
countries is necessarily stable. Let me put it 
this way: supposing at the moment, take Swollen 
and England, you have a rise of prices exactly the 
same in the two countries os compared with 1913. 

It would seem that their relative prices were 
normally stuble. It docs not seem to me to follow 
that this is mi. Supposing for example that the 
effect of bringing about a certain price level in 
England is to throw out of employment 2 or 3 
in ill ion people, and the effect of bringing about 
that price level ill Sweden is exactly the reverse, 
i.e., to nhsorb a lot of people. That might therofore 
result in this, that you have got an equilibrium 
partly in your price levels but you find an inequili- 
brium in your industrial conditions, and in order 
to bring about a pnqier basis of international ex- 
change you jrjmst. not only have qn equilibrium of 
price lyydsL but you must have your conditions of 
trork* 'equals in order to absorb 2 or 3 million 
people, you must reduce prices, and that would 
renct on the other. 

10.738. Sitting here as a Commission we have to 
make up our mind one way or the other and make 
a recommendation. Such a recommendation could 
only ho based on the evidence that we get before 
us in the shape of statistics or other information. 
Now can you furnish us with anything over and 
above theso index numbers that will enable us to 
arrive at the conditions prevailing in other coun- 
tries, besides the wholesale price levels prevailing 
in other countries P— I do not think that I could 
refer you to documents. I should certainly suggest 
n .preference to certain considerations which I have 
already suggested, the volume of employment or 
unemployment, the apparent depression" or other- 4 
wUe of industry, the demand for or rather 'the stale 
of credit, the healthiness or unhealthineas of credit 
organisations, all those considerations ought to be 
taken into account. 

10.739. We are not discussing the Keynes policy 

at present. The point at issue was 'whether we 
should go on to a gold standard or a gold exchange 
standard and later on to a gold standard and to 
stabilise at a particular rate, prices will then move 
in all gold standard countries in unison. Should 
we consider prices in the different countries at the 
present moment, and if you find prices more or 
leu on a parity taking 100 as the pre-war level, 
does that not really indicate to you that we should 
at this moment stabilise P — Bo far as it goes, cer- 
tainly. — 

TO*, 740. It so happens that the other countries to 
which I have referred have gone back to the pre- 
war gold parity, the United Kingdom, Netherlands, 
Sweden, Canada, the United States of America. 
Why should we not go back to the old pre-war 
parity? I mean wo are now at Is. 6d., not on a 
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Is. 4d. basis. Do you suggest that because our 
prices now happen to be on a level with those of 
other countries that have gone back to the pre-war 
working gold parity, that we should stabilise at a 
rate that is not a pre-war rate in a aenseP— I do 
not myself see any advantage in returning to the 
pre-war rate. 

10.741. Why is it that France and Italy are now 
struggling to get back to the vicinity of the pre- 
war parity? — The chief reason 1 take it is the 
difference of price level, that they no doubt have 
n currency which maintains pricks, a level which is 
inconsistent with the pre-war parity, that iB tlio 
difficulty, and also of course a form of currency 
which is internationally exchangeable. 

10.742. It has been suggested to us that all the 
adjustments are not complete, and in particular 
wages have been referred to. As you are aware, 
wages on the Bombay side have not come back in 
any way in spite of the fact that exchange has 
moved up. Now can you offer any remarks in that 
connection?— -The obvious answer I think would bo 
either that Bombay wages should be levelled up 
or that it would be a suving if you bring down 
prices to the previous level. 

10.743. (Chairman.) Two suggestions which would 
equally bo acceptable to Bombay P — It seems to me 
a gprt of mathematical answer. Well personally 1 
should say, go on striking until the Bombay mill- 
hand gets better wages. 

10.744. (Sir Alexander Murray.) Well as a matter 
of fact we have been given a figure that shows that 
if 100 is taken us the pre-war indox number for 
wages in Bombay, to-day’s index number is 231 show- 
ing an increase in wages of 131 per cent. On the 
other hand, taking the cost of living in Bombay 
wc have been given figures which show, taking 
the pre-war index number as 100, that the cost of 
living to-day in Bombay is 153. Now the cost of 
living has gone up 53 and wages in Bombay have 
gone up 131 per cent. Have you any remarks in 
that connection P — It simply means that your two 
propositions are incompatible. Your first proposi- 
tion was that it was well known that Bombay wages 
had not risen. 

10.745. I did not say that?— I thought that was 
your first point. 

10.746. I only say that the adjustments have not 
taken place, and that wages have not gone down 
although exchange lias gone up to Is. 6d., — tho 
adjustments are not complete? — I beg your pardon. 
I understood you to say that it is well known that 
the Bombay worker was not receiving a rate of wage 
which had fully responded to the higher price level. 

10.747. My question was that if exchange goes 
up, other conditions in India must respond to that, 
and one of tho adjustments that has not been com- 
pleted is that wages have not gone down in keeping 
with the increase in exchange? -My impression was 
rather the other way. 

10.748. The figures as they have been given to us 
are that wages in Bombay have gone up 131 per 
cent., and the cost of living has gone np 53 per cent. 
Have you any remarks in that connection?— I would 
say, as 1 said before, that if that is so regarding 
that limited interest alone, justice would be done 
apparently by returning to a lower rate of exchange. 
We are working in thia manner, that the lower rate 
of exchange would imply an inflation of prices, in 
other words a rise in the oost of living, in other 
words bringing the cost of living into proper rela- 
tion with tho existing wage rate. 

10.749. You suggest that because the workers in 
Bombay have got 131 per cent, increase in wages, 
that therefore the cost of living should be increased 
alsoP la it not tho other way about P— Certainly 
that mighVbe adjustment. You mean that the 
wages of the mill operatives ought to be redtteedP 
But I do not think myself that it would be a 
permanent basis for derision on the part of a Cur- 
rency Commission that a certain limited class of 
wage-earners are getting unduly high wigosand 
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therefore the exchange rate should be altered so as 
to bring back the proper wage level. 

10.760. ( Sir Maneckji Dudabhoy.) You have ad- 
vocated a policy of inaction for some time on the 
ground that “ with the progressive settlement of 
the currency problems in other countries and when 
England has become finally adjusted to the gold 
stnndurd the course of world prices will be less 
variable and more obvious.’ * Do you anticipate a 
very early settlement of this question in Europe P — 
1 should say myBelf that the next year or two is 
likely to see a very marked progress in that direction. 

10.761. And you think that India ought not IcadP 
— My impression is that probably stabilisation at 
the present time could be effected successfully, but 
1 say, that the number of disturbing elements at 
work are still sufficiently grave in their possible 
results to make it wise for us to wait a little longer. 

10.762. But there is an element of indofinitenoBB 
about itP — Undoubtedly, yes. 

10,756. It may bo five years, it mAy lie ton years 
or it may be fifteen yearsP — No; l was not thinking 
as long a period as that. After all, the next year 
or two is likely to see a very general settlement 
of international indebtedness, and a rapid adjust- 
ment of wages, and so on. 

10.754. Ami you say this policy of waiting would 
affect the investment of foreign capital in Indi^-- 
Undoubtedly; it is likely to affect it to some extent; 
the uncertainty as to *tho ultimate rato at which 
exchange would be stabilised might have some effect. 

10.755. And as such, it would Ins prejudicial to 
Indian interests? — Yes; unless your object is to 
exclude foreign capital. 

10,750. That is not mine. You stated that when 
Germany adopted the gold standard in 1 H76 it had 
to acquire 50 millions of gold at the initial stage. 
Will you please let me know how long it took to 
acquire that quantify P — 1 am speaking entirely 
from memory and it is many years since 1 had direct 
access to the source of my information ; hut 1 think it 
was acquired within a short period, about a year or 
less; hut I am afraid 1 cannot speak with certainty; 
but it was certainly within a short period, say u 
year or two. 

10,767. Can you give inn any reference alioiit 
this?— I could if you allow mo to look it up. 1 
cannot say off-hand; I will try. 

10,^58. Did this enormous acquisition of gold 
cause dislocation in the United States or England 
or any other part of the world in the price of 
precious metals P - -I think I could givo you that at 
once. It may he wrong; but my impression is 
that W. T. Lyton in his “ History of Prices ” 
refers to that and he mentions it as one of the 
important f aiders bringing about tho appreciation 
of gold and the fall of prices which of course 
everybody knows. I am not quite sure but I think 
he mentions it. 


10,760. ( Sir Bajendranath Mookerjec.) I under- 
stand from your answers to the Chairman that you 
entertain some doubt os to the trade balance being 
in favour of India P— Yes. 

10.700. Having regard to the fact that India lias 
now acquired the right of imposing fiscal duties and 
is also gradually progressing in industrial develop- 
ment, don't you think that the imports would 
greatly be reduced and exports increased as years 
go onP— If I understand your question, it seems to 
me that it leads to the answer that apart from a 
quite short period disturbance, the old doctrine 
holds good that the value of imports and exports, 
taking evtory thing into account* must ho equal 
and that it is quite impossible for tho valun of 
imports to fall and tho value of exports to increase. 
You may ho balancing by importing gold. But it 
seems to he quite ini possible that a country can 
really increase its exports aud diminish its imports. 
That is why 1 suy that tho extent of balance of 
trade is relative, because for a reasonable period of 
time, the balance of trade must be equal in every 
country. 

10.701. Theoretical lyP— - And practically. In Japan 
whure they were always arguing for the securing of 
what they cullod a favourable balance of trade, they 
could nut succeed in doing so. 

10.702. (Chairman.) Just before wo close, I wish 
to refer to the interesting quotation* from Mr. Good- 
enough which was made use of by Nir PiirslinLunidus 
Tlmk urdas. I thought, erroneously, when listening 
to the quotation, that Mr. Guodenoiigh was con- 
trasting a gold exchange standard with a full gold 
standard. 1 see on reference to tho actual text of 
the speech that he makes use of these words : 
11 such a scheme would involve operations of a more 
or less secret character by the Treasury, or by some 
other authorised individuals, us compared with the 
automatic process of the gold standard.” Tho gold 
standard referred to as the British standard is, in 
effect, the exchange standard, and the “scheme 
which would involve operations of a more or less 
secret character ” is the scheme of stabilising 
internal prices, in other wordB, a currency based 
upon an index number. Sir I'ursliotaindas has 
unfortunately had to leave; hut I put tliut to him 
and lie agrees that the quotation really is an 
argument against a managed currency in the 
sense of the sort of currency advocated by Pro- 
fessor Key n os and not against an exchange standard 
currency of the sort which we were discussing 
earjier to-day. Is there any matter on which you 
desire to amplify any of the topics of our discussion P 
- -No. 

10,766. (Chilian an.) The Chmiiiission is very much 
obliged to you for your assistance to-day and for 
your memorandum. 

* See question IW,G63 above. 


(The witness withdrew.) 


(The Commission concluded its sittings in India.) 
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APPENDIX. 

8Um.KMENTAtt¥ STATEMENT SUBMITTED BT Mk. 0. J. HAMILTON, M.A., UNIVERSITY PRO- 
FESSOR OF ECONOMICS, PATNA. 


1. Successive enquires into the Indian Currency 
System have, since the Gold and Silver Commission 
of 1880, accepted the principle that, whatever con- 
clusions are arrived at, they should be derived 
solely from a consideration of Indian interests. 1 
fully endorse this principle. Moreover, I think the 
aim of currency reform should be to establish n 
system that would bo free from any special 
difficulties that might arise in consequence of India 
becoming a self-governing Dominion. 

2. At the present time it seems outside the bounds 
of practical politics to consider possible currency 
systems other than the Gold Exchange Standard 
and the Gold Standard. Thus it seeins unnecessary 
to discuss the Silver Standard, or the Tabular 
Standard. Rut I should like to associate myself 
strongly with those economists who regard the so- 
called automatic gold standard as distinctly inferior 
to one that would secure a greater immunity from 
large price fluctuations. 

.'I. There is no doubt tbiit for somo time post the 
majority of fndian publicists, politicians, and 

economists Have strongly preferred a Gold Currency 
and Standard to an Exchange Standard with a token 
i»u poo as unlimited legal tender and, on Lhe whole, 
L think Lhe Government of India has shared this 
opinion. On tho other hand, the weight of 

authority of English economists and of financial 

advisers to tho British Government has been opposed 
to the adoption of the former system for India. I 
feel confident front a careful study of tho history 
of these discussions thut this difference of opinion 
Hus been due, not to any conflict of interest between 
* England and India in which English authority 

has preferred English interests, hut to a different 
interpretation of facts and arguments relative to 
India's advantage. 

4. 1 think that, unless there can tie shown to bo 
a decided balance of advantage in favour of tho 
Exchange Standard, the Gold Standard should ho 
preferred in deference to Indian sentiment, although 
I have already asserted my opinion thAt material 
economic udvantftgo should not be sacrificed to 
sentiment. 

5. In arriving at a decision as to tho real balance 
of advantage it may bo useful to examine briefly 
certain leading arguments commonly advanced 
against the Exchange Standard. 

( #l ) that it is “ artificial,” “managed,” and, 
therefore, liable to suffer from manipu- 
lation and may easily break down. 

Behind these rather vague terms lie the following 
notions : 

« 

(i) tlmt reserves are kept to an undue extent 

in England, to the detriment of the 
Indian short loan market. 

(ii) that there is difficulty and risk attaching 

to the calculation of the amount of tho 
reserves. 

(iii) that there is imperfect adjgstment of the 

supply of currency to. the demand, causing 
either redundancy or stringency. 

(iv) that the currency, difficulties of the War 

and post-war periods were in some way due 
to the Gold Exchange Standard, par- 
ticularly the loss associated with the 
Reverse Councils /operations. 

In England the characteristic feature of the 
currency and banking systems prior to* the war was 
the almost complete separation between^bhe provision 
of legal tender money on the one hand and the 


supply of representative money and the discharge of 
international indebtedness on the other. Only in 
times of groat crisis was “ management ” of tho 
legal tender currently required through the power 
to suspend the Bank Act. Normally all the manipu- 
lation and managemont was thrown on the banking 
system. * In India, for reasons that are apparent 
in the history of her monetary system, Government 
lias been largely responsible for both functions and 
tho element of management, often popularly 
attributed to the nature of the Indian currency 
system, is mftinly the inevitable counterpart of the 
banking function. 

It is scarcely conceivable that, for a long time 
to come, the elastic element in the medium of 
excliuuge in India should be almost entirely, as it 
is in England, hank money. It must consist of legal 
tender currency. Hence, within the currency system 
there must ho found a place for the expansion and 
contraction, the substitution of one form for 
another*, of the money of tb* country. ThiB intro- 
duces management; whether tho currency system is 
the Gold Exchange Standard, or the so-called 
automatic Gold Standard. A large part of the 
management might bo handed over to the banks, 
Imt it would remain pari of the currency 
system in the broad sense. If the implications of 
this truth were fully understood I think that many 
popular objections to tho Exchange standard would 
disappear. * 

(3. A central objection to the Exchange Standard 
advanced by many in this country is baaed on tho 
argument thut it fails to command confidence and 
that this checks the investment of foreign capital 
and leads Indians to hoard their wealth in gold and 
jewels instead of depositing it in tho banks. 

A fluctuating exchange rate may check the invest- 
ment of fofeign capital. With a stable exchange 
rate the elomont of confidence will depend, in tho 
case of foreign investors, upon tho resoil mm of the 
country and the Government which rules it, rather 
than upon the existence of a gold standard and 
currency or an exchange standard. 

Infernally the matter may be difforont, because, . 
whether or no* the exchange standard is inherently 
sound, there may bo a wide-spead popular belief on 
the part of rich men that it is risky, with such a 
currency, to invest in such a way as to give a claim 
merely to a representative token money. 

1 do not think, however, that the habit of 
hoarding rests to any considerable extent upon a 
distrust of tho rupee. It is rather the result of 
long habit, of social custom, of prestige, and the 
absence of banking facilities. Why should a man 
with hoarded wealth transfer his hoards to banks 
upon the adoption of a gold standard and currency 
when he would not do bo otherwise P— With an 
exchange standard he can obtain gold .when ho wants 
it at the sAme cost as under a gold standard. Tho 
value of .his bank deposits are as much gold values 
iii the one case as the other. It may be s^id that 
with a gold currency and an open mint ^people 
could more easily convert their geld ornaments into 
currency in time of need. But, Under the pre-war 
exchange standard there waa nothing to prevent 
Indians froaff hoarding in the farm of. sovereigns if 
they wished. It is true, that -if these sove reig ns " 
were then deposited in banks there was no 'legal 
right to demand , pofereigns on ^withdrawal. But 
with a free gold* market |pposits‘ repaid in rupees • 
could be turned into gold at a less oost. than the 
loss of interest arising fftm hoarding. 
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7. The two great arguments for a Gold Exchauge 
Standard are based oil the contention that it is 
considerably cheaper and that it is safer. These 
two ponsi derations are not entirely distinct. It has 
often been laid down in pre-war days that the people 
nf India should be given the form of currency they 
demand. Sovereigns were, in practice, freely 
obtainable. If the prc-war practice were revived it 
is not certain tluit the actual use of gold currency 
would he very much greater with an automatic 
gold standard and currency than under the system as 
it was in 1913. To make rupees limited legal Lender 
would probably long to a greater use of gold for 
hoarding of considerable sums. There would there- 
fore he a waste of resources on this account. It is 
also certain that a larger reserve of gold would be 
required than- under a gold exchange system. The 
chief difference, us I understand, lies in the fact 
that an exchange standard implies the power to with- 
hold gold in case nf need without nil evident and 
open departure from strict obligation. In the case 
of a gold standard it implies recourse to obvious 
inconvertibility. The reactions to the former are 
likely to be far less serious than to the latter. It 
seems to mo that the risk of an external gold 
drain, provided the rate of exchange is to he kept 


constant, is the same under either system. But with 
an automatic gold standard thore is but’ one con- 
Hoqiionce of a strong adverse balance of claims: an 
efflux nf gold or of promptly marketable command 
over gold. With nn exchange standard tlioro is a 
don bio safety valve. The exchange rate may bo 
allowed to alter Momewhat beyond the gold point 
in case of necessity. The risk of an intcrnul drain 
is of a twofold character. There is the initial risk 
that the adoption of legal convertibility together 
with the limitation to the legal tender character or 
the rupee would lend to n large conversion of silver. 
This risk seems to mo sometimes In lie exaggerated. 
There is also the recurrent risk that conversion would 
he demanded in large amounts in times of political 
and social crisis. This (lunger I think might he 
considerable. 

For the reasons that T have given the exchange 
standard appears to me to offer manifest and 
important advantages over the gold standard and 
currency. These reasons appear to me sufficiently 
strong to justify the retention of the exchange 
standard even in the fare of opposition from a 
popular sentiment that, ill my opinion, is likely to 
weaken very considerably in the course of the near 
future. 
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